

Residential Sector


Work Plan for Potential GHG Reduction Measure

Strategy Name:  Energy Audits for Commercial Real Estate Transfers
Lead Staff Contact:  Jeffrey Olsen (717-705-0374), Nathan Willcox
Summary: Require energy information be included among list of items in a “Sellers Disclosure” during commercial real estate transfers.  The “Sellers Disclosure” in Pennsylvania consists of a property disclosure statement. The seller is not obligated by the statute to make any specific investigation or inquiry in an effort to complete the property disclosure statement. Any third party verified home energy audit should not be part of a “Sellers Disclosure” but rather a stand alone additional required document. [ Not sure what needs to be changed here for commercial?]
Other Agencies Involved:  Department of State’s State Real Estate Commission; Public Utility Commission; Pennsylvania Housing Finance Agency. [Same here?] 
Possible New Measures: Currently commercial energy audits are available for business owners looking to identify energy efficiency and areas where investment into increased efficiency may lead to significant cost savings. In addition, a properly conducted audit can indicate upgrades, which would also qualify the business owner for substantial energy tax credits and/or deductions. It’s important to note that tax breaks are part of legislative programs, which have defined periods that may disappear in future years.  
Companies with the appropriate expertise should conduct energy audits. While the requirements for determining expertise exist as guidelines for reputable companies, third party verified requirements are ill defined and span a broad spectrum of energy efficiency. Chapter 75 of the Pennsylvania Home Inspection Law states that an inspection company must be a not for profit franchise, have membership in more than 10 states, require inspectors not to become fully accredited unless they have performed or participated in more than 100 home inspections, and must pass a recognized accredited examination. It also requires members to comply with a code of conduct and attend continuing professional education classes. [Not sure what needs to be changed here]
The closest thing to requirements for third party verified audits can be found through some co-ops and networks such as the Residential Energy Services Network, which provides standardized home energy ratings commensurate with home energy efficiency. Mandating energy audits or inspections for all real estate transactions would require better defined parameters for energy ratings and a more definitive final rating score. Presently it is doubtful that enough companies currently exist to provide the number of audits that this program would require. [Here again]
Projected GHG Reduction: The major factors that affect utilities bills in commercial buildings are lighting, space heating and cooling systems, ventilation, electronics and water heating. Comprehensive energy-efficient retrofits of commercial buildings can achieve energy savings on the order of 11 to 26 percent.  


Such a reduction in energy use would lead to measurable greenhouse gas reductions.  Additionally, these upgrades would result in greenhouse gas reductions on the average of 11 tons per year for the first example and 2 tons for the second example. According to the Pennsylvania Association of Realtors there were 170,000 real estate transactions in Pennsylvania in 2007 involving single-family residences.  If audits had been required as a condition of sale on each transaction and assuming that each buyer will follow the recommendations of the audit to at least at a minimum seal air leaks, 28% of the audits overall estimated annual energy savings would be realized. Further assuming an average 6.5 tons of greenhouse gases reduced annually per fully implemented audit (maximum 11 tons and minimum 2 tons) would have resulted in an average annual greenhouse gas reduction of 309,400 tons. (6.5 tons x 170,000 audits x .28).    309,400 metric tons the first year* [Here again, not sure what the equivalent numbers would be for commercial buildlings]
These figures are derived from sample home energy audits conducted by CMC Energy Services and reported as part of their Home Energy Tune-uP Report. (cmcenergy.com)
Estimated Costs: Immediate benefits are seen through reduced business owner costs. The Environmental Protection Agency has confirmed that more energy efficient housing can result in as much as 6.8% more potential buyers qualifying for mortgages. And with respect to increased market value, the Appraisal Journal recently documented that the value of a home increases $25.00 for every $1.00 decrease in energy costs. [Any equivalent for the commercial sector?]
Most audits, including phase I and II environmental studies are required by the lender as a means of avoiding liability. With some exceptions such as termite and radon inspections, the cost of audits rests with the buyer. Because an energy audit would significantly benefit the buyer, this audit would probably be their responsibility. Because the audits would probably not indicate situations that would be unhealthy or structurally unsafe, there would not be any regulatory obligation for the seller to pay for the fixes. The cost for a commercial energy audit starts at around $400.00 for an average family dwelling and increases dramatically with the size of the house. Audits for as much as $2,000 to $3,000 would not be uncommon and depending on the original efficiency of the home, may not provide enough energy savings opportunities for the buyer to be cost efficient. [Obviously need commercial estimates here as well ] While the intent of the audit is to identify areas where efficiency upgrades can save money, many potential buyers might use them as a measuring device to avoid certain homes that are more energy inefficient. This could result in reduced sales to older homes in older neighborhoods.

Implementation Strategy: 
· As no legal requirement for audits is currently mandated in Pennsylvania, the Residential Real Estate Transfer Law must be amended. This would require legislative action.  [Commercial building equivalent needed here]
· Additionally the mortgage industry must recognize a standardized home rating system and adjust the current mortgage profile to include value realized as a result of increased energy efficiency.
· Energy audits coupled with Energy Mortgages could increase the number of families qualified for mortgages. Energy Mortgages credit a home’s efficiency rating into the loan by proportionately increasing the value of the home. In order to have a Pennsylvania policy of requiring lenders to provide Energy Mortgages it’s necessary to adopt a standardized home rating system like the one adopted by the Residential Energy Services Network (RESNET). Home energy ratings provide a standard measurement of a home’s energy efficiency. Ratings can be used for both new and existing homes. An effective rating system will include all information necessary for a lender to judge the worthiness of a home to meet the criteria for an Energy Mortgage. The program is already established through the mortgage industry and the National Association of State Energy Officials however the program is not that widespread with only 19 accredited providers in Pennsylvania. [Here again]  
· Basing a mortgage on the home efficiency rating allows the buyer to borrow more on the basis that the monthly utility bills will be proportionally less. In cases where the home is in need of energy efficient upgrades an Energy Improvement Mortgage could help finance the upgrades in an existing home by allowing the owner to use a portion of the mortgage payment to pay for the cost of the upgrades.

Potential Overlap:

· Reduced Load Growth, HB 2200, Alternative Energy Investment Act, AEPS Tier I @ 8%, 15% and 20%, Work Plans
· 
· Demand Side Management – Natural Gas Work Plan
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