INSPECTING THE
RESIDENTIAL “GREEN" OR
HIGH PERFORMANCE HOUSE

PRESENTED BY

Sandra K. Adomatis, SRA
Punta Gorda, FL
Adomatis@hotmail.com

941-505-8783


mailto:Adomatis@hotmail.com

| nspecting the Residential “ Green” House
4-Hour Seminar

Overview: This4-hour seminar isfor theresidential appraiser. Over the past year,
50% of the attendees have been commer cial appraisersindicating they felt it was
extremely beneficial to their work aswell. It isappropriatefor all levels of
residential experience but rated for theintermediate level. Thefocuswill be on the
valuation of the construction of energy efficient and green built structures. We'll
review aresidential appraisal report from plans and specifications emphasizing the
difficulties created by not recognizing the special construction features.

Presenter: Sandra K. Adomatis, SRA, a state certified general appraiser,isa
qualified instructor for the Appraisal I nstitute, and approved instructor of
residential coursesin various states. Thefollowingisan outline of the 4-Hour
Seminar.

Focus Group: Residential appraisersof all levels.

L ear ning Obj ectives

e Recognizethe areason the URAR addressing green and energy
efficient issues

e Develop waysto support contributory value of green or energy
efficient items

e Discover what Fannie M ae says about these features

e Obtain websitesand materials availableto research green and
ener gy efficient items



Outline

Review the HERS rating system and demonstrate the blower system for
energy rating

Discussthe Green Home Certification Brochure published by National
Association of Home Builders (NAHB)

Discuss Ener gy efficient features of a house.

Discussthe difficulties encounter ed when an appraisal was provided to a
lender on a Green Built House that was given no credit for features
Discussthe Fannie M ae Energy Report.

Review the appraisal process

Discuss two actual appraisalson a Green Built House including ar eas of
deficienciesin thefirst report in comparison to the second report.
Discusstechniques used to support Green or Energy Efficient items
Discuss documents needed to provide a credible appraisal on a Green or
Energy Star Home

Website resour ces useful for research of products and topicsregarding
Green or Energy Star Homes

Liability issues discussed

Question and Answer



Green Buildings Selling for More

New analysis shows "green” homes may be a bright spot in today's real estate market.
Environmentally certified homes sold for 4.8 percent more and stayed on the market for
24 percent less time than comparable homes sold last year, according to GreenWorks
Realty. The firm'’ s research focused on the Seattle market.

In the first year since it began tracking environmentally certified homes, 19.8 percent of
new homes in Seattle sold on the Northwest Multiple Listing Service were
environmentally certified. These homes averaged 1,477 square feet, just slightly smaller
than the 1,492 square foot average for all new homes sold. On a square foot basis, this
means green homes sold for a 5.9 percent premium. Green homes certified by athird
party sold for a 10.5 percent premium on a square foot basis.

"In today's changing market, thisis an important finding for homeowners to consider,”
noted Ben Kaufman, founder of GreenWorks Realty. He added, "Environmentally
certified homes offer homeowners away to get the most value and sell more quickly."

Environmentally certified homes include those certified by Built Green, Energy Star or
LEED for Homes. From September 1, 2007 to March 31, 2008, 168 environmentally
certified single-family new homes were sold in Seattle out of atotal of 848 new homes
sold.

"Until now, the idea that people are willing to pay more for environmentally certified
housing has been mostly based on anecdotes,” said Aaron Adelstein, Executive Director
of Built Green. "Now we have the first hard data to back up what many of us have
believed for along time — green sells for more," he added.

Kaufman noted, "When buying homes, it seems buyers understand the benefits of green
homes - from lower energy billsto healthier indoor air.” Kaufman initiated the effort to
include environmental certification checkboxesin the NWMLS. "These new figures will
help appraisers, homeowners and real estate agents understand what buyers are willing to
pay for an environmentally certified home," added Kaufman.

Studies are ever evolving regarding energy and green construction. One published in the
Appraiser News Online quoted the following results and is further support for the indications by
other methods. Environmentally certified homes sold for 4.8 percent more and stayed on the
market for 24 percent less time than comparable homes sold last year, according to GreenWorks
Realty. The firm’s research focused on the Seattle market. (Appraiser News Online, Volume
9, No.8, April 30, 2008) or

http://www.apprai salinstitute.org/ano/archive.aspxvolume=9& numbr=7/8#4891



http://www.appraisalinstitute.org/ano/archive.aspx?volume=9&numbr=7/8#4891

Fannie M ae Says

The Fannie Mag/Freddie Mac form 1004 only addresses these itemsin two places. In the
Improvements section, on page 1, it provides a space for you to address  “Additional
features (special energy efficient items, etc.)”. That is followed by about one and a half
blank lines. That is not much space, but you can continue those remarks in the addendum.
In the March 2005 version of the form, they even deleted the previous entry for
“insulation”. Therefore, now you have this one little section to address what may be a
considerable amount of features.

Y ou should report what you know about the insulation plus other items that may be
present such as ENERGY STAR® appliances, energy efficient windows and doors,
insulated basement walls, high SEER air conditioning, insulated pipes and ducts, and
wood stoves.

The second place the form addresses energy efficient items, isin the sales comparison
approach grid on page 2. Thisis where you may make an adjustment for the effect of all
the items you so carefully detailed on page one — if indeed, there is an effect on value.
There may or may not be — it is not automatic. Alternatively, the comparable sales may
have similar energy efficient items so that no adjustments are warranted.

Fannie Mae addresses this in their 2007 Selling Guide where it says:
Xl, 405.03: Insulation and Energy Efficiency (11/01/05)
An energy-efficient property is one that uses cost-effective design, materials,
equipment, and site orientation to conserve nonrenewable fuels. Special energy
saving items should be recognized in the appraisal process. The nature of these
items and their contribution to value will vary throughout the country because of
climactic conditions and differencesin utility costs. The appraiser should
compar e the ener gy-efficient features of the subject property to those of the
comparable propertiesin the “ sales comparison analysis’ grid to ensure that the
overall contribution of these itemsisreflected in hisor her opinion of the market
value of the subject property.

Here are afew web sites that list and describe multiple green building products for sale:
www.greenbuildingsupply.com

www.oikos.com

www.ebuild.com

www.greenbuildingpages.com

www.environmental homecenter.com

www.goodtobegreen.com

Many incentives for installation of solar energy are available through various state
agencies and utility companies. Check www.dsireusa.org for a current list. Incentives
may include salestax or property tax exemptions, as well as state income tax credits.

» The IRSoffers a $500 tax credit for energy efficient projects.


http://www.greenbuildingsupply.com/
http://www.oikos.com/
http://www.ebuild.com/
http://www.greenbuildingpages.com/
http://www.environmentalhomecenter.com/
http://www.goodtobegreen.com/
http://www.dsireusa.org/

NEW Construction Documents Required for a Thorough Appraisal

1

HERS Rating — Estimate of Rating Expected on Completion. The
appraisal should be subject to thisestimated rating at or abovethe
estimate. The HERSrating should include the Fannie Mae Energy Report
that provides a contributory value of the monthly energy savings.

Construction Costs- Breakdown of costs— A breakdown of additional costs
relating to Green and Energy Efficient Items.

If LEEDS Rating — Provide approximate rating expected. Appraisal
should be subject to thisrating at a minimum.

Blue Prints— detailed with attention to the ener gy efficient and Green
products noted.

Detailed specifications— Address ener gy efficient and Green construction
products

Incentives— Provide alist of incentivesthat might include rebates from the
Power Company, IRS, lender or local sources. Appraiser should address
theincentivesin thereport.

Builder should provide a table comparing the local building codeto the
subject product. Thisdocument isinvaluablein documenting an appraisal
to thelender and supporting potential additional costsin the cost approach.
Thisisalso helpful in compar able selection and adjustment process.



Compar able Selection for the Green and/or Energy Star House

1

Comparable details should compar e saleswith similar quality features
including the energy or Green features.

Remember building codes have changed particularly in the last 5 years.
Arethe comparable sales built to the same code as the property appraised?

Incentives— Do the compar able sales have the same financial incentives
available?

Itemsthat are not quantifiable may be addressed qualitatively.

In the cost approach, addressthe energy and Green features and apply
appropriate cost adjustments. Marshall and Swift Valuation Service
indicates building Green can rangefrom 0to 7% for commer cial
structuresor 7to 15% for residential structures.

Call buildersin your areathat build Green or Energy Star Homesto
obtain potential sales.

Ask your local MLSto provide a Green Building and Energy Star search
parameter for the MLS.

Don’t befooled, just because a houseis called Green or Energy Efficient
does not mean it iscertified or truly Green or Energy Efficient. Ask plenty
of questionsand learn the product. Don’t be afraid to ask the builder to
provide you with further information.



Converting Green Built to Green Contributory Value
Case Study

Jane Cross, abuilder, built an Energy Star Home with a HERS index of 64 and a Green
Score of 294. The Green Score is from the Florida Green Building Council 3™ party
rater. (At the time this house was built the FGBC green ratings were 200 to 400 with the
higher the number the more green the house.) The anticipated monthly energy savingsis
$59.58 with an energy savings contributory value estimated at $8,633.60. The house was
built for the builder’ s own residence and a mortgage was obtained. Within three months
of making mortgage payments, the owner/builder realized she was paying Private
Mortgage Insurance (PMI). Jane phoned the mortgage company to question the PMI
payments. The mortgage company revealed the appraised value was not high enough to
justify an 80% loan to value ratio. Jane was puzzled since she did not include a builder’s
profit and did much of the labor herself. Her estimate of market value was much higher
than the appraised value.

Upon review of the appraisal, she found the energy efficient and green features were not
noted. The comparables were not similar in quality, had no energy efficient or green
features and one was a 15-year old structure. The appraiser was questioned. The
response was the energy efficient adjustment could not be supported and would not be
accepted by underwriters or Fannie Mae. Therefore, these features were ignored.

Can the ener gy efficient features be supported and how?

Yes, several methods ar e available.



Converting Energy Savingsinto Contributory Value

The monthly energy savings of $59.58 can be converted into a contributory value or
adjustment by using the Gross Rent Multiplier Analysis.

Gross Rent Multipliers:
The following sales are in the same neighborhood as the subject and are similar in

quality, but do not have energy efficient or green features. The houses are 1-3 years old
and similar in size to the subject property.

Gross Rent Multipliers

604 Brown St 1294 Killen St
Neighborhood Same Same
Price $244,000 $233,000
Monthly Rent $1,600 $1,500
GRM 152.5 155.3

These two sales support a close range of GRMs indicating a GRM of 154, the mid range
of the two.

ValueIndication by GRM Analysis. $59.58 monthly savingsx 154 GRM or $9,175.

Thisindication issimilar to the value contribution estimate of $8,633.60 provided on
the Fannie M ae Energy Report.

Appraisers often argue the GRM is not applicable unless the properties are also green or
Energy Star Houses. If that istrue, does this mean you cannot use a comparable unlessiit
isgreen or Energy Star rated?

If aGRM isnot available in the immediate area, search the competing neighborhood to
obtain a GRM of similar quality. The use of the proxy method isalso available. The
proxy method uses a sale not rented at the time of sale and applies arent appropriate for
the sale. If you have a green property sale, estimate a rent based on rents in the market
areato arrive at a GRM of agreen property.



Paired Sale Analysis

Thisanalysis pairs sales that are similar except for the energy efficient or green features.
In some markets, thisis not possible if the product is new and sales are not readily
available.

Description 1274 Killen St 908 Silver St

Sale Date 07/XX 06/XX

Sale Price $274,000 $265,000

Living Area 2,200 2,122

Garage 2-Car Attached 2-Car Attached

Energy or Green Features Hers Index 64 None-Code Built
Only

Difference attributed to $9,000

Energy Features ($274,000-

$265,000)

Survey of Builders

Five local builders surveyed provide the amount received from actual sales of new
construction for energy efficient features with 3" party rater verification. The survey
results follow:

Builder Survey

Best Build, Inc. $9,500
Quality Builders of $8,200
Old

Southern Builders $9,200
Bob and Sons, Inc $7,500
ABC Builders $7,800

Conclusion: The survey resulted in a close range of value indications with greatest
weight at $8,200.



Summary of Value Indications for
Energy Features
Fannie Mae Energy | $8,633.60

Report
GRM Andysis $9,175.00
Paired Sales $9,000.00

Survey of Builders | $8,200.00

Incentivesfor Green and Energy

Features
IRS Tax Credit $ 500.00
Utility Rebate $1,500.00

3% Insurance Disc. | $ 300.00
EEM closing cost $1,000.00
reimbursement
Total $3,300.00

Conclusions: Data provides four value indications for the energy efficient items. The
paired sales analysis is the most reliable approach with secondary support from the GRM
and Fannie Mae Energy Report. Strong support at $9,000 is 3.8% of the overall value of
the subject property. ($9,000 value for energy features divided by $235,000 overal
value) Thisfigureincludes the high efficiency centra air, insulation, low e windows and
tankless water heater.

The incentives for the green and energy features results in $3,300 credited to the owner
not including the monthly energy savings of $59.58. These incentives and monthly
savings offset the additional costs of the energy features.

The 3.8% contributory value is supported by a study from Portland, Oregon that supports
arange of 4.2% to 9.6% for energy and green built certified houses. These houses sold
18 days faster than noncertified homes.

The adjustment applied to the comparable sales is 3.8% under the energy efficient
features line.

“Valuation by Comparison: Residential Analysisand L ogic”
by Mark Ratterman, MAI,SRA and published by the
Appraisal Instituteisa good resour ce for the techniques
described in this seminar
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