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1.
Energy Action Limited, based in Newmarket, Dublin 8, has played a leading role in highlighting the issue of fuel poverty in Ireland over the last 15 years. Fuel poverty is defined as the inability to heat the home to an adequate temperature owing to low income and poor housing. Energy Action’s main operational activities in the Dublin area includes installing attic insulation, draught-proofing of doors and windows, fitting of cylinder lagging jackets and energy saving bulbs and fitting smoke alarms and security measures on windows and doors. 

There are various estimates of the number of households experiencing fuel poverty. In the “Homes for the 21st Century” report by the  UCD Energy Research Group and Environmental Institute, it was estimated about 12% of households (i.e. about 180,000) are living in fuel poverty.  The reports also stated that the least well off tend to live in the poorest standard houses, and the share of income they devote to heating is three times higher than the expenditure share of the average household. Furthermore, in 2002, 274,000 households were in receipt of fuel allowances and this group may more accurately reflect the total numbers experiencing fuel poverty. Sustainable Energy Ireland’s Low Income Housing Programme Strategy (2002-2006) estimates that there are 62,000 householders in Ireland currently living in persistent fuel poverty. In addition, a further 165,000 householders are said to be experiencing intermittent fuel poverty arising from changes in the cost of fuel and/or to their own circumstances.  

In the Consultation Paper on the Proposal for a Carbon Energy Tax in Ireland, the Department of Finance invited submissions on the proposed carbon energy tax with specific regard to:

· the rate or rates of tax;

· whether and how the rate or rates should be phased in;

· the appropriate collection mechanisms;

· whether there should be rebates for those with legally binding negotiated agreements; 

· the impact on competitiveness; 

· the impact on households and the appropriate mechanism if low income households were to be compensated; and  

· whether and how any revenue recycling should operate.

2.
In specific, given Energy Action’s expertise, this response is particularly concerned with the three issues: 

· the impact of the proposed Carbon Tax on households, 

· appropriate mechanisms for compensating householders, and 

· revenue recycling.

3. 
As cited in the National Climate Change Strategy (NCCS) and referred to in the TSG/02/23 background paper to the consultation document,  

“Appropriate tax measures, prioritising CO2 emissions will be introduced from 2002 on a phased, incremental basis across a broad range of sectors in a manner that takes account of national economic, social and environmental objectives”. [emboldened emphasis added by Energy Action]

4.
It is recognised that low income households need to spend more of their income on fuel, and in some instances significantly more of their income, than do the Irish population in general to heat their home to a reasonable temperature. This is in part an issue of low income, but it is also related to the condition of the dwellings homes in which they live. Low-income households generally live in the poorest dwellings in terms of the heating and insulation characteristics. Poor insulation standards, expensive to use heating appliances, and / or inadequate installed heating can combine to ensure that many households, despite spending relatively more of their income, are still not achieving reasonable temperature standards. 

5.
Low-income households will be the worse effected by the proposals to increase fuel prices to meet Ireland’s Kyoto obligations. As set out in the consultation document, and the two background papers, the Carbon Tax proposals are seriously regressive in terms of their impact. The impact will be largest on the poorest sections of the population – those already spending more of their income on fuel – and those least able to take action to avoid or ameliorate the impact of the increases. Then, to add insult to injury, low-income households will be further punished because VAT will be applied on top of the Carbon Tax.

6.
Using four sample case studies, Energy Action has calculated the impact of the carbon tax (at both €7.50 and €20 levels) using the fuel price figures set out in the Consultation Document (see Table A1 in Annexe A). The effect of introducing a Carbon Tax at €7.50 is to increase total fuel costs in these four case studies by between 4.3% and 6.6% compared to the prevailing situation. At a €20 Carbon Tax level, the increase in fuel prices ranges between 10.9% and 17.6%. The actual impact varies depends on the mix of fuels used in the home (see Table A2 in Annexe).

7.
If these four case study households just came within the category of being fuel poor (that is, just 10% of their expenditure went on fuel), these increases in fuel costs would represent:

· an increase of total household expenditure of between 0.43% and 0.66% at the €7.5 Carbon Tax level, and 

· an increase in total household expenditure of between 1.09% and 1.76% at the €20 level.

These levels are higher than suggested in the Tax Strategy Group background paper (TSG/02/23). Importantly, the percentage increase in total expenditure would be even more if the degree of fuel poverty was worse. For example, if the fuel expenditure in these four households represented 20% of household expenditure, the increases would be: 

· between 0.86% and 1.32% at the €7.5 Carbon Tax level, and 

· between 2.18% and 3.02% at the €20 level.

So, the burden of introducing a Carbon Tax on the fuel poor could be much worse than envisioned.

8. Additionally, two points to raise here are:

· first, the background papers state that the Carbon Tax “does not present an undue burden on any sector. Even for households most affected (the poorest 5%)” because of the very small percentage increases in expenditure involved. The presumption is that even low-income households have sufficient surplus capacity in their income to meet this additional expenditure. However, many low-income household budgets are fully committed. If they could afford to spend more on fuel would they be living in cold homes? So even a small increase in the fuel bill may represent a catastrophe for the household budget. To pay it is likely to represent a trade-off between going without something else (e.g. food) or not using as much heat. Such a trade off is not energy efficiency but deprivation.

· second, the increased costs discussed above relate only to the direct effect of the Carbon Tax on increasing fuel bills. There is nothing in the Consultation Document on the extent of the increase in the total burden that low-income households will face because of direct and indirect price increases. Just about everything purchased by the household will increase in price because of the application of Carbon Tax on motor fuel. The impact of the Carbon Tax on business and commerce, whether they can reclaim it or not – and it would be naïve to think otherwise - will be passed on to the end consumer or customer and then compounded by the further increase because of VAT. It is conceivable that the increased burden throughout indirect increases in expenditure may be more than that experienced through the direct effects. 

9.
Much effort has been spent in the Consultation Document and the background papers calculating the magnitude of the carbon tax, the phasing in of the tax, the impact on fuel prices, the point of taxation and the amount of revenue to be raised. Little is presented specifically in the Consultation Document on the methods of compensation or how revenue recycling would be implemented in actuality. 

10.
Further, the principle set out in the NCCS that the Carbon Tax would be fiscally neutral is missing completely from the Consultation Document. Fiscal neutrality is raised in TSG/02/03 but only in relation to the Department of Enterprise, Trade and Employment (DETE) comments that any such tax revenues raised from the enterprise sector should be recycled to that sector to help them achieve their emission reductions. The Tax Strategy Group did not appear to agree, as TSG/02/03 states:

“that in light of the current fiscal position and wider economic context it is not envisaged that if any such a tax was introduced any revenue should be earmarked for specific purposes.” (para. 23 of TSG/02/23).   

This raises the question of whether the Department of Finance views the principle of Carbon Taxation as really another revenue stream, as opposed to the Department of the Environment and Local Government (DELG) background paper. The second background paper was quite categorical in its stance that carbon taxes were a matter “to realise behavioural changes rather than raise revenue.” (para. 17 of TSG/02/23a).

11.
Regardless of how much revenue is raised by the Carbon Tax, or from where in the economy, two principles should prevail: 

· that fiscal neutrality should be championed at all times by the Department of Finance, 
· that the Department of Finance provides a guarantee that ALL revenue is returned to the different sectors of the economy in proportion to the amounts raised through revenue recycling initiatives.

Otherwise, carbon taxation will result in economic interests, and possibly environmental ones, being pursued at the expense of social ones.

12.
Given these principles, Energy Action explored the impact on total fuel costs and carbon dioxide emissions of introducing a comprehensive package of heating and insulation measures into the four dwellings used in the case studies (see Table A1 in Annexe A). 

13. 
What is evident is that, even with a €20 Carbon Tax, if the heating and insulation measures are increased appropriately and comprehensively, then the households can be more than compensated for increased fuel prices because of the Carbon Tax. In Table A3, even with a €20 Carbon Tax, the improvement packages resulted in reduction of 

· between 11.4% and 35.9% on the base case Total Annual Fuel Costs, and

· between 32.9% and 48.9% on the Total Annual Fuel Costs including the €20 Carbon Tax

The fuel prices with the €20 Carbon Tax were used in calculating the revised total annual fuel costs after the packages of improvements were installed in each of the respective dwellings.

14. Further, with the comprehensive heating and insulation packages, there is an actual reduction in the carbon dioxide emissions from each dwelling of between 25.6% and 68.5% compared with the current emissions in each dwelling (see Table A4 in Annexe A).

15.
Other proposals are mentioned in passing in the Consultation Document and the background papers, for example, 

· “The ESRI analysis suggests a variety of possible criteria on which compensation for the impact of a carbon tax could be based – including the possession of a Medical Card, the receipt of Family Income Supplement and / or fuel allowances and entitlement to unemployment benefit.”  (para.11 of Consultation Document)

· “The level of Fuel Allowance payments was held constant in nominal terms from the 1980s until Budget 2002, primarily for social welfare policy reasons. During that time, social welfare recipients were compensated for fuel price increases within the general increase in primary payments announced in each year's Budget.  That remains the Department's preferred approach to compensating social welfare recipients for fuel price inflation but it may be necessary to consider recycling revenue through Fuel Allowances that are payable in winter only to ensure that social welfare recipients do not suffer hardship as a result on fuel price increases.” (para. 40 of TSG/02/32)

However, all of these methods represent forms of income transfer that are either

· an inefficient method of compensation (e.g. a general income transfer through uprating of social welfare rates may not be used by the household on fuel) or a subsidy, or

· represent a subsidy for inefficient fuel use (e.g. increasing free fuel allowances or subsidising fuel expenditure does not tackle the cause of the problem, that is, poorly insulated dwellings or carbon intensive heating systems).

Further, raising the scale rates within the benefit system would not compensate low-income households that were not reliant on state benefits. They would give poor value for money, and not achieve their purpose.

16.
Other forms of compensation, such as compensation through the tax system or through other subsidies would not compensate households that do not pay tax, or would distort the purpose of the Carbon Tax. Here, we are in agreement with the Consultation Document.

17.
A comprehensive heating and insulation programme, based around a extensive grant system for low-income households will more than compensate the fuel poor, result in reduced fuel costs, and reduced carbon dioxide emissions – as well as improve the state of the housing stock overall. 

18. The management of a three-year national Fuel Poverty grant scheme called 
the Low Income Housing Programme is currently out to tender with SEI. Although a step in the right direction, it would be the basis of a more comprehensive grant scheme. The Low Income Housing Strategy (2002-2006) has a target of upgrading 18,000 homes with a range of measures including attic insulation, draught-proofing of windows and doors, fitting of cylinder lagging and CFLs. However, the LIHP does not include the provision of wall insulation, double-glazing, replacing inefficient appliances or providing energy efficient heating systems. 

The target of upgrading 18,000 houses in fuel poverty with these limited measures is significant and represents a first national programme to address fuel poverty. Nevertheless, it falls well short of addressing the overall problem of fuel poverty in Ireland in the medium term as fuel poverty roughly affects up to 280,000 households. The preferred way to address fuel poverty is to tackle the condition of the housing conditions for those experiencing fuel poverty. This could be done by recycling revenue raised by the tax into improving the insulation levels in the homes of the fuel poor and providing energy efficient heating systems as required to ensure adequate heat is provided to households with acceptable running costs. The installation of energy efficient heating systems would result in lower fuel bills for the householders and would also ensure lower CO2 emissions for all of the national housing stock that would be upgraded by such a programme, in line with the aims of the Climate Change Strategy. 
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Annex A
Four Case Studies: Description

Case Study 1 – a 3-bedroom, 2-storey maisonnette in centre of Dublin. Reliant on gas fire in lounge and no other installed heating elsewhere in dwelling. Hot water by a single electric immersion heater. No insulation. Solid brick walls.

Case Study 2 - a 3-bedroom, 2-storey mid-terrace house in Ballina. Reliant on old oil boiler for space and water heating. Minimal insulation. Non-traditional construction.

Case Study 3 - a 3-bedroom, 2-storey mid-terrace house in North Dublin. Reliant on electric warm air system for space heating. Hot water by a single electric immersion heater. Double-glazed. Minimal insulation. Hollow block walls.

Case Study 4 ​ - a 2-bedroom, 2-storey end-terrace house in Tralee. Reliant on open fire with back boiler in lounge. No radiators. Uses portable electric heaters in bedroom. Hot water from back boiler. No insulation. Solid brick walls

Improvement Package

Gas or Oil condensing combi boiler (as appropriate for area)

200 mm of loft insulation

100 mm of floor insulation

Double glazing

low energy light bulbs

draughtproofing

Table A1: Total annual fuel costs and CO2 emissions

	 
	Total Fuel Costs before Carbon Tax

(euros)
	CO2 emissions before Carbon Tax

(tonnes/ year)
	Total Fuel Costs with 7.5 euro Carbon Tax

(euros)
	Total Fuel Costs with 20 euro Carbon Tax

(euros)
	Total Fuel Costs with 20 euro Carbon Tax after improvements

(euros)
	CO2 emissions with 20 euro Carbon Tax after improvements

(tonnes/ year)

	
	
	
	
	
	
	

	Case study 1
	1443
	9.2
	1505
	1600
	925
	4.6

	Case study 2
	935
	7.0
	997
	1100
	828
	5.2

	Case study 3
	1358
	11.8
	1443
	1562
	904
	4.5

	Case study 4
	1739
	16.8
	1839
	1992
	1018
	5.3


Table A2: Increase in Total annual fuel costs with Carbon Tax
	
	Total Fuel Costs before Carbon Tax

(euros)
	% increase in Total Fuel Costs with 7.5 euro Carbon Tax on base


	% increase Total Fuel Costs with 20 euro Carbon Tax

on base case

	
	
	
	

	Case study 1
	1443
	4.3%
	10.9%

	Case study 2
	935
	6.6%
	17.6%

	Case study 3
	1358
	6.2%
	15.0%

	Case study 4
	1739
	5.7%
	14.5%


Table A3: Change in Total Annual Fuel Costs AFTER Improvements
	
	Total Fuel Costs with 20 euro Carbon Tax after improvements

(euros)
	% change in Total Fuel Costs AFTER improvements with 20 euro Carbon Tax  compared to base case Total Fuel Costs
	% change in Total Fuel Costs AFTER improvements with 20 euro Carbon Tax  compared with Total Fuel Costs with 20 euro Carbon Tax

	Case study 1
	925
	-35.9%
	-42.2%

	Case study 2
	828
	-11.4%
	-24.7%

	Case study 3
	904
	-33.4%
	-42.1%

	Case study 4
	1018
	-41.5%
	-48.9%


Table A4: Change in CO2 Emissions AFTER Improvements
	
	CO2 emissions with 20 euro Carbon Tax after improvements

(tonnes/ year)
	% change in CO2 emissions after improvements compared with base case emissions

	
	
	

	Case study 1
	4.6
	- 50%

	Case study 2
	5.2
	-25.6%

	Case study 3
	4.5
	-61.9%

	Case study 4
	5.3
	-68.5%
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