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Options to Promote Efficiency in General New Construction
Background and Issues
At their January 22 meeting, RI GHG Process Stakeholders reviewed the Buildings & Facilities Working Group’s proposed recommendation to the State Building Code Commission, that advanced efficiency measures be considered in upgrading the State new construction code. The Stakeholders concluded that this recommendation was too general to be effective. They suggested that the Working Group do three things.

1. Investigate the energy-efficient mortgage (EEM) as a possible option for Rhode Island.

2. Learn more about the RI code adoption process and how to influence it in a concrete fashion.

3. Be more specific about the measures, and their associated costs and benefits that other jurisdictions are including above and beyond the latest standard codes.  (Note this has not been completed yet).

1. Energy Efficient Mortgages

An EEM is a home mortgage where the cost of installing cost effective energy improvements can be included in the total amount being financed (or refinanced) in a mortgage. Depending on the program, homebuyers can finance up to $6,000 to $8,000 or more worth of energy efficiency improvements directly into their mortgage so long as a Home Energy Rating System (HERS) provider documents that the expected average monthly energy savings will be greater than the small amount added to the monthly mortgage payment to cover that additional cost for energy improvements.

The purpose of EEM programs is to encourage home construction whose energy-efficiency exceeds that required by the applicable building codes. There are three national EEM programs. Each of them is available for new or refinanced mortgages, and new and existing homes are eligible.

· The HUD/FHA program allows for the greater of $4,000 or five percent of appraised value up to $8,000 added to the mortgage for energy upgrades. The buyer qualifies only for the original loan amount. No additional credit qualifying is required. This allows for a two percent debt-to-income stretch.

· The Veterans Administration program allows for adding up to $6,000 to the mortgage for energy upgrades. As with the HUD/FHA program, the buyer qualifies only for the original loan amount.

· The Fannie Mae program allows for up to 15 percent of adjusted value to be financed for energy upgrades. Under this program, the buyer qualifies for total loan amount after adding upgrades.

These programs are accessed by participating financial institutions. EEMs have been promoted for years, and were spurred by the Energy Policy Act of 1992, but their market penetration has always been low. Additionally, EEMs have never been used in the commercial market. Recent market developments make it difficult for EEMs to influence the behavior of home buyers. With the increase in house prices, many mortgage lenders have relaxed the traditional rule that the house payment should comprise no more than 30 percent of household income. Relying on credit histories and the increased value of the collateral for mortgage loans, lenders are permitting much higher debt-to-income ratios. In this market, EEMs are not particularly needed to increase the borrowing power of buyers. Additional information about EEMs is available from the Residential Energy Services Network (RESNET, at www.natresnet.org) and Energy Rated Homes of America (www.erha.com).

HERS services are a required input to most EEM programs. Such services are available in Rhode Island through several entities. However, only three financial institutions, all of them out-of-state, are actively prepared to access the EEMs programs themselves for Rhode Island borrowers. EEMs are little understood, marketed, or sold in the State.

The Rhode Island Housing and Mortgage Finance Corporation makes home mortgage loans to first-time home buyers with household incomes up to 110 percent of the State median income for households of similar size. RI Housing serves about a tenth of the home mortgage market in the State. In the past RI Housing has operated an EEM program for participants in its Purchase Rehabilitation Program (to renovate and occupy dilapidated dwellings). There has been very little recent activity in this EEM program.

Possible Actions

If the Working Group considers promotion of EEMs to be a policy and program avenue worth exploring, it could request the State Energy Office to take steps to explore and develop EEMs. SEO could consider seeking US DOE funding to develop EEMS, and could solicit a program design contractor to prepare a plan to develop EEMs in the State, addressing such elements as the following.

· Enlisting local lending institutions as gateways for EEMs.

· Advertising the availability of EEMs through energy consumer communications used by Narragansett Electric, New England Gas, and SEO-supported energy information. 

· Consulting and enlisting stakeholders such as the Rhode Island Association of Realtors, the Rhode Island Builders Association, the State chapter of the American Planning Association, the Rhode Island Housing Resources Commission, and the Statewide Housing Action Coalition.
2. Rhode Island Building Code Adoption Process

The State’s building code is upgraded by the Building Code Standards Committee in the department of administration. The Energy Code is embodied in Regulation SBC-8, which was last updated August 1, 2002. For over a year, the Committee and its subcommittees have worked on an update of this regulation, which will be based largely on the International Energy Conservation Code, 2003 version. The proposed updates have been issued and can be commented on at a public hearing scheduled for March 25, 2004. It is expected that the final new regulation will be issued in July, 2004.

The overall objective of the department of administration is to move toward full adoption of the IECC code. However, Rhode Island-specific provisions are included in the draft regulation update. Where these deviations from the IECC standard code occur, they are in the direction of less stringency with respect to energy efficiency.

The Building Standards Committee and its subcommittees work through a painstaking process of detailed review of code elements, and aim at consensus on code changes. The Group could therefore take a longer view and attempt to encourage one or more members to apply to the department of administration to be included on the Committee when it next convenes to consider Regulation SBC-8. Phase IV of the GHG Process would thus include active engagement with the Committee, and liaison between the Committee and the GHG Process.
In addition, the Buildings & Facilities Working Group could recommend to the Stakeholder Group to advocate for more stringent codes now. To promote that objective, the Group could designate a person to participate in the public hearing on March 25. Individual stakeholders are obviously free to participate in the hearing on their like. Likely it would be difficult to influence 2004 code content materially at this late date in the process.

