4.  Financing Mechanisms – Energy Improvement Mortgages

Two essential components of building a Pioneer Valley clean energy infrastructure/ethic that fully served the residential sector would be mortgage lenders and real estate brokers.  For nearly all home purchases, buyers procure financing through mortgage companies and a good percentage use real estate brokers to select a home.  Because of this, lenders and real estate brokers are in an excellent position to influence homebuyers to use energy improvement mortgages (EIMs)
 as a standard tool for investing in energy efficiency at the time of home purchase.  

· Participating mortgage lenders would educate buyers about energy improvement mortgages and the step by step process for making a primary mortgage a tool for financing efficiency upgrades (in some cases, even solar hot water and photovoltaics).  

· Real estate brokers would recommend the use of energy improvement mortgages to buyers of most homes older than 20 years.  

Once a buyer understands that their home will be more comfortable and their total monthly home costs will be less using an EIM, many will work with the lender to obtain an EIM. 

The Center for Ecological Technology (CET) has provided EIM facilitation to homeowners, lenders, and real estate brokers for almost ten years.  As an accredited HERS provider, CET has performed over a thousand HERS ratings, and CET has been a regional spokesperson for increasing EIM usage.  

YEAR 1

Task 1.  Develop a one-year pilot/campaign in Franklin, Hampshire and Hampden Counties to enroll lenders, real estate brokers, and agencies offering first time homebuyer programs to make a commitment to promote energy mortgages to homebuyers as a standard practice.  

This program will focus on enrolling lenders, real estate brokers, and first time homebuyer programs as EIM marketers. With a broad goal of significantly enlarging the numbers of EIMs used in the Pioneer Valley, the potential to influence the number of homes implementing energy improvements at the time of sale is huge.  

Benefits: With the regular usage of EIMs, increased work will be generated for insulators, air sealers, heating contractors, solar installers, and home energy (HERS) raters, and there will be increased sales of energy efficiency materials in the region.  Homebuyers will have an increased annual cash flow and with a reduced need for fossil fuels, they will be less impacted with the rise in energy costs. 

The project: CET’s Circuit Riders would conduct outreach to the region’s lenders, Real Estate agencies and associations, community development corporations and other housing agencies.  In year one, four public presentations would be offered, followed by one on one meetings with lenders and agencies to advise them on participation and process.  In addition, CET will modify their existing EIM curriculum targeting Realtors to be appropriate for this wider audience.

Additional marketing materials, news stories, and radio interviews will be developed to promote EIMs to moderate-income and first time homebuyers, and housing developers.  

During the pilot period Circuit Riders will encourage participating lenders and real estate brokers to offer incentives to participants who implement measures through EIMs, such as interest rate or closing cost subsidies and cost sharing the fee for the required HERS rating or contractor facilitation
.  Low to moderate income buyers using EIMs will be eligible to apply for a mini-grant of $400 to pay for mortgage facilitation.  

Task 2.  Assist real estate brokers in establishing a standard process for home sellers to implement energy efficiency measures as they prepare their homes for sale through the utility-funded MassSAVE program.  

Circuit Riders will work with real estate brokers to encourage home sellers to go through the MassSAVE program as they are putting their homes on the market.  Efficiency measures installed will be marketed to buyers as a selling feature of the home, with estimated energy savings of the new measures listed in the sales literature.  Target: 150 MassSAVE home assessments; 125 homes implementing required measures.  Buyers of homes that have just had energy efficiency upgrades will be eligible for an energy efficient mortgage (EEM) because their home will now use less energy that if the home had not received efficiency measures.

YEAR 2

Task 1.  In towns that adopt the state’s “stretch code”, conduct outreach and education to builders, buyers, lenders and real estate brokers about increasing the use of EEMs with new homes.    

In towns where the “stretch code” is adopted, homes will be required to achieve a HERS index of 65-70 as a condition for a certificate of occupancy.  As such, these homes will use 30-35% less energy than a home typically built in Massachusetts.  Circuit riders will educate builders to promote the use of EEMs, thus helping them to address a significant hurdle to “selling” the increased cost of an energy efficient home.
 

Task 2.  Provide technical assistance to realtor’s associations to add green features to the region’s multiple listing service (MLS).    

Circuit Riders will meet with the western Mass Realtor’s Association to develop a process for adding energy efficiency and green features to multiple listing service (MLS) entries.

Budget: 

Organizing 3 presentations, 
60 hours;  

Developing marketing materials, 
40 hours; 

Technical assistance to 6 lenders 
40 hours

Realtor association
20 hours

Marketing materials for towns, outreach
20 hours

� EIMs have been available for several decades as a means of financing cost effective energy improvements into a first mortgage. Fannie Mae, HUD/FHA, and the VA are the prime secondary mortgage backers, but lenders can also create a product in their portfolio loans.  When improvements are financed into an EIM, the monthly mortgage payment would increase slightly, but the buyer’s monthly energy costs would decrease, leaving a net positive cash flow.  To guarantee lenders that the improvements are a good investment, a third party - certified home energy (HERS) rater – is required to analyze the home’s energy usage and recommend cost effective improvements. He or she may also provide technical assistance to the buyer to get fixed bids for the upgrades.  After the rater gives the lender the report, the mortgage is increased by the amount needed for the selected improvements, project funds are escrowed, and the buyer schedules the work to be completed within the first 3-4 months of occupancy.


� A HERS rating includes analysis of energy usage in the home “as is”, list of recommended measures by cost-effectiveness, explaining the findings to the buyer, lender reports, and post-implementation inspections required by the lender. Contractor facilitation would optionally be available through CET and would include writing specifications for improvement measures, helping the buyer get three fixed bids, and overseeing the implementation of the work.


� Because an energy efficient home comes with lower energy costs, an EEM allows the lender to increase the amount of the loan, making the reduced energy costs as equivocal to increased buyer “income”. 





