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Recommendations for the use of the Social
Climate Fund and the development of the
National Social Climate Plan in Hungary

The extension of the emissions trading system to the buildings and road sectors
(ETS2) is expected to lead to an increase in residential energy prices. The European
Union intends to compensate for rising household expenditure by creating a
so-called Social Climate Fund (hereafter referred as SCF), which will be financed
from the revenues of the extended ETS. The fund will be used in the building and
transport sectors and will support residents and micro-enterprises who are
particularly vulnerable to the negative effects of the new legislation. Under the
Regulation, approximately HUF 1200 billion would be available from the Fund for
Hungary between 2026 and 2032, which, together with the country’s own
contribution will make approximately HUF 1500 billion. To access the Fund, a
Member State must prepare and submit a Social Climate Plan (SCP) to the
European Commission by 30 June 2025. This plan must include, among other
things, the number of people affected by energy and transport poverty, the estimated
impact of ETS2 and the measures to reduce this impact. The Social Climate Plan
should be accompanied by a budget, of which 75% should be financed by the Social
Climate Fund (up to the amount set out in the Regulation), with the remaining 25% to
be contributed by Member States as co-financing.

In this paper, we have developed proposals on the alleviation of energy poverty in
the buildings sector. The Social Climate Fund is an excellent opportunity to reduce
energy poverty and is practically the only instrument that should be used in a
declared socially targeted way. Given the state of the domestic building stock, the
income situation of the households concerned and the high level of expenditure on
energy consumption, which are the three major factors contributing to energy
poverty, there is a strong need to utilize the opportunities provided by this funding.
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RECOMMENDATIONS

Proposals within the document are grouped in four categories:

1. General principles related to the use of the Fund and to the development of
the National Social Climate Plan,

2. Defining the target group: vulnerable and energy poor households,

3. Recommendations related to measures and

4. Recommendations related to investments.

Each proposal is structured in such a way that the main recommendation is outlined
at the beginning of the section and elaborated on below.
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1 General principles related to the use of the Social
Climate Fund and to the development of the National
Social Plan

1.1 Policy planning and enabling framework

Key recommendation:

Effective policy design requires a transparent governance mechanism and enabling
framework, transparent stakeholder involvement, prioritising both long-term
sustainable measures and predictable funding.

Tackling energy poverty requires a commitment by the state to ambitious social and
climate goals. It also requires well thought-out and carefully implemented policy
planning processes, including:

e an appropriate, cross-institutional framework for ensuring decision making
with regards to SCF and the development of the SCP;

e the development of corresponding legislations that ensure the efficient
development and implementation of the SCP and establishes key rules for
the use of SCF;

e well-defined energy poverty indicators and assessment criteria, as well as
the development of a robust monitoring mechanism;

e institutional arrangements and technical assistance to facilitate access to
financial support;

e prioritisation of structural objectives and actions that can result in
long-lasting social and environmental impacts;

e ensure public participation possibilities and transparency of planning;

e well-targeted and efficient use of SCF as well as other relevant funding
sources;

e predictable, long-term budgeting.

1.2 Meaningful public engagement

Key recommendation:
Broad stakeholder involvement, including civil society and local communities, in the
planning, implementation, and monitoring processes is necessary.
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The SCP must be developed with broad, transparent and inclusive public
participation processes. In the SCF Regulation, the list of stakeholders who would be
involved in the consultation process included local and regional authorities, but also
social organisations. The involvement could ensure that the needs of the directly
affected target group are properly represented.

Involvement of key actors and professionals from related fields in the development
and implementation of the SCF is strongly recommended. A good multidisciplinary
governance tool is the cooperation with a national energy poverty observatory, in the
national and local debate by providing key insights into the problem of energy
poverty.

1.3 Link to the development of the National Building Renovation
Plan

Key recommendation:

It is proposed that the building renovation elements of the Social Climate Plan will be
prioritised in the forthcoming National Building Renovation Plan, in line with the
minimum enerqy efficiency requirements.

The timeline of developing the National Building Renovation Plan (hereafter referred
to as NBRP) coincides with the SCP development. According to the Directive (EU)
2024/1275 on the energy performance of buildings (hereafter referred to as EPBD),
the draft NPRPs are expected for 31st December 2025, while the final ones are due
by 31st December 2026. Therefore, the building sector component of SCPs should
be an integral part of NBRPs. Since the maijority of low-income households live in the
worst performing buildings (Figure 1), the Minimum Energy Performance Standards
can and should be the backbone around which NBRPs and SCPs establish their
measures to tackle energy poverty through housing renovation.

Supported by:

(] ‘- O Federal Ministry European
v. ‘ * for Economic Affairs Climate Initiative

EUKI
WWF Habitat

on the basis of a decision
by the German Bundestag




g
z

&

S 3

Distribution of households by income quintile and building type

year of construction, material of walls

100%

— o pmen — ——
MULTI-UNIT
APARTMENT
80%
S O EES @ afer1990
@ allconcrete
60% block™
before 1990
40% after 1990

1960-1989
before 1960

all mud-brick

SINGLE-UNIT
DWELLING

Figure 1. Distribution of households by income quintile and building type (Source: Annual Report on
Housing Poverty 2023, Habitat for Humanity Hungary)

Also, meeting the requirements of the Directive (EU) 2023/1791 on Energy Efficiency
(hereafter referred as EED) Article 8’ related to achieving cumulative energy savings
among energy poor households should be in line with the measures and investments
included in the SCP.

1.4 Securing sufficient funding

Key recommendation:

The total budget of the National Social Climate Plan (EU funding plus domestic
co-financing of 25%) is not sufficient to tackle energy poverty and reduce the burden
on vulnerable households, so it is proposed that Hungary should provide additional
funding for the measures and investments, including from quota revenues.

Under ETS2, for the period 2026-2032, a total of 5,746 million allowances will be
auctioned, and assuming an average price of €45 (based on the soft price ceiling),
total revenues would be at least €258.6 billion. Given that the total size of the SCF
budget is capped at €65 billion, only 34% of ETS2 revenues would go to the SCF,
while the remaining 66% would go directly to member states. However, Member
states are free to increase the co-financing rate for their social climate plans beyond

" Member States shall establish and achieve a share of the required amount of cumulative end-use energy
savings among people affected by energy poverty, vulnerable customers, people in low-income households and,
where applicable, people living in social housing. This share shall at least be equal to the proportion of
households in energy poverty as assessed in their national energy and climate plans
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the mandatory minimum of 25%, or provide additional funding for further measures
and investments to address energy poverty. Given the enormous financial gap
between the secured fund and the need to address the impact of ETS2 on the
building sector, a significant proportion of ETS revenue, including ETS1 should be
channelled to the renovation of the residential building sector.

1.5 Milestones, planning, scheduling: a predictable long-term
budget

Key recommendation:

For long-term structural changes, it is recommended that resources for vulnerable
groups should be available not only in the short term, but also in the long term, and
that funding targets should be set for both time periods.

The milestones, the planned measures and the scheduling of support financing
should be defined in such a way as to allow for long-term, continuous, predictable
and plannable support programmes both during and over the period of the SCF.

1.6 Eligibility for funding, subjects of spending

Key recommendation:

It is proposed that SCF should not be used for energy technologies using fossil fuels.
However, it is proposed that the SCF should also be available for energy efficiency
improvements in households using biomass.

As per the regulation, the Fund should not be a substitute for recurring national
expenditure and therefore should respect the principle of additionality of Union
funding. This applies not only to the future measures and investments, but to the
direct financial support as well. According to the technical guidance on the ‘Do No
Significant Harm’ principle related to the SCF, the SCF must prevent lock-in of
harmful fossil fuels. Therefore, Member States should not use any SCF funding on
fossil-based energy technologies.

Biomass is considered as renewable energy and therefore does not link directly to
the objective of the Social Climate Fund, i.e. to prevent increases in energy and
transport poverty resulting from the introduction of ETS2. However, the price of
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firewood correlates significantly with natural gas prices, meaning that future increase
of fossil fuel prices would also negatively affect the price of firewood.

A good example is the increase in firewood prices due to the increase in residential
fixed energy prices (gas and electricity) in summer 2022 in Hungary. Although the
2022 restructuring of the residential energy pricing system did not directly affect
residential solid biomass, i.e. firewood prices, it did have an indirect and very
straightforward impact. The announcement led to a massive shift in households to
wood-burning, at least as a supplementary heating source, because 15% (600,000)
of Hungarian households use gas and solid fuel for heating. However, the price of
firewood - unlike the price of gas and electricity for households - has already been
rising at an accelerated pace in recent years, and the increased demand from July
2022 has accelerated this trend even more (Figure 2). This meant that households
that only used firewood to heat their homes (another 15% or 600,000 households)
were faced with not only rising fuel prices, but also increasing difficulty in obtaining it;
thus facing the risk of becoming energy poor.

Evolution of residential gas and firewood prices relative to the 2012 average
consumer prices

relative change (%)

residentia
natura

------

Figure 2. Evolution of residential gas and firewood prices relative to the 2012 average consumer

prices. (Source: Annual Report on Housing Poverty 2023, Habitat for Humanity Hungary)

Also, a significant part of biomass user households can be defined as vulnerable or
even energy poor. Therefore, firewood user households should be also eligible for
the national SCFs (see section 2.3 for further details).
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2 Recommendations related to defining the target group:
vulnerable and energy poor households

2.1 Developing a national definition for energy poverty

Key recommendation:

The definition of energy poverty in the EED should be transposed into national
legislation. The Hungarian definition, just like the one in the EED, should
acknowledge providing decent standards of living and health, and reflect on all three
major contributing factors: (1) low income, (2) high energy expenditure and (3) low
energy performance of buildings.

The new EED in Article 2 already includes a formal definition of energy poverty: it
'means a household’s lack of access to essential energy services, where such
services provide basic levels and decent standards of living and health, including
adequate heating, hot water, cooling, lighting, and energy to power appliances, in the
relevant national context, existing national social policy and other relevant national
policies, caused by a combination of factors, including at least non-affordability,
insufficient disposable income, high energy expenditure and poor energy efficiency
of homes’

Based on the definition, the three major contributing factors to energy poverty are:
(1) low income, (2) high energy expenditure and (3) low energy performance of
buildings. The definition in the EED should be transposed into national law and a
definition should be created that reflects the domestic situation. There are already
some terminologies used in national legislation and strategy documents, which are
good starting points, and with certain amendments a workable definition could be
created.

The National Energy and Climate Plan contains the following wording: ‘Vulnerable
consumers are those who have or may have difficulties in meeting their household
energy needs. The term thus includes difficulties in financing energy needs as well
as high specific energy consumption of the dwelling’. This in fact covers the essential
elements of the European definition, affordability of energy and the energy

Supported by:

(X ‘- O * Federal Ministry European
> for Economic Affairs Climate Initiative
. and Climate Action EUKI

WWE Habitat

on the basis of a decision
by the German Bundestag




performance of buildings. However, it would be important to include the reference to
providing a decent standard of living and health conditions.

Act LVII of 2015 on Energy Efficiency defines the so-called 'household to be
supported’. Accordingly, it is 'a household in a vulnerable situation whose annual
energy cost per household for heating the dwelling to 20°C and producing hot water
in a residential building exceeds 25% of the household’s annual income, where the
annual energy cost and the household's annual income are the arithmetic average of
the energy cost and the average income of the household for the calendar years
starting from 2020 and ending at the time of calculation’

That this definition is linked to the concept of energy poverty is reflected in the
Energy Efficiency Act, which states that ' The indicative energy efficiency target to be
achieved during the period from 1 January 2021 to 31 December 2030 and the
results of the measures to be taken for the “households to be supported” shall be
notified to the European Commission in the framework of the integrated National
Energy and Climate Plan'.

Although this definition in the Energy Efficiency Act builds on and uses indicators of
the three major components of the EU definition, it is a strange combination of using
actual and theoretical data for determining which household fits into the definition.
While income and energy expenditures are determined by actual pay statements and
bills, the other determining factor, i.e. heating the dwelling to 20 °C is theoretically
used value, and it is not applicable in practice as it is not reflected in consumer
habits (energy-poor households tend to underheat the dwelling, or sometimes even
overheat some rooms, and it is difficult to distinguish on the basis of energy bills how
much of the energy is used for heating and hot water and how much is used for
cooking, lighting and running appliances).

In this paper, we do not propose a specific definition, but rather draw attention to the
different aspects that can form the basis for a successful national definition.

2.2 Selecting appropriate indicators

Key recommendation:
To identify the target groups for the SCP, it is proposed fo use the following
indicators
Primary indicators:
e High share of energy expenditures from disposable income

e [ow energy consumption
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Unable to keep home adequately warm
Arrears in utility bills

At risk of poverty

Lack of efficient heating

Worst performing building

Secondary indicators:
e [ ack of access to basic needs

e Housing quality problems (leaking roofs, ...
e High housing costs

Proposed aggregating factors:
e /ncome quintiles,

building type, household type,
fuel,

settlement type,

region

Energy poverty is a complex and multi-dimensional issue, which cannot be described
by only one factor. A good set of indicators need to be chosen for the following
purposes:

Making decisions based on data
Identifying target groups

Setting targets

Monitoring progress and achievements

When selecting indicators, Member States must identify which data is available at
the national level to identify vulnerable/energy poor households. There are different
options to identify households falling under the definition of vulnerable households or
energy poor households. The chosen indicators and the pool of identified
households should reflect the three major factors contributing to energy poverty (low
income, high energy expenses and low energy performance of the dwelling, as
discussed under the section on definition) and respect the objective of the SCF. The
identification of eligible households should also include territorially disaggregated
and locally collected data to ensure a comprehensive methodology.

Article 8 of the EED proposes the use of the following indicators: Member States
shall, in their assessment of the share of energy poverty in their national energy and
climate plans, consider the following indicators:
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e the inability to keep the home adequately warm (Eurostat, SILC [ilc_mdes01]);
the arrears on utility bills (Eurostat, SILC [ilc_mdes07]);
the total population living in a dwelling with a leaking roof, damp walls, floors
or foundation, or rot in window frames or floor (Eurostat, SILC [ilc_mdho01]);

e at-risk-of-poverty rate (Eurostat, SILC and ECHP surveys [ilc_li02]) (cutoff
point: 60 % of median equivalised income after social transfers).

A joint paper? by the Covenant of Mayors and the Energy Poverty Advisory Hub
(EPAH) has identified 56 possible indicators to select from. Although they are
designed for local energy poverty diagnoses, used by municipalities, this
comprehensive list provides a good insight into the complex nature of energy
poverty.

A proposition on indicators to be used is listed at the beginning of this section.

2.3 Social targeting: identifying vulnerable and energy poor
households

Key recommendation:

The largest group of vulnerable and energy poor households live in rural areas in
single-family homes, they should be the primary target group. Furthermore,
households using solid biomass for heating should also be eligible for the national
SCF.

Based on the EED, the proportion of households in energy poverty needs to be
assessed. The default option, based on the directive Article 8, is the arithmetic
average of the four indicators from EU-SILC for the year 2019. This is calculated for
each Member State in the “COMMISSION RECOMMENDATION (EU) 2024/1590 on
transposing Articles 8, 9 and 10 on the energy saving obligation’s provisions of the
Directive (EU) 2023/1791”. The value for Hungary is 12,55%. The calculations of
Habitat for Humanity Hungary® on similar indicators (but also considering others)
show a similar proportion (10%). However, the Hungarian NECP says: “3% of the
population is energy-poor, about 300,000 people”. This value needs to be
reassessed, as it contradicts the value determined by The European Commission.

2 Covenant of Mayors, EPAH (2023) Local indicators
3 Habitat for Humanity Hungary, 2020., Annual Housing Report
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According to a recent analysis*, nearly two and a half million dwellings
(condominiums and detached houses), i.e. 56% of the total housing stock fall into
energy class GG or worse (Figure 3.). The majority of these dwellings, 2.2 million,
are detached, single-family units. According to EU-SILC data (2023) nearly 70% of
those who reported being unable to keep their home adequately warm live in
detached houses.

Distribution of estimated energy performance classification of dwellings

in Hungary
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Figure 3. Distribution of estimated energy performance classification of dwellings in Hungary. (Source:

Annual Report on Housing Poverty 2023, Habitat for Humanity Hungary)

The majority of low-income households live in older - less energy-efficient - detached
houses, mostly in adobe, mud-brick or older mixed or brick buildings (Figure 4.).
Those living in substandard housing are particularly vulnerable, at risk of energy
poverty or are already energy poor.

4 MNB (2023). A magyarorszadi lakdingatlan-allomany energia- igényének becslése
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Figure 4. Distribution of households by income quintile and building type. (Source: Annual Report on
Housing Poverty 2023, Habitat for Humanity Hungary)

The EU-SILC data reflect a similar picture. % of the people who are below 60% of
median equivalised income (more than 1.2 million people) live in detached houses,
and more than half of them (41% of the total) live in rural areas (Figure 5.). Also
based on EU-SILC data, nearly 70% of people living in detached dwellings report to
be unable to keep their home adequately warm.

o . - Type of building
Below 60% ofinmct:)c::;n equivalised Sermi- Flat<10 Flat>10
Detached |detached dwelling dwelling
Total 74% 5% 4% 18%
Degreeof |City 6% 2% 2% 15%
urbanistaion | Towns and suburbs 26% 2% 2% 3%
Rural areas A% 2% 0% 0%

Figure 5. Share of population living below the risk of poverty rate, distribution by degree of
urbanization and type of building (Source: EU-SILC, 2023)

Three quarters of the energy used in households is used for heating, largely due to
the poor condition of the building envelope and its high heat demand. However, what
and how we heat is also important, as the type, affordability and use of fuels also
contribute significantly to energy poverty. A high share of people with low-income,
living in rural settlements use solid fuels, mainly firewood (Figure 6.). 41% of the
lowest income quintile use solid fuels exclusively and 17% use solid fuels -
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predominantly firewood - partially. These are quite often burned in poor quality and
inefficient equipment, which increases not only energy use but also air pollution and
health risks. It is common for firewood not to be dried properly, resulting in a
significant reduction in its calorific value due to its high moisture content and a much
higher release of harmful substances into the air.

INCOME QUINTILE SETTLEMENT TYPE
100%

i - 1% Ve
80% : ; 1%

: : capital
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40%

i P 21% Qﬁ:
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i l L 42% .
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other . only electricity . district heating . gas only gas and solid fuels . solid fuels only
data source: KSH HKEF 2020, own elaboration

Figure 6. Distribution of fuel type by income quintiles and by settlement type. (Source: Annual Report
on Housing Poverty 2023, Habitat for Humanity Hungary)

The Long-Term Renovation Strategy of Hungary also indicates that based on
technological differentiation, those using solid fuels with individual space heaters are
affected most by energy poverty or are most vulnerable.

A more detailed description of household biomass use, its challenges and related
possible policy instruments can be found in Habitat for Humanity Hungary’s Annual
Housing Report® and Habitat Hungary’s and WWF Hungary’s study Fuel of the Poor®

3 Recommendations related to measures

® Habitat for Humanity Hungary, 2022: Annual Report on Housing, Chapter on Residental Solid Fuel
Use

¢ Habitat for Humanity, WWF, 2022: Fuel of the Poor, Household Use of Firewood in Central and
Eastern Europe; LIFE BioBalance project
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3.1 General principles related to planning measures

Key recommendations:

Measures and investments need to be designed in such a way that they structurally
mitigate the negative impacts on vulnerable groups (e.g. their exposure to energy
price increases), resulting in long-term energy savings and emission reductions.
When designing measures, it is key to build on existing experience, local knowledge
and knowledge of stakeholders (e.g. municipalities).

Measures and investments should be properly budgeted and in line with the principle
of cost-efficiency, meaning they are designed to:

e have a sustained long-term impact on energy savings and emission
reductions,

e address the root causes of energy poverty,
avoid or mitigate adverse effects on vulnerable groups and provide additional
co-benefits,

e ensure accessibility of benefits to vulnerable groups and are well targeted to
their needs,

e improve the affordability of energy and transport services for vulnerable
groups and

e provide comprehensive administrative support to facilitate access.

When defining measures and investments, MSs should leverage existing resources
and good practices from local to EU levels, particularly utilising municipal data, local
stakeholders experiences and initiatives like those from the Energy Poverty Advisory
Hub (EPAH) and Covenant of Mayors (CoM).

3.2 Direct income support or structural measures

Key recommendation:

Structural measures to address the root causes of the problems are proposed in the
first instance, but temporary direct income support measures can also play an
important role in the short term, where justified.

Member States may make available temporary direct income support for the
households concerned, in certain justified cases. But priority should be given to
structural measures and investments (i.e. building renovation and modernisation) to
improve the energy efficiency of buildings and decarbonise heating and cooling. If
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direct income support is provided, it must be temporary, must not exceed 37.5% of
the total estimated cost of the project and be reduced over time. Direct income
support should be complementary and should not replace existing regular national
budget expenditure.

Direct income support is a vital element of SCF, as they can provide immediate
support to the affected households, while measures addressing the root causes and
fostering structural improvements need time to be implemented. However, direct
income support should not create dependencies and alternatives of investments. We
strongly recommend allocating a higher share for structural measures, as they will
provide long-term solutions for energy poor households. Direct income support, if
decided to be used, should be distributed progressively among the different social
groups, in light of the different level of impact of ETS2.

3.3 Principle of subsidiarity

Key recommendation:

It is recommended that decisions of support should be taken at the lowest local level
that is closest to the target group and most effective. For this, technical support
related to planning and implementation should also be provided through the SCF.

The closest level to the target group of vulnerable households is the local level.
Municipalities are the ones who know the most about the social and housing
situation of their residents, and it is also in their interest to help and improve the
situation of vulnerable households. Local authorities generally have some kind of
institutional infrastructure and socially-related operational system, which can more
easily identify and reach the social groups concerned, than a state-level institution.
To this end, it is proposed that the higher-level institutions should provide the
appropriate technical and financial support framework to lower-level authorities, and
they should be able to intervene in implementation in case of problems.

The Commission Staff Working Document EU guidance on energy poverty also
emphasizes the important role regional and local governments can have: ' The Social
Climate Fund stipulates that the Social Climate Plans must be consulted with
regional and local representatives and with the economic and social stakeholders
(Article 5 of Regulation 2023/955 of 10 May 2023). Being closer to citizens, local
governments are particularly well positioned to notice factors that influence energy
poverty and its impacts. Early identification of the households at risk of energy
poverty can be done well by administrations at the local and regional levels and by
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civil organisations. All of them may have more detailed data and information
regarding the population. The direct engagement with the local stakeholders and the
population, through surveys, interviews, workshops, and co-creation sessions, may
be important for the local diagnosis phase and to build trust.’

We recommend involving local and regional governments into implementing national
Social Climate Action Plans. For instance, local governments can support the
identification of measures that can be impactful as they are aware of the needs of
vulnerable households and, at the same time, can help implement the EPBD, EED,
RED, and Social Climate Fund objectives through a holistic approach. Assessing
and identifying the vulnerable households on a local level is the first step for local
authorities to plan, develop and implement measures that target the impacted
households and address the problem in an informed manner. The main objective of
developing a diagnosis is to identify, characterise and quantify the vulnerable groups
affected by energy poverty and those at risk of energy poverty. Such measures, i.e.
diagnosis and developing action plans should also receive some support from the
SCF.

SCPs should also make use of locally already developed plans such as Sustainable
Energy and Climate Action Plans (SECAPSs) or energy poverty diagnosis and action
plan to align measures to the local needs.

3.4 Technical assistance for vulnerable households

Key recommendation:

Technical assistance to access financial support and to perform the energy efficiency
renovations should be provided for vulnerable households and should be a
supported measure in the Hungarian SCP. One-stop-shops for vulnerable and
energy poor households should be established on a local or regional level, in
cooperation with municipalities and possibly other local NGOs and social
organisations.

Article 22 of the EED and Article 18 of the EPBD requires the establishment and
operation of technical assistance facilities including through inclusive one-stop shops
(OSS). A specific provision of these articles is that these OSSs provide holistic
support to all households, with a particular focus on households affected by energy
poverty, and that they offer dedicated services for vulnerable households, people
affected by energy poverty and people in low-income households.
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It is proposed that such OSSs should be established on a local or regional level, in
cooperation with municipalities and possibly other local NGOs and social
organisations. It is directly linked to the former proposal (see recommendation 3.3): it
is most effective when decision and support are related and provided on the same
level. One of the most innovative means of this type of intervention is when the
municipality, in cooperation with other local or regional organisations and
enterprises, can provide all the necessary services, and they operate a
one-stop-shop advisory and technical service office, where the whole process from
applying to a financial grant (administrative support), through planning (energy audit)
and to carrying out the renovation (technical support) is facilitated. In cooperation
with the local social signposting and care system, this service can really reach the
main target group.

3.5 Form of financial support

Key recommendation:

Supporting investments at homes of vulnerable households should be in the form of
a 100% non-refundable grant. Special financial solutions need to be elaborated as
well, which does not require households to prefinance renovations.

Due to the specific financial and income situation of the target group, the use of
financial instruments as a measure is not recommended. The vast majority of
vulnerable households are not eligible for loans and typically have low regular (or
irregular) income from which they cannot build up savings.

If the financing support is linked to the one-stop-shop scheme, the cost of building
renovation could be financed directly to the contracted energy auditors and
contractors, thus eliminating the need for the household to take financial commitment
and risk. A voucher system might be worth considering, which could also replace the
actual transfer of money to the households. This way the eligible households would
receive a renovation voucher from the local or regional level authorities, which they
could redeem at the one-stop-shop. The vouchers should be non-transferable, to
prevent non-vulnerable households becoming beneficiaries.
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4 Recommendations related to investments, eligible for
funding under the Social Climate Fund

In this last section types of investments are listed, which are proposed to be included
in the National Social Climate Plan.

4.1 Energy efficiency first: renovating dwellings

We consider the energy efficiency renovation of vulnerable households' residential
buildings to be the first and highest priority supported measure of the SCP.

Efforts should be made to support the implementation of deep renovations, designed
by an energy professional, or, where deep renovation is not possible, to encourage
pre-planned staged energy renovations. To this end, no support programme should
be launched without energy efficiency requirements. One-off or staged deep
renovation is the best way to achieve the highest possible energy savings in the long
term, avoid lock-in effects and help people escape from energy poverty.

4.2 Upgrading of the heating appliances

In general, when deep renovation of a building is not possible, mostly due to limited
financial resources, the insulation of roofs and facades is the preferred renovation
option, because it reduces the energy demand of the building. However, there may
be cases, where the upgrading of the heating appliances is a more sensible choice,
especially when the appliance used for heating is very inefficient, polluting, and
sometimes unsafe. This may be particularly the case for individual solid fuel heaters
(stoves).

Solid fuel individual space heating systems are typically of poor efficiency, where
poor quality fuel, firewood with high moisture content, or sometimes even non-fuel
materials are used for burning. Replacing these appliances and upgrading the
heating system can be an important measure within the SCP. This would not only
improve energy efficiency, which would reduce the need for fuels, and improve the
comfort of the occupants, but would also have a positive impact on air quality, which
would benefit the whole population of the municipality.

As a general principle, when the upgrading of the heating appliance is considered,
installation of fossil fuel boilers or convectors must not be supported. Also, switching
from fossil fuel to solid biomass is not recommended. One feasible alternative for
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individual space heaters using firewood is the installation of efficient solid fuel boilers
(an efficient type is the pellet boilers), but with certain criteria: a buffer tank should
also be added. Without that, efficient heating is practically impossible, and would
lead to bad heating habits such as closing the heat supplier of the appliance or using
wet wood on purpose in order to slow down the burning process.Switching to
efficient solid fuel boilers from individual space heating may result in up to 50%
reduction of fuel quantity (primary energy savings depend very much on other
features that determine the energy performance of the building, but in many cases it
can reach the minimum requirement of 30%), but they also have other significant
advantages: reduction in emission of pollutants and improvement of living and health
conditions (unlike stoves, radiators as the heat emitters of boilers can be installed in
all rooms, which makes it possible to heat all rooms, makes the temperature in the
building more even, increases thermal comfort and reduces or eliminates mould).

4.3 Smaller renovations combined

As an alternative to replacement of the heating appliances, other smaller
renovations, such as insulation of the attic slab and replacement of windows, can be
supported if the primary energy savings add up to 30%. Based on their local pilot
project, WWF and Habitat put together a guidebook’, which evaluate the results of
the implementation of such renovation measures.

4.4 Local dry wood storage

As a significant proportion of energy-poor households in Hungary use firewood, and
there are not enough financial resources available through the SCF for energy
efficiency upgrades in all homes, a local solution could be for the municipality to
provide quality dry firewood to these households. The use of dry firewood is more
efficient, as less of it is needed to keep buildings warm, but it also contributes to
improving air quality.

Vulnerable households usually get access only to freshly-cut firewood, with high
moisture content, and they are not able to stock up firewood for long periods in
advance to let it dry. Setting up a local dry wood storage facility, operated by one or
more municipalities could reflect on this problem. The processing and distribution of

" WWF and Habitat for Humanity, 2024: Local pilot projects; Guideline on best practices for low-income
communities
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https://habitat.hu/wp-content/uploads/2025/01/GUIDEBOOK_1_Local-pilot-projects.pdf

firewood could be organized and managed on a community basis, with the
cooperation of the local government, residents, and coordinators (see point 4.5). By
setting up the fund and stockpiling additional firewood, the stored wood would be
used in the subsequent year, and by that time the previously freshly cut and wet
wood has dried.

Such schemes could also be financed from the SCF. In addition, combining this
measure with the replacement of highly inefficient stoves, the amount of firewood
needed for heating could be further reduced.

4.5 Soft elements: raising awareness and using community
elements

The introduction and application of so-called soft elements can be additional
measures. When combined with other measures and investments, they increase
their effectiveness and sustainability. Education on the correct use of heating
appliances, community mobilization in the implementation processes (such as
installation, construction, treasury, firewood processing, and distribution) have
proven positive results in reducing energy consumption and thus vulnerability.

4.6 Expansion and energy renovation of local authority rental
housing

A municipality has more room for manoeuvre in improving its own rental housing
stock than in upgrading privately owned housing. The vast majority of local
authorities have over the last thirty years seen their housing stock as a burden, a
cost and have reduced it; new institutional forms of affordable housing based on new
forms of ownership have not emerged (e.g. social housing agency, housing
cooperative). The provision, maintenance and energy efficiency renovation of local
authority housing, including social rented housing, can play an important role in
reducing energy poverty.
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