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ON THE BRINK: 2006

THE HOME ENERGY AFFORDABILITY GAP

APRIL 2007

Finding #1

Poverty Level Home Energy Burden
Below 50% 51.6%
50 B74% 20.8%
75 D99% 14.9%
100 ©124% 11.7%
125 D149% 9.6%
150% - 185% 7.9%

Home energy is a crippling finarcial burden for low-
income Michigan households. Michigan households with
incomesof below 50% of the Federal Poverty Level pay
51.6% of their amual income simply for their home
erergy bills.

Home erergy unaffordahlity, however, is not smply the
province of the very poor. Bills for households between
75% and 100% of Poverty take up 14.9% of income. Even
households with incomesbetween 150% and 185% of the
Feceral Poverty Level have erergy bills above the
perceriage of income gererally considered to be
affordabe.

Finding #2

Poverty Level No. of Households
Below 50% 180,739
50 B74% 102,980
75 D99% 115,368

100 B124% 131,797

125 B149% 141,249
150% - 185% 206,441

The number of households facing these erergy burdens is
staggering. Accading to the 2000 Cersus, nearly 181,000
Mi chigan households live with income at or below 50% of
the Feceral Poverty Level and thus face a home erergy
burden of 51.6%.

Nearly 103,000 Michigan households live with incomes
between50% and 74% of Poverty (home energy burden of
20.8%). And more than 115,000 more Michigan
households live with incomes between 75% and 99% of
the Feckral Poverty Level (home erergy burden of
14.9%).
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Finding #3

Home Energy
Affordability

Gap

Gross
LIHEAP
Allocation

2002

(base year) $487,734,690

2006

(current year) $918,878,785

Change $431,144,095

$92,093,679

$107,529,532

$15,435,853

Existing sources of erergy assistance do not adequately
address the erergy affordahility gap in Michigan Actual
low-income erergy bills exceead affordable energy bills
in Michigan by $919 million at 2005/2006 winter heaing
fuel prices In contrag, Michigan received a gross
allotmert of federal erergy assistance funds of $107.5
million for Fiscal Yea 2006.

MichiganO<.IHEAP allocaton haslost ground relative to
its Home Energy Affordahility Gap. From 2002 to 2006,
the total Home Energy Affordahility Gap increagd by
$431.1 million. In comparison, the federal LIHEAP
allocaion to Michiganincreagd $15.4 million.

Finding #4

Home Energy Affordability
Gap: 2002 (base year)

Home Energy Affordability
Gap: 2006 (current year)

Home Energy Affordability
Gap Index (2002 = 100)

$487,734,690

$918,878,785

188.4

The Home Energy Affordahlity Gap Index in Michigan
was 188.4 for 2006. This Index indicates that the Home
Energy Affordahlity Gap has increagd 88.4% between
2002 and the currert year.

The Home Energy Affordahility Gap Index usesthe year
2002 asits base year.In that year,the Index was set equal
to 100. A current yea Index of more than 100 thus
indicates that the Home Energy Affordahlity Gap for
Michigan hasincreagd since 2002. A currert year Index
of les than 100 indicats that the Home Energy
Affordahlity Gaphasdecreagdsince 2002.
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Finding #5

End Use Average Annual Bill
Electric 781 The erergy affordabllty_ gapin Michiganis not creaed
exclusively, or even primarily, by home heaing and
cooling hills.
Hot water $276
At 2005/2006 prices while home heaing bills were
Space heating $839 $839 of a$1,973 hill, electic bills (other than cooling)
were $781. Annual cooling bills represerted $77 in
, expenditures while domegic hot water represented $276
Space Cooling $77 in experditures
Total annual bill $1,973
Finding #6
Fuel 2004 2005 2006
Price Price Price
. In Michigan natural gaspricesrose 36.2%
Natural gas heating (ccf) $0.771 $0.840 $1.144 during the 2005/2006 winter heaing
sea®n. Fuel oil pricesrose substartially
Electric heating (kWh) $0.084 $0.085 $0.096 (23.4%) while propane pricesrose 16.9%.
Propane heating (gallon) ~ $1.179  $1.384  $1.618 Heating sea®mn elecric prices rose
substartially (13.0%) in the same period
, , while cooling sea®n electric prices also
Fuel Oil heating (gallon) $1.378 $1.818 $2.243 rose (19.3%).
Electric cooling (kwWh) $0.090 $0.090 $0.108
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Michigan Energy Gap Rankings (scale of 1-51)
A higherrarking indicatesbetter conditions while alower rarking
indicatesworse conditions relative to other states

AVERAGE DOLLAR AMOUNT
BY WHICH ACTUAL HOME ENERGY BILLS AVERAGE TOTAL HOME ENERGY
EXCEEDED AFFORDABLE HOME ENERGY BILLS BURDEN FOR HOUSEHOLDS BELOW
FOR HOUSEHOLDS BELOW 185% OF POVERTY LEVEL. 50% OF POVERTY LEVEL.

$1,046 per household 51.6% of household income

RANK: #27 RANK: #25

PERCENT OF INDIVIDUALS BELOW PORTION OF HEATING/COOLING AFFORDABILITY

100% OF POVERTY LEVEL. GAP COVERED BY
FEDERAL HOME ENERGY ASSISTANCE.

10.5% of all individuals .
20.2% of gap is covered

RANK: #19 RANK: #9

©2007 FISHER, SHEEHAN & COLTON
PUBLIC FINANCE AND GENERAL ECONOMICS
BELMONT, MASSACHUSETTS



DEFINITIONS AND EXPLANATIONS

Each state (along with the District of Columbia) hasbeenrarked (from 1 to 51) in terms of four separate
measiresof the extert of the energy affordahility gapfacing its low-income customers

(1) The percert of individuals with amual incomesat or below 100% of the Federal Poverty Level.
This datais obtaineddirectly from the 2000 U.S. Cersus.

(2) The average total home ernergy burden for households with income at or below 50% of the
Feceral Poverty Level shows the perceriage of income that households with these incomesspend
on home erergy. Orotal home energyQincludesall erergy usage, not merey heaing and cooling.
A home erergy bill is calculated on a county-by-county bads. The statewide average is a
popul ation-weighted average of county-by-county data.

(3) The averace affordahility gap (in dollars per household) for all households with income at or
below 185% of Poverty is the dollar difference between actual total home energy bills and bills
that areset equal to an affordable percertage of income. Affordahlity for total home erergy hills
is setat 6% of household income.

(4) The extert to which federal erergy assistance covers the combined heaing/cooling affordakility
gap for eachstate. The combined heaing/cooling affordaklity gap is the difference between
actual heaing/cooling bills and bills that are set equal to an affordabe percentage of income.
Affordahility for combined heaing/cooling hills is set at 2% of income. This measaire thus
examines the proportion of the heatng/cooling gap that is covered by the gross federal Low-
Income Home Energy Assistance Program (LIHEAP) allocation to the state assuming that the
ertire LIHEAP allocation is usedfor cas berefits.

In the stateOsarkings, a higher rarking indicaesbetter conditions while a lower rarking indicaesworse
conditionsrelative to other states Thus, for examge:

(1) The state with the rark of #1 hasthe lowes percenage of individuals living in households with
income at or below 100% of the Federal Poverty Level while the state with the rark of #51 has
the highes percenage.

(2) The state with the rark of #1 has the lowed average home erergy burden for households with
income below 50% of the Federal Poverty Level while the state with the rark of #51 hasthe
highed average home energy burden.

(3) The state with the rark of #1 hasthe lowed average affordahility gap (dollars per household)
while the state with the rark of #51 hasthe highed dollar gap.

(4) The state with the rark of #1 hasthe highed percertage of its heating/cooling affordahility gap
covered by federal erergy assistarce while the state with the rark of #51 has the loweg
percertage of its heaing/cooling gap covered

All referercesto OsatesOinclude the District of Columbia asa Osate OL ow-income home erergy bills are
calculated using average reddertial revenues per unit of erergy. State financial resources and utility-
specffi ¢ discounts arenot considered
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Energy bills area function of the following primary factors:

Terure of household (owner/frerter)

Housing unit size (by terure)

Heating Degree Days (HDDs) ard Cooling DegeeDays (CDDs) (by county)
Household size (by terure)

Heating fuel mix (by tenure)

Energy use intersities(by fuel and end use)

KK KK KK

Bills are edimated using the U.S. Departmert of EnergyOs'erergy intersities' published in the most
recert DOE Resdertial Energy Consumption Survey (RECS). The energy intersitiesused for each state
arethose published for the Cersus Division in which the state is located State-specific demographic data
is obtained from the most recert Decemial Cersus of the U.S. Cersus Bureau Heaing DegeeDays
(HDDs) and Cooling Degree-Days (CDDs) are obtained from the National Weaher SeniceO<Climate
Predction Certer on a county-by-county bags for the ertire country. State price data for eachend-use is
obtained from the Energy Information AdministrationOS(EIA) fuel-specific price reports (e.g., Natural
GasMonthly, Electric Power Monthly).

Each stateO$iome Energy Affordakility Gapis calculated on a county-by-county bass. Oncetotal erergy
bills areegimatedfor eachcounty, each county bill is weighted by the perceriage of persons below 185%
of the Fedceral Poverty Level in eachcounty to the tota statewide population below 185% of the Feckral
Poverty Level to derive a statewide reault.

The Home Energy Affordahility Gap Index uses 2002 asits bas year In that yea, the Index was set
equal to 100. A currert year Index of more than 100 thus indicatesthat the Home Energy Affordahility
Gap hasincreased since 2002. A currernt year Index of less than 100 indicaks that the Home Energy
Affordahlity Gap hasdecreagd since 2002.

The Home Energy Affordahility Gapis a function of mary variabes Increasesin income, for example,
reault in decreasesin the Gap while increasesin energy pricesreallt in anincrea® in the Gap. The Home
Energy Affordahility Gap Index allows the reackr to determine the cumulative impact of these variables
Since the Gap is calculated assuming normal Heating Degree Days (HDDs) and Cooling Degee Days
(CDDs), temperaturesdo not have animpacton the Affordahility Gapor the Affordahility Gap Index.

Price data for the various fuels underlying the calculation of the 2006 Home Energy Affordahlity Gap
wasusedfrom the following time periods:.

Heating prices

Natural gas February 2006
Fuel oil February 2006
Liquefied petroleum gas (LPG) February 2006
Electricity February 2006
Cooling prices August 2006
Non-heating prices
Natural gas May 2006
Fuel oil May 2006
Liquefied petroleum gas (LPG) May 2006
Electricity May 2006
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