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The Burden of Residential Energy Bills on
Low-Income Consumers in FY 2008

Consumers’ energy bills for gas or oil and electricity have not been higher in real dollars since the
mid 1990s. Every region’s small consumers are affected by the cost and by the rapid rate of
change. This year, once again, homes that rely on delivered petroleum-based fuels, fuel oil and LP
gas, will have the highest and also the fastest-rising bills. Two years ago that dubious honor went

to natural gas users in several regions.’

The impact of household bills is measured by the “energy burden” they impose on household well-
being in terms of how much “discretionary” income is needed to pay for residential energy year-
round. Energy burden is the percent of annual income a household must spend to buy utilities (not

non-energy service) and all other residential fuels.

Irends

Chart 1 shows the ten-year change in fuels’ prices in actual dollars compared to the change in the
median income of the lowest-income one-fifth of U.S. households. That group’s income has been
essentially flat since 1998, while the gap between consumers’ purchasing power and the price of
all essential fuels has risen steadily since 2001. The prices are far higher than predicted in U.S.
DOE short-term and annual outlooks ten, or even five years ago. This forecast relies on the

January 2008 EIA Short-Term outlook, nevertheless.

Heating and cooling together make up just 50-60% of annual low-income consumer bills,

depending on weather and price. The bills described include all residential energy used year-round
in the home.
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The Energy Bills and Burdens

An Oak Ridge National Laboratory forecast of bills and energy usage predicts that the population

eligible for LIHEAP, about 34 million households, can expect to pay an average of $1,864 for

energy in FY 2008. We estimate that sum will equal 17% of the average household’s income. The

lowest-income eligible consumers, approximately 13 million who are in poverty, will pay less,

$1,644, but that bill requires an even higher share of their very low incomes: 22%. (Since energy

burden is calculated by dividing income by the energy cost, the lower the income, the higher the

burden for the same energy bill.)
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Charts 2 and 3 compare the forecast bills and energy burdens for the entire eligible population and
for the subgroup of eligible households in poverty to bills and burdens of all households with
incomes higher than the LIHEAP eligibility ceiling. Chart 2 confirms that the poor use less fuel than
others, but Chart 3 shows how it costs them a far higher share of their very limited incomes.
Households not eligible for LIHEAP average a 4% annual energy burden.

Regional P rns of Energy Burden

The incidence of high energy burden varies somewhat geographically. Chart 4 shows our average
energy burden forecasts for each Census division. In six of the nine, LIHEAP consumers will have
burdens at or above the national average. The differences stem from both the expected bill

amounts and the income variation among the regions.
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Table 1 suggests how the type of heating fuel a household uses will affect the size of its energy
burden and the proportion of household income left for other needs. Clearly, there is a strong case
for programs like LIHEAP that vary benefits and program practices by fuel. More than half of oil
and LP gas customers with extreme burdens, e.g. bills equaling over 17% of income, not only have
high costs but also must pay them over a four- or five-month period, not finance them over a year
as in a utility’s level-billing plan. These consumers lack savings or credit to reduce the impact on
their fixed incomes. For many, especially those who rely solely on SSI, fuel bills in winter exceed
monthly income. Clearly, extreme hardships of several kinds will threaten many who depend on

these petroleum-based deliverable fuels for heat.



Table 1
LIHEAP-Eligible Consumers’ Energy Burden
By Heating Fuel Used

Avg. Burden | Median Burden
Natural Gas | 17% 11%
LP Gas 21% 17%
Fuel Oil 26% 17%
Electricity 13% 9%

Table 1 also illustrates that there is a considerable range of energy bills in the eligible population,
and fuel is one variable that explains it. The median burdens are lower than the average because a
lot of households have bills that are extremely high as compared to the median. This variability in
need calls for a mixed set of program tools.

Measures of Well-Being and Energy Burden
Clearly, many eligible families after-energy disposable income will be far too low to meet other
basic needs for the year. Analysts have developed several descriptive tools for quantifying the

shortfall between a minimally adequate annual budget and true incomes."

Low- and moderate-income energy consumers will not only choose between “heating or eating”,
but Census surveys and opinion surveys confirm that the complex choices they frequently face are:
¢ See the doctor/fill the prescription or keep the lights/refrigerator on?
* See a dentist about this toothache or pay for heat?
* Look for another apartment but buy the oil while we're looking, or pay the rent and plug in

a space heater because the power can't be shut off until March?

The U.S. Census SIPP Survey of “Measures of Material Well-Being” shows the national scope of
energy related hardships:

In 2001, 11% of US households could not afford to pay their energy bills at least once during the
year:
e This was the most common of all inability-to-pay problems reported by the 21 million
households who could not afford one or more essential services or goods that year;
¢ The majority of those with un-affordable energy bills experienced several hardships at once

during the same period; the most common listed in order were:



o Experienced hunger ("critical food insecurity™)
o Skipped medical or dental care
o Missed rent or mortgage payment
* Nearly half of those who could not afford their energy had incomes too high for LIHEAP
eligibility, and nearly every one of them was a working family. However,
¢ The number and severity of simultaneous hardships rose in inverse proportion to income,
so that the lowest-income had the most simultaneous hardships and the most severe or
“critical” hardships.
o Those in poverty were by far the most likely to experience crisis-proportion

hardships: hunger, utility shutoff and eviction.

At the time of that survey, 2001, prices were lower and the weather was milder than at present. In
FY 2008, the gap between incomes at the bottom of the national income range and energy prices
continues to widen, as the first chart we presented demonstrates. Few if any other consumer costs

have dropped as a share of household income.

The Burd Working Famili { Child 's Eamili
Table 2 shows that eligible working families as well as eligible families who have children at home
have burdens nearly as high as the entire eligible population. Although a majority of eligible
households are not employed (a reflection of the high share of older householders in the group)
many low-wage workers have incomes on the upper end of the eligibility scale. As a group, they
have a very high energy burden, 14%, slightly below the national average. However, working
families in poverty have an even higher average energy burden than the poverty population as a
whole (25% instead of 22%).

Families with children 12 and younger average the same burden as all eligible households.
Clearly, many low-income children face a high risk of the hardships that can threaten their health

and intellectual development.



Table 2
Energy Burden of Low-Wage Workers and Eligible Families with Children

Workers’' Household Burden | Families With Children (0-12)
(42% of eligible) (33% of eligible)

In Poverty 25% 22%

All Eligible 14% 14%

Not eligible 4% 4%

Varying Energy Needs

The distribution statistics in Table 3 show the uneven distribution of high energy burdens. Half of
income-eligible households will spend 11% or less of their income for energy, and one quarter of
those eligible will have energy burdens in FY 2008 that equal 7% of their income or less. While this
figure is nearly twice the burden of better-off consumers, it does not necessarily lead to the severe
hardships that threaten millions of others. The average burden, 17%, is so much higher because
of millions of consumers’ extreme burdens. The data suggest that a highly-targeted program of
assistance, one which allocates more of the benefits to the highest-burdened 25% of those
eligible, and adequate funding to those in the “middle” with burdens of 7-18%. will have the

greatest impact.

There are clearly eligible households whose hardships are not caused primarily, or even in large
part by high energy bills. If they need income support, it is to alleviate hardships that result from
similar, but different resource shortfalls.

The consumers whose incomes are too low to qualify for LIHEAP have energy burdens that are not
spread over such a wide range. The average and median burden are the same. Three-quarters
spend 9% or less of their income for energy. No doubt those with higher burdens are moderate-
income households, and, as shown in SIPP Census results above, many experience hardships as a

consequence of energy bills they cannot afford



Table 3

The Variation and Distribution of FY 2008 Energy Bills and Burdens
By Income Group

Average | Median 25t 75t 95th
Percentile | Percentile | Percentile
Not LIHEAP Est FY 08 En. 4% 4% 2% 5% 9%
elig. Burden
Est Res'l $2,356 $2,123 $1,499 $2,943 $4,698
energy Bills FY
08
Est Heat Bills $1,007 $856 $512 $1,301 $2,355
FY 2008
LIHEAP elig. Est FY 08 En. 17% 11% 7% 18% 54%
Burden
Est Res'l energy $1,864 $1,648 $1,068 $2,443 $3,867
Bills FY 08
Est Heat Bills FY $817 $645 $360 $1,090 $2,101
2008
U.S. ALL Est FY 08 En. 8% 5% 3% 8% 25%
Burden
Est Res'l energy $2,201 $1,978 $1,335 $2,786 $4,481
Bills FY 08
Est Heat Bills FY $947 $791 $462 $1,241 $2,267

2008

Numerous tools other than direct payment assistance can contribute to relieving energy burden.

The most common are efficiency investments, increased income, and lowering energy prices.
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Chart 5 projects the sum of the resources that will be applied to reduce the bills of some of the FY
2008 eligible households. It shows the $63.4 billion all consumers will be billed compared to three
kinds of bill reduction resources: LIHEAP bill payment funds, all other sources of low-income bill
credits, discounts or subsidies, and the value of avoided costs resulting from the past
Weatherization investments in 5.8 million homes treated by the Department of Energy
Weatherization Assistance programs. These investments combine state, private, and federal
resources, and provide the largest single source of relief.” Together, all sources offer $6.3 billion of
relief, or about 10% of the aggregate bill for the population. Since these resources are available to

only a small minority of those eligible, the relief provided to recipients is more substantial.

10



Endnotes

" This analysis is based on updates of the 2001 U.S. Department of Energy Residential Energy Consumption
Survey database. Using an unpublished database from Oak Ridge National Laboratory that incorporates
current price and weather projections from the Energy Information Administration, EOS adjusted household
income records to reflect the most recent income reports from the US Bureau of the Census Current
Population Survey. The original records are the Public Use files of the 2001 Residential Energy Consumption
Survey (EIA/U.S. DOE). These projections assume that the weather-adjusted usage remains constant
regardless of price; this is obviously not realistic, especially as concerns households with very limited
disposable income. The projected bills represent the costs of keeping the same indoor temperature and
appliance usage as the households used in 2001, adjusted to actual 2007 weather and NOAA-projected 2008
weather.

" For example, Roger Colton has developed two tools for state and local-level applied calculations of the
impacts of energy costs on household budgets and the difference between a livable income that includes
true energy costs and real household incomes.

The difference between affordable energy bills and actual bills is calculated for low-income households state
by state and posted at http://www.homeenergyaffordabilitygap.com/

His Home Energy Insecurity Scale parallels the measurements of food insecurity. It was disseminated by
HHS LIHEAP office in 2003: http://www.fsconline.com/downloads/Papers/2003%2005%?20insecurity-

scale.pdf

Extraordinary multi-site longitudinal research by The Children’s Sentinel Nutritional Assessment Program
(www.c-snap.org) has demonstrated a direct link between high deliverable fuel prices and babies’
malnutrition. “Heat or Eat: The Low Income Home Energy Assistance Program and Nutritional and Health
Risks Among Children Less Than 3 Years of Age.” Deborah A. Frank, Nicole B. Neault, Anne Skalicky, John T.
Cook, Jacqueline D. Wilson, Suzette Levenson, Alan F. Meyers, Timothy Heeren, Diana B. Cutts, Patrick H.
Casey, Maureen M. Black and Carol Berkowitz. Pediatrics 2006;118;1293-1302

il See “Supplemental Measures of Material Well-Being: Basic Needs, Consumer Durables, Energy and
Poverty, 1981-2002.” U S Census Bureau, Washington, DC P23-202 December 2005 also a summary of
energy specific clusters of hardships in “Making Ends Meet when Energy Costs Soar” Meg Power, Economic

Opportunity Studies, Washington, DC www.opportunitystudies.org

V LIHEAP bill payment funds are estimated at $1.92 billion or $2.4 billion appropriated to date (3/08) minus
10% for administrative costs and 10% for Weatherization investments; leveraged bill payment resources are
estimated at $2 billion based on the pattern of state or utility supplements through FY 2005. See “state
supplements” as updated by the LIHEAP Clearinghouse at liheap/ncat.org. Weatherization avoided bill
impacts are the average projected FY 2008 savings of $414 times 5.8 million. This is a conservative estimate
of homes fully weatherized in the past twenty years, as it includes only those verified to have received
Department of Energy funds.
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