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H.R. 2336, THE GREEN ACT OF 2009, PART I

Thursday, June 11, 2009

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HOUSING AND
COMMUNITY OPPORTUNITY,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2:14 p.m., in rooms
2220 and 2128, Rayburn House Office Building, Hon. Maxine
Waters [chairwoman of the subcommittee] presiding.

Members present: Representatives Waters, Cleaver, Green, Clay,
Ellison; Capito and Biggert.

Also present: Representative Perlmutter.

Chairwoman WATERS. I will first apologize for having to move
this hearing. Unfortunately, it overlapped with the hearing that
was being held by the chairman in our regular Financial Services
hearing room, so we had no choice but to come to an alternative
site. And so for those of you who don’t have seats, I don’t know
what else to tell you but to stand.

Thank you for your patience, members. We just left a meeting
with Secretary Donovan.

This hearing of the Subcommittee on Housing and Community
Opportunity will come to order. Ladies and gentlemen, I would like
to thank our ranking member and other members of the Sub-
committee on Housing and Community Opportunity for joining me
today for this hearing on H.R. 2336, the GREEN Act of 2009.

Without objection, Representative Perlmutter, the author of this
legislation, will be considered a member of the subcommittee for
the duration of this hearing.

I would like to note that this is our first hearing on this legisla-
tion. Next Tuesday, we will be joined by the Department of Hous-
ing and Urban Development, which will share its views about this
legislation. I would also like to note that H.R. 2454, the American
Clean Energy and Security Act of 2009, is not the subject of today’s
hearing. Whle I understand member interest in this legislation, to-
day’s hearing is focusing solely on the GREEN Act.

Higher energy costs are felt most acutely by low-income families.
These families are likely to live in older buildings, which are usu-
ally less energy efficient. Energy costs for these families have in-
creased much faster than their incomes, meaning that these house-
holds spend 16 percent of their annual income on energy. This is
4.4 times more than other families spend. As a result, low-income
families frequently make hard choices between heating their homes
and seeking medical care, paying rent, or even eating.
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According to one survey of low-income households receiving Fed-
eral assistance with their utilities costs, 47 percent of families went
without medical care, 25 percent failed to pay their housing costs,
and another 20 percent went without food for at least one day.

It is important that green improvements do not result in higher
upfront costs, especially for low-income families. This is why sec-
tion 27 of the bill establishes a loan insurance fund that would help
bridge the cost gap between the upfront costs of going green and
the long-term savings. Mr. Willis will expand upon the importance
of this provision in his testimony.

The GREEN Act contains provisions that could lead to energy
savings for the low-income families served through HUD’s pro-
grams. For example, the bill would address the energy consumption
of residential and commercial buildings. According to the Depart-
ment of Energy, the building sector is responsible for 39 percent of
total U.S. carbon dioxide emissions. In addition, homes, businesses,
and industries consume more than 70 percent of the natural gas
and electricity used in this country.

This bill would also assist HUD, which administers the bulk of
the affordable housing in this country. The Department spends an
estimated $4.6 billion annually on energy—more than 10 percent
of its annual budget. Energy savings of about 5 percent a year over
5 years would generate $1 billion in savings for HUD. The bill
would allow HUD to achieve these savings by making its resi-
dences meet the criteria of the 2009 International Energy Con-
servation Code.

In addition, the bill would authorize a demonstration through
Project HUD which would increase the energy efficiency of 450,000
multifamily housing units in urban and rural areas, resulting in
lower utility costs for residents.

I am looking forward to hearing from our panel of witnesses on
the benefits and challenges involved in implementing the GREEN
Act of 2009.

I would now like to recognize our subcommittee’s ranking mem-
ber to make her opening statement.

Mrs. Capito.

Mrs. CapPiTO. Thank you, Madam Chairwoman, for holding this
hearing. I am going to abbreviate my opening statement because
we are rushing up against a vote, and I know we have a lot of good
panelists here.

The buzz phrase for the decade and those to come will be “going
green” and the innovation and creating and manufacturing of more
environmentally friendly goods, the development of building tech-
niques that will make our homes more sustainable are all the hall-
marks, I think, of American ingenuity.

I would like to thank Mr. Perlmutter for his efforts on this legis-
lation before us today. He has worked tirelessly on this bill.

I, too, have many red flags I would like to raise. I do have some
reservations about the new incentives for Fannie Mae and Freddie
Mac in the bill for them to purchase green mortgages. While I sup-
port the concept, I think everyone in this room knows that these
two entities are under significant duress, and I am not sure now
is the time to be adding additional missions to their goals.
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Additionally, the FHA will be tasked with insuring 50,000 mort-
gages that meet energy-efficient standards by the year 2012. Again,
a very laudable goal. However, the FHA is a major market player,
and their market is increasing daily, and I have concerns they are
overburdened with the growing load in the FHA insurance pro-
gram, as well as financial difficulties in programs such as Hickam.

So our goal, I think, should be to restore these inequities to full
fiscal footing before we tweak their missions and begin to put other
onuses on them that, while laudable, I want to make sure that they
are firmly on solid financial footing before we go in that direction.

I also have a bit of concern in terms of representing a State like
West Virginia. Sometimes we hear from our builders and our con-
stituents that materials, expertise, and inspectors for new green
building standards are not readily available in the more rural
areas. I don’t want to penalize people in rural areas to be able to
access what I think is, as I said before several times, the laudable
goal of green building.

With that, I will enter my full statement into the record. Thank
you.

Chairwoman WATERS. Thank you very much.

Mr. Green, for 3 minutes for an opening statement.

Mr. GREEN. Thank you, Madam Chairwoman. I will probably
yield back some time to you.

I would like to associate myself with the comments of the Chair.
I am excited about this piece of legislation, and I thank you for
helping us to move it such that we can get it to the Floor.

I thank Mr. Perlmutter for what he has done. He has been a real
stalwart on this legislation. It sometimes takes a stalwart to get
things done.

Finally, I do believe that Dr. King is right. He says that, “The
time is always right to do right.” This appears to be the right thing
to do. If it is the right thing to do, the time is right to do right,
because it is the right thing to do.

I yield back.

Chairwoman WATERS. Thank you very much.

Mrs. Biggert for 3 minutes.

Mrs. BIGGERT. Thank you, Madam Chairwoman. I would also
like to thank Mr. Perlmutter for all the work that he has done. I
am the lead Republican on the GREEN Act. I think it is a bipar-
tisan effort to provide incentives for green buildings.

I think that the bill still needs a little more work, and I think
we will hear that from the witnesses today. But I think it has come
a long way from the original version which mandated green. That
was something that bothered me.

But, speaking of mandates, I would like to mention the provi-
sions in the Waxman-Markey bill that mandates national building
codes. That is a State and local matter. For example, homeowners
who don’t meet the standard of the code would be charged $100 a
d}zlly. I think that is outrageous. So this bill is much different from
that.

And Congressman Moran of Kansas and I have a bill to provide
grants to State and local agencies to update the building codes,
which again is an incentive program. It is my hope that bill and
the GREEN Act will be what Congress wants.
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I think incentives, not mandates, for the green effort, and I,
again, would like to really thank Mr. Perlmutter for working on
this and I look forward to hearing from the witnesses.

Chairwoman WATERS. Thank you very much.

Mr. Clay for 3 minutes.

Mr. CLAY. Madam Chairwoman, I am going to opt out of an open-
ing statement. I want to hear from the witnesses.

Chairwoman WATERS. Thank you very much.

Mr. Ellison for 3 minutes.

Mr. ELLISON. Madam Chairwoman, I am going to follow suit. I
think that the witnesses have more powerful things to say than I
do, so I will yield to them—at least this time.

Chairwoman WATERS. I place within the record, without objec-
tion, that Representative Perlmutter will be considered a member
of the subcommittee for the duration of this hearing.

I shall call on him now as the author of this important piece of
legislation for 3 minutes.

Mr. PERLMUTTER. I thank the Chair and I thank all the members
for allowing me to participate today.

You have stated a number of the statistics as it applies to energy
efficiency in housing and other kinds of real estate and properties.
I am going to keep my remarks short because this GREEN Act and
the process we have undergone has involved many, many different
groups, and it has been a bipartisan effort.

The task force that Chairman Frank put together last year was
comprised of, I think, six Democrats and five Republicans. We were
able to meet on a number of occasions.

I would like the record to reflect and I would like to submit a
letter signed by 37 different organizations who are supporting this
bill.

I would also like to submit, Madam Chairwoman, a statement
from the American Institute of Architects. They were not able to
participate in today’s hearing, but you may recall, Marshall
Purnell, the chairman of the American Institute of Architects, testi-
fied last time.

Chairwoman WATERS. Without objection, is is so ordered.

Mr. PERLMUTTER. So I appreciate Mrs. Biggert joining me in in-
troducing the GREEN Act, H.R. 2336. This bill incorporates bipar-
tisan changes made in the committee last year before it passed the
House and became part of the Energy Act.

I would also like to thank my colleague from Connecticut, who
could not be here today, Mr. Himes, for including a new section in-
volving green mortgage guarantees, as well as a number of others
who have assisted in developing a new section on leasing of renew-
able energy systems.

This bill has a whole variety of pieces and parts to it. One of the
parts that I think is very important is upgrading a number of mul-
tifamily units within the HUD system to energy-efficient standards
and use those units as a pilot and as a comparison to see exactly
how cost effective it is to make changes, whether it is windows, in-
sulation, maybe adding renewable features to the building. I think
it will be something that will assist low- to moderate-income earn-
ers because they are disproportionately affected by increases in
utility costs.
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So I think approaching it—and it is an incentive-based piece of
legislation that has been something that I think all parties wanted
to see, and we can really move forward and make our housing, our
multifamily properties, more energy efficient, which will benefit all
of us because it will be good for national security, good for the cli-
mate and good for jobs.

With that, I yield back.

Chairwoman WATERS. Thank you very much. I thank you very
much, Mr. Perlmutter.

I will now welcome our distinguished panel. Our first witness
will be Mr. Jerry Howard, president of the National Association of
Homebuilders. Our second witness will be Mr. Doug Gatlin, vice
president of market development for the U.S. Green Building
Council. Our third witness will be Ms. Doris Koo, president and
CEO of Enterprise Community Partners. Our fourth witness will
be Mr. Scott Bernstein, president of the Center for Neighborhood
Technology. Our fifth witness will be Mr. Edward Mazria, executive
director of Architecture 2030. Our sixth witness will be Mr. Roy
Willis, executive vice president of Lennar Urban, Southern Cali-
fornia Division. And our final witness will be Mr. David Wluka, di-
rector, National Association of Realtors.

I thank you for appearing before the subcommittee today. With-
out objection, your written statements will be made a part of the
record. I will now recognize each of you for a 5-minute summary
of your testimony, starting with our first witness, Mr. Howard.

STATEMENT OF JERRY HOWARD, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, NATIONAL ASSOCIATION OF HOME-
BUILDERS (NAHB)

Mr. HOWARD. Thank you, Madam Chairwoman, Ranking Member
Capito, Mr. Perlmutter, and distinguished members of the sub-
committee. I am Jerry Howard, the president and CEO of the Na-
tional Association of Homebuilders. Thank you for the opportunity
to give our thoughts on the impact of H.R. 2336 on green building,
energy efficiency, and affordable housing.

Mr. Perlmutter, Mrs. Biggert, we appreciate the ongoing input
that we have been allowed to have into the GREEN Act. There are
some very ambitious and well-intentioned proposals in the bill that
encourage green building and energy efficiency within the govern-
ment housing programs.

NAHB appreciates the incorporation of many of our ideas and
feedback into the final bill, and we believe the bill generally pro-
motes green building and sustainability in a manner that is rea-
sonable and largely voluntary.

While there are some areas that NAHB believes would benefit
from additional clarification, NAHB supports the approach and in-
tent of the legislation.

The GREEN Act proposes many new programs covering every-
thing from revamping appraisals to encouraging advanced renewal
energy systems in housing. The legislation also provides much
broader flexibility in achieving green building compliance for addi-
tional credit, and includes the recognition of the NAHB ICC Na-
tional Green Building Standard, which is the only national stand-
ard to earn approval from the American National Standard Insti-
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tute. It is the technical benchmark for green building in the resi-
dential arena. NAHB supports enhancing energy efficiency and
green in both new and existing housing.

As outlined in my written statement, there are some provisions
in the bill that would benefit from additional clarification. For ex-
ample, it is difficult to determine which energy requirements would
apply to FHA-insured mortgages. Also, section 13 appears to re-
quire mandatory energy ratings, again with potential implications
for FHA, which we believe may impair the use of the program dur-
ing a period of critical housing recovery.

Additional details on those two areas, for example, would provide
clarity for both the industry and HUD when making determina-
tions about appropriate energy strategies for the various programs
under HUD’s discretion and administration.

Despite our overall support for the direction of the GREEN Act,
NAHB is very concerned about the implications of other legislation
and how it will conflict with the goals and potential success of this
bill. The major climate and energy policy bill recently passed by the
House Energy Committee, H.R. 2454, contains building energy pro-
visions that greatly exceed the goals and incentives contained in
the GREEN Act. In section 201 of H.R. 2454, new Federal energy
code mandates are established that would bypass green building
entirely and increase the cost of housing in a manner that does not
consider affordability and could impede economic recovery in our
sector. Because green building is more than energy efficiency alone,
it is impossible to accommodate the broader sustainability frame-
work of green into the narrow energy code mandates.

Furthermore, section 201 of H.R. 2454 makes it unlawful to oc-
cupy a home or building that does not meet an aggressive energy
threshold by a certain date. Buildings and building owners would
be subject to civil penalties and violations if homes and buildings
do not meet the Federal mandate. And States that choose not to
adopt the codes that are equally as stringent as the Federal mini-
mums would not only lose their emissions allowances and our Fed-
eral funding, but will also have the new Federal code applied and
enforced by DOE within 1 year.

As NAHB understands it, the intent is to include the GREEN
Act as part of the larger climate change bill. It will be incredibly
important to assess the disconnect between what the broader bill
is seeking for building efficiency and what the GREEN Act is try-
ing to do to promote efficiency sustainability, and provide cost-ef-
fective ways to help families access affordable, energy-efficient
housing.

I am hopeful this committee will be able to restore the balance
necessary to truly incentivize green building and preserve afford-
ability as the debate over climate change continues. It would be
terribly disappointing to see the good-faith effort and collaborative
work on the GREEN Act displaced with unworkable Federal man-
dates such as those envisioned in H.R. 2454,

NAHB urges Congress to be consider the negative impacts this
approach will have on both housing and sustainability and work to
remove such policies from the legislation.

Lastly, I would like to mention that I have responded to the
questions presented to me in the letter of invitation, and those re-
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sponses are detailed in my written statement. We appreciate the
opportunity to provide this input, and look forward to working with
you, Madam Chairwoman, Mr. Perlmutter, Mrs. Biggert, and Mrs.
Capito to see that this bill gets through the full committee and to
the Floor. Thank you very much.

[The prepared statement of Mr. Howard can be found on page 61
of the appendix.]

Chairwoman WATERS. Thank you very much, Mr. Howard.

I am not going to go to the next witness at this point. They have
called a vote on the Floor. And while normally we would stay up
until the last 5 minutes or so, I am going to use this time to recess
so that you can all reconvene in Room 2128; it is now free. I can’t
stand to see these people standing over here looking so uncomfort-
able and this room being so crowded.

So we will go take the vote. We will see you back down in Room
2128. Thank you very much.

[recess]

Chairwoman WATERS. The subcommittee will reconvene. We just
heard from Mr. Howard.

Mr. Gatlin, you are next for 5 minutes.

STATEMENT OF DOUG GATLIN, VICE PRESIDENT, MARKET
DEVELOPMENT, U.S. GREEN BUILDING COUNCIL

Mr. GATLIN. Chairwoman Waters, Ranking Member Capito, and
Congressman Perlmutter, on behalf of the U.S. Green Building
Council’s 20,000 company and organizational members, and nearly
80 local chapters, thank you for the opportunity to testify about the
role that the Department of Housing and Urban Development and
the Federal Government overall can play in residential building.

My name is Doug Gatlin and I am vice president of market de-
velopment for the U.S. Green Building Council. It is a national
nonprofit responsible for healthy and profitable building; and our
organization and members manage and own the LEED green build-
ing rating system through which more than 38,000 spaces have ei-
ther been third-party certified or are in process of achieving certifi-
cation.

With the housing crisis, the economic downturn, and climate
change on the horizon, stakes have never been higher and are even
more so for low-income communities. Much as our economy strug-
gles to retain its footing, the Nation’s low-income households are
paying on average 19.5 percent of their income on utilities, while
the average median household spends 4.6 percent. HUD spends
more than $5 million annually in direct and indirect utility costs.

The price of inefficient building is significant and the need for ac-
tion is clear. By addressing the whole building, from construction
materials to cleaning supplies, green design and green operations
generate opportunities to significantly reduce operating costs, emis-
sions, and environmental impacts. But sustainability is not limited
to environmental performance alone. Rather, it hinges on the cre-
ation of buildings and neighborhoods that are socially and economi-
cally sustainable. As such, USGBC strives to integrate the prac-
tices of social and economic justice within those of sustainable
building and, among other efforts, USGBC is providing education
targeted to the affordable housing industry about best practices for
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developing green, affordable housing, including a newly developed
3-day affordable housing summit at our annual Greenbuild Con-
ference.

Across the country, projects are demonstrating the real benefits
of green affordable housing. To date, 4,000 affordable units have
registered with USGBC’s LEED for Homes system, and affordable
housing units account for fully 37 percent of the 2,200 units that
are already certified nationwide through LEED for Homes.

Green building practices can directly benefit affordability. This is
most clearly demonstrated by a particular nonprofit housing devel-
opment in Michigan where two otherwise identical buildings, dif-
fering only in that one was built to LEED standards and the other
was built with standard design and construction methods. Over 2
years of operations, the owner has documented 26 percent savings
on electricity and 41 percent savings on natural gas for the LEED-
certified project. Public housing agencies have documented similar
successes, and often through HUD’s energy performance contract
process this has been made available. Nationally, nearly 200 en-
ergy performance contracts have been undertaken by public hous-
ing agencies, resulting in savings of approximately $50 million an-
nually to HUD thus far.

Importantly, green building can offer health benefits as well.
Residents of low-income housing are frequently children, seniors,
and individuals with chronic health problems, some of our most
vulnerable citizens. With an emphasis on the use of nontoxic mate-
rials and proper ventilation, green building targets improved in-
door air quality for residents. HUD is undertaking research in
partnership with the Centers for Disease Control and Prevention to
further quantify these links.

As the administrator of billions of dollars in grant funds, HUD
plays a critical role in both defining and delivering affordable hous-
ing nationwide. By leveraging the purchasing power of taxpayer
dollars to support green efforts, HUD can forge a greener, more ef-
ficient, healthy and prosperous path for our Nation’s public and as-
sisted housing.

The GREEN Act establishes minimum energy efficiency stand-
ards for HUD-assisted housing and promotes the creation of incen-
tives for advanced energy efficiency and green building. The Act
promises to spur advances by providing needed financing mecha-
nisms, supporting States and localities in improving energy effi-
ciency of homes and creating jobs through the Residential Effi-
ciency Block Grant Program, and providing education through
green banking centers.

Additional efforts can help to ensure that the promise of the Act
is realized. For example, the Act identifies energy efficiency in
green building standards as tools for improving the performance of
HUD-assisted facilities. HUD will need to take proactive steps to
verify these projects.

Thank you again for your leadership in convening this hearing.
We look forward to working with the committee and others to
green our Nation’s houses.

[The prepared statement of Mr. Gatlin can be found on page 51
of the appendix.]

Chairwoman WATERS. Thank you very much.



Ms. Doris Koo.

STATEMENT OF DORIS W. KOO, PRESIDENT AND CHIEF EXEC-
UTIVE OFFICER, ENTERPRISE COMMUNITY PARTNERS, INC.

Ms. Koo. Thank you, Chairwoman Waters, Ranking Member
Capito, and members of the committee. Thank you for the oppor-
tunity to testify on the GREEN Act. I want to send an especially
grateful note to Representative Perlmutter for his passion and con-
tinued leadership on this issue.

I am Doris Koo, president and CEO of Enterprise Community
Partners, a national nonprofit that has invested over $10 billion to
create 250,000 homes in low- and moderate-income communities
over the last 25 years. We are bringing the benefits of green build-
ing to low-income people at an unprecedented scale through our
Green Communities initiative.

Our Green Communities criteria were developed in collaboration
with and endorsed by leading environmental, energy, green build-
ing, affordable housing, and public health organizations. In less
than 5 years, Enterprise has invested more than $650 million to
create more than 14,500 Green Communities homes in over 350 de-
velopments. Our vision through this initiative is for all affordable
housing in the United States to be environmentally sustainable.
Greening can and must be achieved without compromising and sac-
rificing affordability.

The case has been made. In addition to the compelling statistics
cited by Chairwoman Waters in her opening remarks and many of
the statistics shared by the previous speaker, we want to empha-
size that greening affordable housing is instrumental in bringing
better health to low-income children and families who are more
prone to suffering from adverse health hazards, including expo-
sures to allergens that might cause or worsen asthma, lead-based
paint hazards, mold, and excess moisture and indoor air quality.

There is a report from the Congressional Black Caucus Founda-
tion which cites that African Americans are “disproportionately
burdened by the health effects of climate change,” including in-
creased death from heat waves in extreme weather, air pollution,
and the spread of infectious disease.

We can and must make progress in all these issues—housing,
transportation, and climate change—simultaneously, by locking in
the long-term benefits and investing in green, affordable homes.

Many speakers have cited the benefits of going green. They
largely fall into three categories: cost savings, as you heard from
the }frevious speaker; health benefits—I want to give a specific ex-
ample.

A recent study was commissioned by Enterprise in cooperation
with the Seattle Housing Authority and the King County Public
Health Department and the University of Washington. The subject
of the study is High Point, a Hope VI, green, affordable housing
project that was funded and built through Hope VI and other fund-
ing, including Low-Income Housing Tax Credits. We singled out 60
rental housing units and worked with the King County Public
Health Department to make them into breathe-easy housing by
screening and giving preferences to public housing families with
children suffering from asthma to occupy these new units.
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We did a long-term study and in less than 3 years we showed
that the number of emergency room or urgent doctor visits have
dropped by two-thirds. Children suffering from asthma saw an in-
crease of symptom-free days from the old statistic of 7 days for
every 2 weeks, to 12% days in a 2-week period—almost a 65 per-
cent increase of symptom-free days. And caretakers themselves re-
ported an increase in the quality of life, not to mention missed days
of work and school.

These findings totally support the initiative under the GREEN
Act. We applaud the committee for recognizing the cost and bene-
fits of green affordable housing and for holding a hearing on this
legislation.

We want to cite the three reasons why this bill is so important.
One, it sets the bar by requiring HUD to go green and adopt min-
imum building standards, with rewards for higher performance.
Two, it creates a system of rewards, incentives, and education by
providing resources to help States and municipalities to subsidize
energy efficiency of single and multifamily housing and capacity-
building grants to help increase the knowledge and know-how of
doing energy sufficiency, as well as a revolving loan fund for States
that carry out renewable energy retrofits. This is the kind of Fed-
eral commitment we need and want to see.

But we also wanted to stress that these incentives must be
shared equally with owners and tenants, so that tenants can live
healthy and live green and access the good jobs that can be made
available.

We applaud your effort, Chairwoman Waters and Congressman
Perlmutter, and we want to work with you and the committee to
pass this bill this year. Thank you.

[The prepared statement of Ms. Koo can be found on page 70 of
the appendix.]

Chairwoman WATERS. Thank you very much.

Mr. Scott Bernstein.

STATEMENT OF SCOTT BERNSTEIN, PRESIDENT, CENTER FOR
NEIGHBORHOOD TECHNOLOGY

Mr. BERNSTEIN. Thank you very much, Chairwoman Waters,
Congressman Perlmutter, Ranking Member Capito, and other co-
sponsors and committee members.

I am Scott Bernstein, president of the Center for Neighborhood
Technology in Chicago, an urban sustainability innovations group;
chairman of the Surface Transportation Policy Project; and sec-
retary of the Institute for Location Efficiency.

We support the entire bill, but today I want to focus my remarks
in particular on the important mortgage provisions that were re-
ferred to earlier by sharing some research that has been going on
for 20 years, some with Federal support; and it has been recently
vetted and peer-reviewed by the Transportation Research Board of
the National Academy of Sciences.

I also want to directly address the question the chairwoman
posed on the impact on low- and moderate-income people and peo-
ple of color during this testimony.

First of all, transportation expenses are often talked about, and
transportation emissions is number two after buildings. From a
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household point of view, transportation can be 3 to 5 times as ex-
pensive as the cost of home energy. So it is not a favor to low-in-
come people to not include the consideration of transportation and
energy in these considerations.

This impenetrably dense equation actually allows us to map this
right down at the census block group level. Nobody will get tested
on this, but by this curve, it is shown that the denser and more
convenient the community, the lower the transportation demand
and, therefore, the lower the expenses. And this has now been
proven to work for all 337 metro areas in the United States. So,
the same curve works for carbon.

Now what it shows is that if you map it as vehicle miles traveled,
you get a certain pattern. This is Chicago. Those light color areas
are the places that are transit oriented, more densely populated.
There is much less travel. Those are also the places that, when gas
prices spiked last summer, were paying as much as $4,000 less per
household just on the price of gasoline alone.

If you map it a different way and ask how much would somebody
save if you had one less car per household, those green areas, peo-
ple are saving—people earning less than $50,000 a year are saving
10 to 20 percent of their disposable income.

So we asked, what if you could take that into account in mort-
gage underwriting? We formed a partnership in the 1990’s with the
Natural Resources Defense Council, NSTPP, partnered with Fannie
Mae, demonstrated something called location-efficient mortgages.
And what we asked was—and this is to the point of your question,
chairwoman—what would the impact be on lower-income people?

The green line on the top says that white heads-of-households in
Chicago right now can easily afford a median-income home in Chi-
cago. With no extra energy or location benefit at all, they can easily
ﬂffi(g"d a $300,000 household if they are a median-income house-

old.

The median-income home is $247,000, which is more than either
Hispanic or African-American households could afford. Hispanic
households earning $46,000 per year—that is the median in Chi-
cago—if they can count on $245 a month in monthly savings from
energy and location efficiency, can afford the median-income house-
hold. And African-American households, if they can count on $515
a month, can afford the median-income home. And, importantly,
one less car per household saves $475 a month after you have paid
for 2 monthly transit passes. So there is a tremendous potential
uptick here.

We tested this. There were 2,000 mortgages made at about a
dozen communities under names like “location-efficient mortgages,”
“smart-commute mortgages.” I like the Tribune comment, “Skip the
car, buy a house.” It was a safer way of lending.

Whereas some people said—and I won’t go through the num-
bers—that this would, as somebody pointed out, stress Fannie and
Freddie, in fact, out of 2,000 mortgages, there was one default. It
outperformed the marketplace, and it continues to outperform the
marketplace. So we think this wasn’t stressing Fannie and Freddie.
This is a possible solution to a lot of the foreclosure crisis.

The second thing we found is the drive-until-you-qualify pattern
is alive and well in every region of the country; 10 to 15 miles out
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from the center of every city, the price of housing drops precipi-
tously, but the cost of transportation goes up to pay for the extra
car or two or three.

We created a new index of housing affordability that takes trans-
portation into account. And the map on the left says that in those
cream-colored areas, a median-income household can afford to
spend 30 percent or less for housing. The map on the right says
that if you add the cost of transportation, that cream-colored area
shrinks up and you have about 30 percent fewer homes that are
affordable as a result in Chicago, Portland, Washington, Denver,
Los Angeles, Columbus, New York City, etc.

And the foreclosure map shows what you might expect from this,
too. So the bottom line is that the right elements are in this Act,
and that is why you ought to pass it, but then keep improving it.
The consumer education stuff in particular is extremely important.
The demo programs we have show people saving money at a rate
5 times as fast due to this.

I thank you very much for the opportunity to testify and look for-
ward to working with you on continuing to improve it.

[The prepared statement of Mr. Bernstein can be found on page
26 of the appendix.]

Chairwoman WATERS. Thank you very much.

Our fifth witness is Mr. Edward Mazria.

STATEMENT OF EDWARD MAZRIA, FOUNDER AND EXECUTIVE
DIRECTOR, ARCHITECTURE 2030

Mr. MAZRIA. Thank you, Madam Chairwoman, Ranking Member
Capito, and members of the subcommittee. Thank you for inviting
me to testify.

I am here to propose an addition to the GREEN Act that would
dramatically increase its impact. We all know that unemployment
is now at 9.4 percent, but what most people don’t realize is that
construction unemployment is at 20 percent. There are 1.7 million
construction workers out of work right now. The average income for
construction workers is about $35,000, so when we put somebody
out of work, it puts them into the category of poverty.

What does all this have to do with the GREEN Act? The building
sector is comprised of two parts: the public building sector, which
is 7 percent; and the private building sector, which is 93 percent.
The public building sector, last year, was actually up in construc-
tion by 2 percent. The commercial part of the private sector was
down 7 percent, and still going down today. The private building
sector was down over 40 percent from March of this year to March
of last year, 66 percent, March the year before, and 75 percent,
March the year before that. It is dramatically reduced.

The private building sector basically supplies a lot of the tax dol-
lars for the public building sector. That has been shrinking.

So the stimulus is meant to do two things: Keep the public build-
ing sector from exacerbating the situation and driving down inter-
est rates to bring back the private building sector. But it hasn’t
done that. We just see a re-fi frenzy, and very little construction
going on.

So, the private building sector is essentially driving down the en-
tire U.S. economy from steel and metals to glass and professional
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services. We will need a second stimulus if we don’t bring the pri-
vate building sector back.

So what we are here to propose is a plan to do just that, to bring
the private building sector back, to bring back the tax base. The
way we see doing that—first, what happens when Federal dollars
are spent and put into public infrastructure projects?

Let’s just take $30 billion. If we put $30 billion in, we get $30
billion worth of construction, because it is basically supplementing
the tax base; we get half-a-million jobs; $2 billion goes into State
and local government taxes; and about $6 billion goes back to the
Federal Government, about 20 percent.

What if we put the money into the private building sector? If we
take that $430 billion and we leverage it, we get $296 billion worth
of construction. We get 4.5 million new jobs, we get $20 billion
going into State and local government coffers, and the government
gets paid back double its investment, $60 billion.

So how does it work? We are calling for a mortgage rate buydown
tied to efficiency performance measures and a minimum home-
owner investment in construction in those measures. So you can’t
get the buydown unless you build. We are calling for existing build-
ings and location-efficient mortgages down from 4 percent to 2.5
percent if you meet an energy efficiency rating of HERS 70 all the
way down to net zero for the best rate.

If we take a 3 percent mortgage, and you have to reduce your
energy consumption by 75 percent, we will illustrate how lucrative
that is: To get a 3 percent mortgage, if you had a $250,000 mort-
gage, you would have to put $40,000 in renovation costs in effi-
ciency in your building.

If you take a $240,000 mortgage at 6 percent, the person, let’s
say, has $30,000 in equity, so he owes $210,000; he is paying
$1,400-plus a month. He is not going to put $40,000 into his build-
ing into construction, but if you give him a 3 percent rate, if you
buy the rate down to 3 percent and he adds the $40,000 into his
$210,000 what he has left on his mortgage—he has to borrow
$250,000—he is now at less than just over $1,000 a month. So he
saves over $300 a month, another $158 in energy efficiency, so he
is saving over $545 a month. That is more money in his pocket.

So by putting money into public infrastructure versus private
building, if you put it into private building, you get $296 billion
worth of construction, you get 4.5 million jobs, you get $20 billion
going into State and local government coffers, you get $60 billion
coming back to the Federal Government, double its investment.

And so what you have done is, you have brought back the build-
ing sector; you put people back to work; you have helped people
stay in their homes, because as Scott said, their average outlay is
a lot less now; you have reduced their monthly mortgage; you have
reduced their energy bills; you have increased their disposable in-
come; you have brought back the Federal and local tax base; and
even, importantly, you have basically helped a Nation with its en-
ergy consumption and greenhouse gas emissions.

Thank you.

[The prepared statement of Mr. Mazria can be found on page 82
of the appendix.]

Chairwoman WATERS. Thank you very much.
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Mr. Roy Willis.

STATEMENT OF ROY WILLIS, EXECUTIVE VICE PRESIDENT,
LENNAR URBAN (SOUTHERN CALIFORNIA DIVISION)

Mr. WiLLis. Chairwoman Waters, Ranking Member Capito, and
members of the subcommittee, my name is Roy Willis. I am execu-
tive vice president of the Southern California Division of Lennar
Urban, a part of Lennar Homes, one of the Nation’s largest home-
builders.

Chairwoman Waters, I sincerely appreciate the opportunity to
testify this afternoon. In many ways, this hearing and the ques-
tions you have sent me touch on some of the most important as-
pects of my life’s work: urban redevelopment; affordable housing;
and support for low- and moderate-income families.

In these capacities, I have worked for the National Neighborhood
Reinvestment Corporation to bring capital to blighted areas. I have
also worked 12 years for the Community Redevelopment Agency of
Los Angeles, where I had the privilege of working with you, Chair-
woman Waters, and others to help revitalize Watts in South L.A.
after the civil disturbances of 1992. I have also worked as a devel-
oper for the past 10 years with Lennar.

And I know that you share my hope to bring clean, renewable
and, most importantly, affordable energy to all neighborhoods. To
that end I would like to focus my comments in this limited time
on two areas.

First, I would like to discuss section 27 of the bill, the renewable
energy leasing provision; and second, directly respond to your ques-
tions of how this section of the bill would affect low- and moderate-
income households and communities.

Section 27 of the bill will greatly expand the ability of Americans
to enjoy the benefits of renewable energy such as solar in their
homes. As we all know, it takes green to go green, and in today’s
trying economic times, many simply cannot afford the upfront costs
of buying assets like solar panels even with the current level of
Federal and State incentives.

At the same time, private investment, both debt and equity, have
had a difficult time investing and leasing on a large scale because
there is no established value of those assets over time. The result
is a delay in the adoption of these clean technologies when we need
them most. In short, we need to make going green cost less green.

Section 27 can fix this by establishing a loan insurance program
paid for entirely by user fees. H.R. 2336 would set a baseline for
a renewable energy system’s long-term value, laying the foundation
for private investment.

The result would be transformational. Leasing would become a
reality, clean technology investment would resume, companies
would sell more, jobs would be created, our environment would
benefit and all at no cost to the taxpayer.

To put it in perspective, if just 500,000 homes included solar en-
ergy systems, that would mean saving the equivalent of 6.6 billion
barrels of oil annually, reducing carbon emissions by the same
amount as removing 440,000 cars from the road, producing the en-
ergy equivalent to 3 new nuclear power plants and creating 35,000
jobs.
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Chairwoman Waters, with your permission, I would like to sub-
mit for the record a more detailed analysis of how renewable leas-
ing would work.

I also mentioned earlier in my testimony that the renewable
leasing provision carries no cost to the taxpayer. Chairwoman
Waters, with your permission, I would like to submit for the record
an analysis we commissioned by former Congressional Budget Offi-
cer Office Director Douglas Holtz-Eakin. He concluded, “This will
not be a budget buster.”

Chairwoman Waters, you asked for a comment on how this bill
would benefit low- and moderate-income households and commu-
nities. Section 27 would have a big positive impact in these commu-
nities for two reasons. First, leasing makes the enjoyment of cap-
ital-intensive assets affordable for all. Leasing has been success-
fully used in other industries like automobiles and satellite tele-
vision.

Second, with unemployment at double-digit levels in much of the
country and low-income people, particularly, feeling the impact of
the recession, the increased demand for these systems would create
thousands of green, clean-tech jobs.

Chairwoman Waters, we believe renewable energy leasing is a
cornerstone in the next generation of economic development, pros-
perity, environmental stewardship for American families. Thank
you for the opportunity to testify. I look forward to answering your
questions and to working with you and the committee.

[The prepared statement of Mr. Willis can be found on page 93
of the appendix.]

Chairwoman WATERS. Thank you very much. And without objec-
tion, your submissions will be made a part of the record.

Mr. WiLLIS. Thank you.

Chairwoman WATERS. Finally, we have Mr. Wluka, director, Na-
tional Association of Realtors, and you may correct me on the pro-
nunciation of your name.

STATEMENT OF DAVID WLUKA, DIRECTOR, NATIONAL
ASSOCIATION OF REALTORS

Mr. WLUKA. It is quite correct, Madam Chairwoman. Thank you
very much. I spend my life pronouncing it for people, and getting
to hear it right is very nice.

Chairman Waters, Ranking Member Capito, Congressman Perl-
mutter, and members of the subcommittee, thank you for the op-
portunity to testify on H.R. 2336, the Green Resources for Energy
Efficient Neighborhoods Act.

My name is David Wluka. I am a broker-owner of Wluka Real
Estate Corporation in Sharon, Massachusetts. I am the 2009 Chair
of the National Association of Realtors State and Local Issues Com-
mittee, a member of the Global Climate Change Presidential Advi-
sory Group, and a member of the GSE Presidential Advisory Group
as well. I am also EcoBroker certified, which is a designation that
predates NAR’s new green designation for its members.

I am here to testify on behalf of NAR’s 1.2 million Realtors on
the Green Act, and then I would like to briefly comment on H.R.
2454, the American Clean Energy and Security Act, because the
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possibility of its distraction from our undercutting the goals of the
Green Act are very real in our opinion.

NAR is extremely committed to advancing energy efficiency in
homes and buildings across the country. For several years, NAR
has taken a number of important steps like building the first
LEED-certified office building in the District. We have developed
extensive member education programs such as our Smart Growth
program, which I chaired several years ago and is one of the most
extensive Smart Growth programs in the Nation, and a new Green
designation for Realtors, which has enrolled 3,600 members just
since last November, with 1,700 already completing the course
work.

Realtors believe the overall mission of the Green Act, which is
to promote and provide incentives for energy efficiency in the hous-
ing industry, is smart and right on target. While we do have tech-
nical concerns with some of the Green Act’s provisions pertaining
to appraisals, establishing a secondary market for energy mort-
gages for the GSEs and how “HUD assistance” is defined, we do
applaud many of the provisions in the bill. Let me outline a few.

First and most importantly, we support section 9, which provides
for education and outreach to homebuyers and homeowners. The
GSEs and the FHA have both offered energy-efficient mortgages for
a number of years, but the programs have failed to flourish. We be-
lieve increasing public awareness of those products will go a long
way in promoting their use. Realtors are well-positioned to assist
in this effort and would be happy to be advocates in the campaign.

Second, NAR supports the incentives in section 3, the additional
credits provided in section 4, the demonstration projects in section
5, and the pilot programs in section 14 that encourage homeowners
to make their property more energy efficient. This bill actually fa-
cilitates behavior change while creating jobs and reducing energy
costs for consumers.

Lastly, we support section 17 which melds housing strategy with
transportation planning, so residents of affordable housing have ac-
cess to public transportation.

In addition to discussing the Green Act, I would briefly like to
comment on H.R. 2454, which has been referred to this committee,
and we are very much concerned with its revisions to create an en-
ergy labeling system.

We believe this system will only impose burdens on consumers
and on our already troubled housing market without actually im-
proving energy efficiency in homes and buildings in a timely man-
ner. We feel the label will stigmatize all the properties and further
reduce property values. This is especially troublesome, as a dis-
proportionate share of these older and historic properties are
owned by elderly and low-income Americans who can least afford
to make changes to their properties.

We also are concerned with the timing of disclosing an energy
label. Our members’ experiences tell us that labels will become just
another bargaining chip at the closing to negotiate down the selling
price without making any energy-related improvements to the
home or the building. In short, this is a stick when we are in des-
perate need of the kinds of carrots that are in the Green Energy
Act.
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We respectfully urge the committee to strike this labeling section
of H.R. 2454 in favor of retaining retrofitting incentive programs
in section 202 of that bill, along with the applicable provision of the
Green Act as the most effective means to improve energy efficiency
in America’s home and buildings. This is a critical housing issue,
this is a critical economic development issue for our Nation, and
therefore, we believe it is worthy of this committee’s review and
comment.

In conclusion, NAR believes the Green Act has the capacity to
encourage a culture of energy efficiency and a conservation-minded
approach to housing and construction. Realtors are on the front
lines of the housing and commercial real estate business. And we
look forward to working with you to help make the American
dream of homeownership friendlier to the environment.

Thank you for the opportunity to testify today, Madam Chair-
woman. And I am ready to answer your questions.

[The prepared statement of Mr. Wluka can be found on page 113
of the appendix.]

Chairwoman WATERS. Thank you very much.

I would like to thank all of you for appearing before the sub-
committee today. And without objection, your written statements
will be made a part of the record.

And also, the Chair notes that some members may have addi-
tional questions for this panel which they may wish to submit in
writing. Without objection, the hearing record will remain opening
for 30 days for members to submit written questions to these wit-
nesses and to place their responses in the record.

Now, I would like to recognize myself for 5 minutes for questions.
I want to make sure that I have time for Mr. Perlmutter before he
has to leave. I simply want to discuss funding and what opportuni-
ties the average homeowner will have to do retrofitting and to
place energy systems in their home.

I was talking with some of my staff, who would like to do solar,
but the upfront capital cost is just more than they are prepared to
bear at this time.

You talked about, it takes green to make green, Mr. Willis; and
of course, that phrase caught all of our attention. What were you
talking about? And were you basically referring to the upfront cost
and the increased cost and what is available by way of loans, insur-
ance, ete.?

Would you explain to us what you were talking about?

Mr. WiLLIS. Yes, Chairwoman Waters.

The first part of what I was talking about was, currently, in
order to have solar, for example, there is that high upfront cost.
People might have to come up with $20,000 or $25,000; and espe-
cially in most low- or moderate-income areas, people don’t have
that kind of money up front and therefore they do not take advan-
tage of these solar panels which could help them to lower their util-
ity costs, for example.

The second part of what I meant was that you need private cap-
ital. Oftentimes, the government can just have an initial catalytic
step in helping to make sure that instead of having to put money
up front. With a leasing program, homeowners will not have to pay
that upfront cost and they will pay a modest monthly cost. That
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way they can get the benefits of the solar panels. Leasing, whether
it is leasing an automobile or, let’s say, satellite television, you
don’t have to put up a lot of money; you just have a lease and pay
a little bit on a monthly basis. And that certainly would be very
helpful to low- or-moderate-income families.

That was the essence of what I meant. A large number of people
want it, would benefit from it, but don’t have that upfront money.
And what this section 27 deals with is, let’s figure out how to get
a leasing mechanism that brings in a tremendous amount of pri-
vate capital to get the solar panels installed and operating, and
people can just pay a small amount on a monthly basis that would
be less than their present cost of utilities.

Chairwoman WATERS. Thank you very much.

I am going to yield to Mr. Perlmutter, because I know he has to
be someplace else at 4:30, so that he can, as the author of this bill,
get in his comments and/or his questions.

Mr. PERLMUTTER. Thank you, Madam Chairwoman. And I just
appreciate the testimony of all the witnesses.

Thanks. I know some of you traveled from a long way, and I just
appreciate that. I am just going to make a couple of comments and
allow the other members to ask questions.

But to your concern, Madam Chairwoman, there are several ap-
proaches within the bill. Some of it involves loans, so either a first
mortgage or a second mortgage loan. And Ranking Member Capito
focused on one.

Fannie Mae and Freddie Mac are given an additional credit if
they buy either an energy-efficient mortgage in the secondary mar-
ket or a location-efficient mortgage in the secondary market, the
belief being that if a homeowner manages their utility costs or
their transportation costs, they are a better credit risk, so both
from—that they have more disposable income at their disposal.
They have more income at their disposal, so there is a lower—po-
tentially lower mortgage as part of this.

Secondly, there is—and it can be either a first or second mort-
gage, there is a piece in the bill that just is a Federal program
looking at HUD properties to make them energy efficient. So both,
it would be Federal monies there.

What Mr. Willis was just referring to was a different kind of fi-
nancing approach, which is to use a lease program which would be
initially—there would be either the solar company or a lease com-
pany would keep an easement on the roof of the house, would lease
the solar system—or it could be geothermal or some other kind of
renewable energy system within the home—would lease that to the
homeowner at, say, $40 a month, but their energy savings would
be $80 a month. So net-net to the homeowner, there is—one, they
]}Olad no upfront cost, but now they are saving money on a monthly

asis.

Where the government comes in is, we would ensure towards the
biick end of the lease. That is where the government’s role would
play.

There is—Mr. Himes has a section in here on loan guarantees
through FHA and a number of other vehicles, again going back to
the loan side, to try to use some leverage to help folks get into en-
ergy-efficient and location-efficient housing, because we know in
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the long run we are all going to be better off, particularly the
homeowner.

So those are kind of the purposes and the financing vehicles
within the bill. And if anybody else wants to jump in, but those are
the key pieces within it. And then we take into consideration land-
scaping and appraisals and a whole variety of other things.

Mr. Mazria has a much bigger proposal to us, which is, if we took
some, in effect, stimulus money or something like that and really
put it down into a buydown of mortgages that then include energy-
efficient homes, we really can extend that to jobs and substantial
savings and, ultimately, a bigger tax base.

So I just thank you for having this hearing, for giving me a
chance to participate, and now I am going to go to the Rules Com-
mittee. Thanks.

Chairwoman WATERS. Thank you very much. We are very appre-
ciative for the work that you have put into this bill and we look
forward to its message.

With that, may I call on Mr. Cleaver?

Mr. CLEAVER. Thank you, Madam Chairwoman. I just have one
question.

We had one hearing on this issue, and I think it is something
that most of us are going to find easy to support. But I am won-
dering about a couple of things and have one question.

Number one, would it be of value—and I am thinking now of the
National Homeowners Association, Mr. Howard—if communities
did a zoning overlay in certain parts of the city where the new
building codes would, in fact, require the green construction for
new and substantially rehabbed properties, understanding that
there would be some initial expense at the beginning on the front
end, but that the homeowners are obviously going to experience a
reduction in their utility costs and so forth?

That is not a part of the legislation, but I am wondering, does
that inhibit the efforts that Mr. Perlmutter is presenting and does
it create problems for homebuilders?

Mr. HOWARD. I guess, Congressman, it would depend really upon
how each locale imposed that sort of a zoning and what sort of ad-
ditional requirements would be adherent to it.

When you talk about adding mandates in certain neighborhoods
and not in other neighborhoods, it creates a disparity in the mar-
ket. So I am not sure that we would look for it to be in some neigh-
borhoods and not others.

Moreover, I guess our primary concern with any of these as man-
dates is that it would decrease the affordability. So, again, you
would have to look at the neighborhood in question, determine
what the affordability levels are, how much that would be impeded
bﬁf additional mandates for energy requirements and look at it from
there.

In short, I think what I am saying to you is, it would have to
be looked at neighborhood by neighborhood and community by com-
munity.

Mr. CLEAVER. Yes, Mr. Wluka?

Mr. WLUKA. Besides being a Realtor, I am also a land planner
and one who writes zoning bylaws. And zoning is not the appro-
priate place for what is a code issue in terms of trying to induce
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energy-efficient construction. If we were to have the new stretch
codes that are out there now as the benchmark, then everyone
would have to abide by it.

One of the problems with the incentives, though, is there is an
additional cost to the homeowner because they don’t get any credit
for the money they are saving on the mortgage side.

Mr. CLEAVER. But the builder does. The existing law there is a
rebate for energy-efficient—

Mr. WLUKA. True, under the Energy Star program. I have done
some subdivisions where the builder does get a credit for it.

Mr. CLEAVER. So the homebuilder passes along the savings to the
homeowner, to the buyer?

Mr. WLUKA. But that is a voluntary program. It is not a man-
dated program.

Mr. HOWARD. Generally, the homebuilder, sir, would check with
the buyer and determine their willingness and their desire to have
that.

And again, as Mr. Wluka says, it really impacts the affordability.
If the homebuyer can afford it, the homebuilder will put it in, get
the credit and pass the savings down to the homebuyer. But again
it all starts and ends with the ability of the buyer to afford it.

Therefore, that is why I said you have to look at it neighborhood
by neighborhood and city by city.

Mr. WLUKA. And to complete my thought, Congressman, the
problems I have been having with lenders on energy-efficient mort-
gages, they are not willing to really take the savings and give the
homebuyer credit for them. Some banks will knock s of a point off,
but that doesn’t match the difference in the savings. So sometimes
the additional cost can’t be passed along.

The credit doesn’t cover everything. There is still an additional
cost to the builder that he has to pass through to the homeowner.
It is not 100 percent credit.

Mr. CLEAVER. I am sure those lenders are not recipients of TARP
funds.

Mr. HOWARD. It has as much to do with the appraisers, sir, as
it does the lenders. The appraisers are not trained in school in
looking at energy-efficient mortgages as a reason to revalue the
house, and that is something that I think that Congress and indus-
try has to work together to address.

Mr. CLEAVER. That is a question that I hope we can ultimately
address, the issue of appraisers. I mean, if we are talking about
launching into this new economy and moving into green housing,
appraisers are going to have to take that into account, and I am
not sure whether we can do it legislatively or whether it is some-
thing that would be done on a State level. But I do think that
something has to be done, or having those kinds of costs will go for
naught.

Mr. Bernstein?

Mr. BERNSTEIN. Yes. There are thousands of overlay districts
that have been created in the country for a variety of purposes
using mechanisms such as business improvement districts or spe-
cial service districts or TIFs, and they have a rich history. This
how the original street car systems of the United States were built,
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through special service districts and joint service sorts of arrange-
ments.

In Chicago, more recently, I think we have found that the cre-
ation in our new zoning code of overlay districts for what are called
transportation zones ended up stimulating investment in green
housing. Interestingly, that wasn’t necessarily expected.

So I think that you ought to keep an open mind about experi-
mentation here. You actually are going to do what these gentlemen
are suggesting, unleash market forces if we pass this law. And
there should be enough in here to learn from. We should try it in
different ways in different places.

Chairwoman WATERS. Mr. Clay.

Mr. CrAY. Thank you so much, Madam Chairwoman.

And thank you all for being here with your expertise. You know,
I represent St. Louis, Missouri. We have an abundance of brick
houses, some close to 100 years old.

Let me ask you, is it more cost effective to greenbuild, to build
new housing or to rehab? And on a scale of a city like St. Louis,
how e?szective would it be to actually rehab those old brick struc-
tures?

Anybody. Mr. Gatlin, maybe you can help me?

Mr. GATLIN. Sure. I will be happy to start off.

I think in many cases there may be a greater return on invest-
ment from renovating existing housing. However, I think that it is
important to have benchmarks for new construction because there
is still such a wide range of energy and environmental perform-
ance.

And, one, to address the issue of valuation, just to bring that into
this whole discussion, I do think it is important for the committee
to know that the available research often shows that there is not
nearly as strong a connection between efficient technologies and ef-
ficient buildings. So you can put in a high-efficiency air-condi-
tioning unit, let’s say, and not necessarily get the kind of bill sav-
ings that you are looking for without right-sizing the equipment, so
that the air conditioner is right-sized to, let’s say, the fan and the
ventilation system.

The point of that is, there are a lot of variables, which is why
we actually strongly believe that some kind of voluntary labeling
program that helps the homeowner understand the energy perform-
ance in their home is really valuable to the homeowner and to
those market transactions.

But back to your question, sir, the number of cost-effective en-
ergy-saving opportunities in existing homes is enormous. And they
can be identified through simple measures like blower-door testing
and infrared scans, where in many cases the number one energy-
saving opportunity is more insulation, air sealing and duct sealing;
and those things can be done for pennies per square foot, and in
many cases, by themselves, can yield a 30 percent reduction in
home energy costs.

Mr. CLAY. Ms. Koo, did you have something to add?

Ms. Koo. Yes.

We have tested all housing types—amount of affordable housing,
all housing types in all regions and all climates, and proven that
it is possible to achieve energy efficiency and green through reha-
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bilitation; and have established a standard to guide homeowners.
So we would be very happy to provide for your constituents that
knowledge base.

And at the end of the day, it is green to preserve existing build-
ings, so that you don’t destroy that energy, draw all of it to a dump
site just to rebuild anew. So I think the intent is to do massive ret-
rofitting and rehabilitation.

Mr. CLAY. Do we have any examples of public housing units that
gve? can point to that are greenbuilt, and how is that working if we

07

Mr. GATLIN. Well, one-third of the LEED-certified projects cur-
rently are low-income housing where the median income of the
family is below $50,000. And what we are finding across-the-board
is a 28 to 33 percent reduction in energy costs. And in many cases,
green housing and greenbuilding generally can be built for either
zero premium or very limited premium, again depending on looking
at not just the cutting-edge technologies, but also good, integrated
design and marrying up the equipment choices with the overall
building as a system.

So 30 percent energy reduction across-the-board is what you are
seeing for LEED-certified houses, and that would include the low-
income.

Mr. CLAY. Okay. And a final question for Mr. Bernstein.

Do you advocate that we can continue stretching the outer
reaches of the urban core to suburbia and exurbia all under the
auspices of greenbuild? I mean, is that what I heard you say in
your testimony? As long as the housing is affordable and is
gree‘?built, we can continue stretching the outer limits of our urban
core?

Mr. BERNSTEIN. No. What I think I was saying is—and I think
it says it in here—if we are going to be granting incentives in here,
we should avoid the phenomenon of driving to green housing. It
might look green if it is 30 miles out, but if it costs you 3 times
as much to get there, I will tell you it is not a good deal no matter
where it is. And that is why we support the improved language
under the CRA credit provision that speaks to location efficiency,
not just energy efficiency.

If you only gave credit for energy-efficient mortgages and didn’t
consider location efficiency, you would run the risk of incenting
more sprawl in the name of being green, and I don’t think any of
us here would support that. And I think, by contrast, if you have
suburban areas that are location efficient—they have the density,
the accessibility, there are places to shop nearby and you can plau-
sibly keep improving them; and we have plenty of it, we have
mapped it for every region—then that should be where we are tar-
geting these kinds of activities, because you will get to do a lot
more of it for the same money available, and we will all meet the
mu‘itiple goals of this Act and the other things that we are trying
to do.

So that is what we are proposing here, and that is why we think
the bill is much stronger for having strengthened those location ef-
ficiency requirements. In effect, this bill defines location efficiency
as part of energy efficiency and the earlier drafts did not. And it
is a better bill now for it.
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Mr. Cray. Thank you for that.

Madam Chairwoman, I see that the bell has sounded for votes,
and my time has expired. Thank you.

Chairwoman WATERS. That is correct.

Let me thank all of our witnesses who have been so patient
today. You have sat through the fact that we had to vote.

It sounds as if, from the testimony that you have given us today,
you all have high hopes for this legislation, is that correct, and that
you will certainly submit to the author and to the Chair any advice
or recommendations that you may have for strengthening the legis-
lation and making it possible to gain the support.

We have some statements we are submitting for the record on
behalf of the National Market Housing Council, the National
Apartment Association, any others? Without objection, they will be
submitted for the record.

I would like to thank you all for your participation today, and
this committee is adjourned.

[Whereupon, at 4:39 p.m., the hearing was adjourned.]
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Chairman Waters, Congressman Perlmutter and Committee Members—

1 am Scott Bernstein, President of the Center for Neighborhood Technology in Chicago,
chairman of the Surface Transportation Policy Partnership, and Secretary of the Institute for
Location Efficiency. I've served on several relevant federal and Congressional advisory
panels, and I thank you for the opportunity to testify today on the proposed bill HR2336. My
full qualifications are in the Appendix to this testimony.

Basic Response to Your Key Questions

e Do making energy efficient improvements to homes have negative impacts on low-
income communities?

& What are the benefits to low-income communities if Congress passes the GREEN Act
and HUD moves forward with programs to create more sustainable communities?

¢ How will underwriting energy efficient and location efficient mortgages change
America's urban landscape?

e What affect does "Green" development have on low and moderate Income
households and communities?

s  What affect will "green" development and "green" initiatives have on communities of
color?

Our basic finding is that cost-effective energy efficiency and strategies for supporting and
enhancing location efficiency by maintaining and enhancing transportation choice, lower the
cost of living and therefore can reduce financial risk and increase wealth for low and
moderate income households and people of color through significant reduction of well-
documented income disparities. The cost of living benefit is in the range of 10 to 20 percent,
or roughly one-half of the measured income disparity between minorities and non-minority
households. This is sufficiently significant that energy efficiency and location efficiency
should be seen as essential household economic security tools. This also implies that
reinvestment oriented smart growth isn’t a cost, it’s an investment that will pay permanent
returns, both environmentally and financially. This finding is detailed on pages 18-20.

In summary, we support this bill with the following suggestions—

1. Define energy efficiency to include location efficiency, a measure that takes
transportation efficiency into account.

2. Define location efficient mortgages to take location efficiency value into account
as a place-based benefit that helps offset the otherwise-fixed costs of housing

3 Provide parity in treatment, both analytical and in providing federally defined

financial services incentives, between Energy Efficient Mortgages and Location
Efficient Mortgages, in a manner that does not inadvertently support sprawl or
raise the cost of living for borrowers

4. Improve the method of identifying Geographically Underserved Markets by
Government Sponsored Enterprises so that the calculations are performed at both

- the Census Tract and Census Block Group levels of analysis

5. Require that both EEMs and LEMs become universally available features of any

federally-approved automated underwriting systems
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10.

I

12.

Develop implementation timetables and associated rulemaking with annual
accountable reporting to the designated regulatory agencies and to the House
Financial Services and Senate Banking and Urban Affairs Committees

Identify opportunities to take location efficiency into account when awarding
federally enabled housing subsidy or credit enhancement, in such programs as the
State Qualifying Assistance Plans for Low Income Housing Tax Credits and
Section 8 housing assistance vouchers, and in any future project-based assistance
provided through HUD; and implement these opportunities

Support research that easily discloses the impact that sprawl and decentralization
have had on creating the so-called Drive “til you Qualify housing market and the
associated burdens this impact creates across all incomes

Require that Consolidated Plans include an analysis of transportation cost
burdens and methods of alleviating these burdens, and that they be prepared in
coordination with each metropolitan region’s Long Range Transportation
Improvement Programs and annual Transportation Improvement Programs
Strengthen and continue the joint planning and research efforts started in 2008
between HUD and DOT as required in the FY2008 appropriation to better
disclose the value of transit oriented development and good transportation
choices to helping reduce the cost of living, and use this mechanism to help set
cost of living reduction goals for the sum of housing and transportation
expenditures.

Use EEMs and LEMs and in general, strategies to reduce exposure to the costs of
energy and transportation as an essential part of a high-priority approach to
prevent future mortgage delinquencies, defaults and/or foreclosures, and to
promote household economic success.

Provide robust support for incorporating the knowledge of the value of both
energy efficiency and location efficiency through federally supported counseling
standards and programs, as suggested in Section 9'’s proposed = education
campaign.
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Energy Use in American Households is both Home Energy and Transportation Energy
in Equal Measure—Which Affects Credit Quality and Ability to Pay

At this moment in time, a tremendous bandwagon of interest, attention, capital and policy has
been assembled around the notion of “green buildings.” In a sense, the green buildings
movement is oriented around a single question of “what to build.” Standards for green
buildings, such as USEPA’s Energy Star, the US Green Building Council’s LEED ratings,
the American Institute of Architect’s Architecture 2030 standards, and the imminent revision
of the American Society of Heating, Refrigeration and Air Conditioning Engineer’s 90.1
Standard proliferate, along with an equally bewildering set of targets for baseline energy
consumption and carbon emissions. As of this writing, almost 1000 mayors have signed the
Mayor’s Climate Protection agreement, and a review of the city-by-city commitments reveals
an overwhelming concern with the energy efficiency of buildings; in a few cases, particularly
where the local energy utility is municipally-owned, there’s a major focus on green power;
all cities are committed to “lead by example” by greening their own buildings and fleets; and
only in a handful are there significant commitments to reducing transportation emissions
area-wide.

The Residential Energy Consumption Survey conducted by USDOE finds a typical
household uses roughly 100 Million BTUs (British Thermal Units) of energy for cooking,
space conditioning, lighting and equipment, per year.

The Energy Information Administration of USDOE estimates in 2001 the average American
household drove 21400 vehicle miles per year.

The Federal Highway Administration’s annual estimate of travel in 2006 for urbanized areas
was 23.2 vehicle-miles traveled (vint) per capita per day, x 365 days per year x 2.6 persons
per hh, yields---22,017 vehicle miles per year, a close correspondence.

In 2005, EIA stated that—

“For consumers, energy costs are a foremost concern. Transportation costs have increased
due to many factors related to travel and prices paid for transportation fuel, while being
somewhat offset by improved fuel economy. In 2001, consumers paid nearly equal amounts
for energy used for household services (ranging from cooking and water heating to
refrigeration and lighting) and for personal transport. The average household spent $1,520 on
fuel purchases for transport and remitted $1,493 for household services, just $27 more per
year, as measured in nominal dollars.

By contrast, an average household paid $1,174 for passenger travel in 1994, while having
paid $1,620 for household services in 1993 - a year in which heating and cooling seasons
were well within 30-year norms. It can be argued that, based on those statistics, what
America drives on its roadways has become as important energy-wise as what heating
equipment it places in its basements and appliances in its electrical sockets.”

At a vehicle efficiency of 25 MPG, the typical household will use as much energy for
transportation as for home energy purposes if they travel 17,600 miles per year, and at 20
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MPG, the numbers are equivalent (home energy use vs per-household transportation energy
use) at roughly 15,000 miles per year respectively.

Without quibbling, 1 suggest that the numbers are for practical purposes identical—
Americans use as much or more energy for transportation as for home energy purposes.

Consider the following two maps. On the left, the map depicts areas where households drive
less than 15,000 miles per year in greatet Chicago in light green. On the right, we’ve coded
areas where households spend less than $1900 per year for gasoline in yellow or orange; in
the red areas, households are spending between $4,000 and $6,000 annually

P G,

The bill should adopt a definition of energy efficiency that includes location efficiency.

For the purposes of defining efficiency in the use of transportation energy, a benchmark
should be established of total energy use and energy use in units of energy per passenger
mile.

We Know Hoew to Measure Transportation Efficiency—and It’s a Function More of
Metropolitan Quality and Cheice than of Income and Household Size

Unlike the consideration of energy used in buildings and by equipment, there has been no
generally accepted measure of urban efficiency, such as that which “energy utilization per
unit of activity” or “energy efficiency” provides for these other uses. Current energy and
climate policy treats urban efficiency as of peripheral interest, and mistakenly equates it with
the thermodynamic efficiency of transportation power sources. Unfortunately, engines come
with automobiles, and even at today’s relatively high fuel prices, the cost of gasoline
averages just 20 to 30 percent of the full direct cost of household transportation.

Much as is the case for the reduction of criteria air pollutants, the reduction of energy use and
of carbon emissions from transportation rests on the construction of a three-legged stool:
cleaner or more fuel-efficient vehicles, cleaner or lower carbon-intense fuels, and reductions
in extent of travel or vehicle-miles-traveled.

Getting at this third component has been a challenge. Many factors determine the need to and
extent of travel: urban form, extent and quality of amenities, location of employment,
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availability of public forms of transportation and their frequency and hours of operation, and
the income and size of households all influence the measured extent of travel.

Several of us started a conversation about this in the mid-1970s, and various attempts were
made to measure or model VMT per houschold as a predictable function of these factors.
With the advent of geographic information systems in the early 1990s, it finally became
possible to do this reliably at a relatively fine grained resolution, but it took from 1994 to
2000 to do so with sufficient rigor to satisfy almost 100 peer reviewers, and the results were
not published for an additional two years (Transportation Planning and Technology 2002).
That study acquired six million households worth of measured VMT and automobile
ownership data and using statistical methods, developed a formula that correctly predicted
VMT per household per year from 80 to 93.5 percent of the time, as a function of
neighborhood characteristics, controlling for income and houschold size, validated at the
Census tract level of geography. Subsequent work showed that these models could be
constructed using Census data at the block level of geography, and this was validated first for
the Twin Cities, then for a sample of 28 metropolitan areas, and this year upgraded to 52
“metropolitan regions across the US with half of the total national population (Brookings
2006, Center for Housing Policy 2006, Center for Neighborhood Technology and Brookings
2008).

This knowledge helped us model the relative value of a “all three legs” strategy for the
Presidential Climate Action Plan earlier this year. The results are that a 1.15 percent annual
decrease in VMT and a 4 percent annual improvement in passenger fleet efficiency
numerically produce the same result. New data from the Federal Highway Administration
shows that from March 2007 to March 2008, total VMT in the US dropped 4.3 percent.

With the release of the location efficiency data through this web site, https://htaindex.cnt.org
there is now a basis on which widespread measurement of location efficiency can be used to
assess the travel demand implications of various types of growth. This can be used on the one
hand to look at the greenhouse gas results of various patterns of land use and associated
transportation, and on the other to understand the cost of living implications of these same
patterns. The web site currently includes this data for 55 metropolitan regions that include
one-half the U.S. population, and by July will be updated to include all 337 consolidated
metropolitan areas with 84 percent of the population, respectively.

So location efficiency is the key to complementing the question “what to build” with the
equally important question of “where to build it,” and “with what form, at what scale, and
with what supportive amenities.”

The Mortgage Market Needs Innovation that Protects Consumers

Every minute in America, another 10.2 homes are sold, 622 per hour, 14,950 per day, or 5.5
million per year. 89.5 percent of these are existing homes and 10.5 percent are new homes. In
the typical community, it takes between 5 and 7 years for 50 percent of properties to change
ownership. Over 67.8 percent of American households own a home, up from 44 percent in
1940 but down from 69 percent in 2005. Owning a home is the most available and likely
pathway to wealth accumulation, and the bedrock of the so-called American Dream.
Residential property is also the largest component of tangible wealth in the fixed assets
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accounts of the National Income and Product Accounts, accounting for some $17.5 trillion or
43 percent of total tangible wealth in 2006.

There are 126 million homes in the US stock, and we are adding 1.8 million per year worth
$800 Billion, while losing $250 Billion per year to depreciation.

There are 216 million household vehicles in the US stock worth $1.4 Trillion, we’re adding
55 million per year, or 100 per minute, worth $774 Billion per year, while losing $323
Billion per year to depreciation.

With these flows of transactions and stocks of capital, it's not hard to see that modest
improvements in the energy efficiency of these assets could potentially add up significantly.
It’s also not hard to see that investments in homes add more to both the national and to
personal wealth than do investments in vehicles, but that we’re adding to the stock of each in
roughly equal amounts.

Definition of a Location Efficient Mortgage®

A location efficient mortgage is a mortgage in which a borrower’s ability to pay is
determined in part by the inclusion of a “location efficient value” that takes into account the
expected annual travel demand per household and the expected automobile ownership of
households in immediate vicinity of the proposed purchase. There are three ways in which
this can be accomplished. The preferred method is to use this expected value to estimate a
fixed location-related benefit that will offset the traditional estimation of fixed costs, usually
calculated as the sum of Principal, Interest, Taxes and Insurance, by an estimated amount,
such that the ratio

(PITI minus L)/Income
is less than or equal to a benchmark amount.

This is essentially the method used in pilot programs for both Location Efficient Mortgages®
(Chicago, Seattle, San Francisco, Los Angeles) and Take the T Home Mortgages (Boston).!

The second method is to assign a fixed amount of savings associated with proximity to a
stop, either rail or bus, on a scheduled mass transportation route, and then to add this amount
to a proposed borrower’s income. The principle a borrower would be eligible for would then
be modified according to the formula

PITY/(Income +L)

is less than or equal to a benchmark amount. This is the formula used for the Smart Commute
mortgage demonstrations that were conducted in 30 locations.

We recommend the former method, for the following reasons—

! In the Take the T Home Mortgage, the sponsoring agency, Mass Housing, prefers to assign the benefit in
such a manner as to lower the down payment to zero.
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e The formula for location efficiency valuation takes into account several key variables
that can affect travel demand, including a small area’s net residential density,
frequency and type of transit service and its connectivity, household size, household
income, and distance to employment, which is used to predict and then calibrate
vehicle ownership and extent of use; and

¢ This formula is the equivalent of an energy audit for a building

The Smart Commute mortgage formula assumes that the value of a location is identical
throughout the US as a function of transit proximity. Our research covering 52 metropolitan
regions with all of the rail mass transit systems and half the population of the US and
covering hundreds of thousands of census block groups, shows this to be an inaccurate
assumption.

The credit stretches enabled by both kinds of mortgages are apparently a safe bet—with
virtually no defaults, the portfolios of borrowers outperformed the market.

However, the largest stretch enabled by a Smart Commute mortgage was $17,000 and the
typical stretch was closer to $12,000, and therefore, it is not likely that the use of this product
resulted in new homeownership that would not otherwise have occurred. The credit stretch
enabled by the LEM and the Take the T Home Mortgage was around $50,000, and therefore,
the increased ability to amortize the mortgage due to the effect of the more accurate valuation
could play a significant role in increasing homeownership and/or in otherwise affecting
location decisions.

Fannie Mae’s stated reason for introducing the Smart Commute Mortgage was ease of
calculation; however, the Location Efficient Value was made available in a one-click lookup
table and was therefore no more difficult than the calculation required for a SCM. At the time
of the experiment, LEVs had only been studied for four regions; they are now available for
52 regions at http://htaindex.cnt.org, and the incremental cost per region to validate
transportation expenditures is trivial-—for example, data for the metropolitan areas of Tuscon
Arizona and San Antonio Texas was added at a cost of $5,000 per region, and the cost of
going from 55 regions to all 337 will be completed in July for a total of $200,000, made
possible with the generous support of the Rockefeller Foundation.

We recommend that our language for defining location efficiency and location efficient
mortgage be adopted in HR2336.

Test Flight for LEMs 2000-2005
Location Efficient Mortgages® are conventional mortgages in which the location efficient
value of an area is counted within the “qualifying ratio” of presumably fixed housing costs to

income in underwriting a prospective borrower’s application.

Three organizations, the Center for Neighborhood Technology, the National Resources
Defense Council and the Surface Transportation Policy Project, formed the Location
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Efficient Mortgage Partnership® to promote the use of this product, and approached the
Federal National Mortgage Association for project sponsorship in 1994. The Partnership was
told that an “underwriting experiment” could be conducted in which a limited number of
mortgages could be issued out of each of the company’s fifty or so Partnership Offices. In a
seminal meeting with the company’s Executive Vice-President for Credit Policy, it was
stated that (1) the theory on which alternative underwriting was proposed seemed to be valid,
(2) a design would need to be identified to help get the product to scale, and (3) as leaders in
the movements to promote transportation reform and smart growth, the company valued our
insights on the likelihood that supportive federal policy including the Clean Air Act
Amendments of 1990 and the Intermodal Surface Transportation Efficiency Act of 1991 were
likely to continue in force for the foreseeable future, which was referred to as a kind of
“societal credit enhancement.”

Encouraged by this meeting, the members of the Institute raised funds from foundations and
the federal government, both to perfect the analysis and generation of geo-coded data bases
of “location efficient values,” to promote further policy development and to help design an
underwriting experiment that could eventually be taken to scale.” The Partnership identified a
unique set of data that could be used both to prove the theory’s validity and to acceptably
reduce underwriting risk. That data is the odometer readings taken in “smog check™ readings
at state-sponsored test stations, and the acquisition of 1 million household records in
Chicago, 2 million from San Francisco and 3 Million from Los Angeles, along with the
statistical method for data verification and interpretation was a major breakthrough in the
state of travel demand analysis.

The Partners used their access to a variety of agencies to promote supportive and tandem
policies. Location efficient mortgages became a feature of state and regional air quality plans,
affordable housing strategies, the White House sponsored National Homeownership
Partnership Strategy, the White House Policy Dialogue on Reducing Greenhouse Gas
Emissions from Personal Motor Vehicles, and the reports of the President’s Council on
Sustainable Development, among other placements. In Chicago, Los Angeles, and San
Francisco, advisory committees of lenders, local governments, developers, employers and
affordable housing advocates developed proposals for underwriting experiments. At Fannie
Mae’s request, a fourth city, Seattle was added to the pilot program.*

Sufficient analysis and program design was completed to proceed with program approval by
Fannie Mae in 1999. A term sheet was issued for the program, and an initial allocation of up
to $100 Million for purchase of location efficient mortgages was made. There were many
false starts—reorganization and staff turnover at Fannie Mae, tension between the traditional
commodity business of providing liquidity to the national market through large mega-
regional purchase offices and the newer network of partnership offices set up to promote

2 Now doing business as the Institute for Location Efficiency

? Initial funding was provided by the MacArthur Foundation, which was followed by grants from the
Surdna Foundation, and allocations by the sponsoring organizations of support provided by the Joyce
Foundation, Energy Foundation and the Nathan Cummings Foundation. Federal support was provided by a
cooperative agreement with the USEPA Offices of Urban Economic Development and Transportation &
Air Quality, the Federal Transit Administration, and the United States Department of Energy, Contract IL
26-6001-01

* Support for the additional analytic work in Seattle was provided by grants from the Bullitt Foundation,
and from the City of Seattle, Office of the Mayor
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innovation were two common problems. There were communications problems between the
recently established partnership offices and headquarters—Ilenders who were solicited for the
program by the local partnership offices later were found unacceptable to headquarters staff.

There were also two large structural problems with the ad hoc nature of the overall
relationship. The LEM Partnership was not a lender, and therefore couldn’t be a “Fannie Mae
customer.” There was also a serious problem with identifying an acceptable path to getting
to scale. Fannic Mae fit the description at the beginning of this paper of an institution
committed to using statistical profiling through credit scoring to establish new ways to take
risk, and their underwriting team’s framework did not include analysis of bousehold
transportation expenditures. That team also claimed that there was no way to migrate our
software for location efficiency valuation to their system—when we pointed out that in at
least one instance, that kind of modification had been made for pilot Energy Efficient
Mortgage underwriting, they softened their stance somewhat.

The project was finally approved for launch in May of 2000, starting in Chicago. The first
borrowers were offered Energy Star refrigerators by the City of Chicago Department of
Planning. Efforts were made to finance the purchase of a deeply discounted transit pass from
the Chicago Transit Authority, whose board kept deferring a vote on the matter. The Chicago
Tribune examined the product, and ran an editorial with the headline, “Skip the Car, Buy a
House.” (The only sour note in the piece was a complaint about the mandatory requirement
for homeowner counseling). After the first year of the program, it appeared that 30 percent of
the borrowers had sold one or more automobiles. VMT reduction was examined and
pronounced significant. In San Francisco and Los Angeles, Fannie insisted that the lead be
taken by Countrywide Mortgage, and the people assigned from that company were not nearly
as enthusiastic as their CEQ, despite a bona fide offer from State Treasurer Phil Angelides to
incorporate LEMs into the State of California’s structured conduit financing.

For obscure reasons, staff at headquarters was not interested in taking the experiment to the
next level. There was a complaint that the modeling was too complex, even though there
were no complaints from users of the simple web site set up to generate the location efficient
values. When long-time CEO Jim Johnson was succeeded by Franklin Raines, Raines
expressed interest in a position that the company could take in the emerging market for
greenhouse gas emissions reduction, and hired the firm of Cantor Fitzgerald to help perfect
the company’s opportunities.” Surprisingly, the company announced they were rolling out a
new experiment, to be known as the Smart Commute Mortgage. The basis for valuation for
this one would be simply location within a % mile or sometimes a % mile radius transit zone,
for which an amount of between $200 and $250 per month could be assigned as a form of
income in a qualifying ratio. Smart Commute “roll-outs” occurred across the country,
typically an announcement involving a chief elected officer such as a mayor, an initial
borrower, and one or more members of Congress. Anecdotally, mortgage volume was
modest, perhaps 30-50 mortgages at each of 40 locations. Again anecdotally, there were few
or no defaults; in this case, not surprising, since the terms of the Smart Commute mortgage
represented a more conservative lending policy—counting the valuation as income put that
number in the denominator, where it was worth 28 percent as much as if had been put in the
numerator as an offset to the sum of Principal, Interest, Taxes and Insurance.

* Fannie Mae was subsequently awarded a patent for their greenhouse gas measurement and verification
protocol.
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On average, it’s estimated that the credit stretch of the Smart Commute project was in the
range of $10,000 to $17,000 per mortgage, as compared to a range of $20,000 to $50,000 for
LEMs. With the former range, it’s not likely that the extra credit stretch actually produced an
Increase in homeownership; this could also be said of the Energy Efficient Mortgage, where
the typical additional credit amounted to $8,000 per loan or less. There was one more
additional LEM type program initiated, the Take the T Home Mortgage, sponsored by the
Massachusetts Housing Finance Agency and the MBTA. What they offered was an LEM
with a mandate to provide evidence of regular transit ridership, which the MBTA facilitated
by approving the kind of linked and discounted pass that the Chicago authority had not seen
fit to accept. The chart below compares the characteristics of Conventional, Energy Efficient,
Smart Commute, Location Efficicnt and Take the T Home Mortgages.

Qualifying
Ratio=
PiTHine

Debt Coverage

Basis for Energy None. - Home None Noneg
denefit - o ) Energy k
Rating
System Score
55

Borrower None ©$6-$10,000 $8-15,000

(Vahxc«Addcd ;

(Note: PITL is Principal, Interest, Taxes & Insurance, Inc is Income, T is Houschold
Transportation Expenditures, L is Location Efficient Value, LEV is also Location Efficient
Value).

How well did these loans perform? From 2001 to 2004, in

«  Seattle, 24 LEMs, zero delinquencies or defaults, no foreclosures

> Chicago, 41 LEMs, zero delinguencies or defaults, no foreclosures

= Boston, 53 Take the T Home Mortgages, 1 default, no foreclosures

= San Antonio, 100 Smart Commute Mortgages, no defaults, no {oreclosures
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Some Lessons from the LEM Experience

There were some obvious complexities in establishing this program A mortgage product that
could potentially provide multiple benefits—such as increased homeownership opportunities,
bridging the affordable housing gap, reducing travel, reducing emissions, and playing a role
in reversing sprawl—couldn’t be counted on to do any of them in depth. The project sponsors
were not lending institutions and had little standing in the secondary market. At the end of
the day, the good will expended in securing federal support for this program including from
the offices of the President and Vice-President counted insufficiently to get the company to
take the program to scale.

Perhaps also this wasn’t a true experiment. Besides the lack of a transparent mechanism that
to this day prevents us from fully evaluating the results, it was designed to enable fast growth
through a top-down decision by the leading secondary market lender. Other methods could
have been used, including:

s Simultaneous offerings by other GSE’s, including Freddie Mac, the 12 Federal

Home Loan Banks, and Ginnie Mae/FHA;

Joint marketing with efforts to promote employer-assisted housing;

Product re-design as an energy and location efficient mortgage;

The development of an independent secondary market lender as a conduit;

The establishment of a method of tagging conventional loans made in locations

with high Location Efficicnt Values to more quickly create deal flow at scale; and

» The creation of enforceable targets either by Congress (which could occur in the
annual reviews of GSE responsibilities to “geographically underserved markets™)
or by one or more of the bank regulators,

among other ideas.

Our Official Definition of Housing Affordability is Antiquated and is Part of the
Problem

Historically, both housing affordability and mortgage debt service coverage derive from an
old adage, “a week’s work for a month’s rent.” While this ratio has crept up from one dollar
out of five to 30 percent or more today, the principle remains the same—a standard ratio is
used, such as the ratio of the sum of contract rent plus utilities to income—to determine
affordability officially.

These ratios are used typically to

» Describe a typical household’s housing expense

*  Analyze trends & compare different HH types

*  Administer rules defining who can have subsidies

+ Define housing needs for public policy purposes

»  Predict the ability of a HH to pay rent or mortgage, and/or
¢ Select HHs for a rental unit or mortgage

12
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The problem with the standard definition is that it ignores the very physical need to travel,
and with the increasing expense of travel, it signals an incomplete (or asymmetric) picture to
sellers and buyers of housing services.

Financial services provide access to information that can be used by borrowers, lenders and
investors to decrease risk and/or increase opportunity

The range of such services is from everyday financial counseling services and home
economics courses to consumer credit, secured mortgage lending, and more complex
secondary or wholesale market transactions designed to increase overall liquidity in the retail
lending marketplace.

The sclf-amortizing mortgage as we know it today was introduced by the Morris Savings
Banks in the 1910s, replacing cash and contract sales; prior to that time, the top uses for
consumer credit were for fumiture and musical instruments. The automobile industry
financed studies at Columbia University to develop an analogue and by 1920 the top two uses
of consumer credit were home purchases and financing automobiles.

As a result, the percentage of consumer expenditures for various items changed starkly. In
1920, 41 percent went for food, 27 percent for housing, and 3-5 percent for transportation; by
2006, those percentages had flipped—food was down tol6 percent, transportation outlays
had risen on average to 15-35 percent, while housing remained relatively constant 25-35
percent, respectively.

A variety of mechanisms were created during the Depression to help finance home purchases.
But public policy was aimed at expanding metropolitan regions, and both publicly financed
infrastructure investments, such as for transportation, electricity, water and sewer, and private
investing in energy infrastructure and telecommunications, and importantly, for access to
credit, were increasingly aimed outward to the suburbs at the expense of older and more
urban areas, a process known as redlining. Vibrant community-based and national
movements succeeded in new laws being passed to both disclose the origins and geographic
destinations of the funds banks depended on to anchor home mortgage lending, and to
determine accountability and performance for affirmatively meeting the credit needs of their
primary service territories. It seemed like the stage might be set for both halting sprawl and
greenlining our existing communities.

Several factors prevented this from occurring optimally.

First, home mortgages had become commoditized within narrow product definitions.

Funds for home mortgage lending increasingly came from mortgage-backed securities issued
by Government Sponsored Enterprises, including Fannie Mae and Freddie Mac, which
purchase from the general market, Ginniec Mae, which purchases from the Federal Housing
Administration, itself a federal enterprise that insures riskier mortgages, and the 12 Federal
Home Loan Banks, regional credit cooperatives that emerged from the original Federal Home
Loan Bank Board after the FIRREA legislation helped restructuring the failed savings and
loan industry. These enterprises set the rules by which loans are available, and they are
accountable for meeting safety and soundness criteria, a set of risk-performance measures.
These criteria do not take into account the extent to which operating costs for buildings such

13



39

For more information, Scott Bernstein can be contacted at 773 269 40335, scott@cnt.org

as energy and water services, and operating costs for families such as transportation
expenditures, appear to vary by location and availability of travel choices. The failure to take
these into account prompted one popular writer to quip that the regular reporting of new
home starts is probably a better indicator of sprawl then of financial well-being (James
Kunstler, The Geography of Nowhere, Free Press 1994).

Second, building at urban scale seems harder and more expensive than at suburban scale.

The cost of assembling land is among the top concerns of investors representing $717 Billion
in commercial equity and $4 Trillion in annual debt. Land plus infrastructure represents
roughly 40-50 percent of the cost of development. The capacity to develop efficient
comimunities at scale is limited, but even more so are the opportunities to do this in places
where it will do the most good. These same developers and investors express a consistent
preference for mixed use, infill transit-oriented development, and a modest emerging interest
in a “green building” product, but so far the portion of their available resources so devoted
has risen from 3 percent to just 5 percent in the last 10 years (PricewaterhouseCoopers and
ULLI, annual, 1999 to 2008. Driven by an aging population organized in smaller households,
America’s 3300 existing and 700 developing transit-oriented station arcas could
accommodate 25 percent of the increased demand for housing by 2030 (CNT and CTOD
2006).

Third, trends in public policy and in mortgage lending and purchasing have favored
information-rich approaches to underwriting risk. Traditional screening formulas such as
loan-to-value ratios and qualifying ratios (which measured the expenditure of allegedly fixed
expenses for principle, interest taxes and insurance, to income) were supplemented and in
some cases supplanted by automated credit scoring. To hedge the additional risk in lending to
lower and moderate income borrowers, credit scoring was often paired with home owner
counseling and financial literacy courses. Again, the analyses underlying these new tools
failed to capture the cost of utility services or of transportation, and as these costs grew, the
rate of delinquencies, defaults and occasionally foreclosures grew in tandem (Mortgage
Bankers Association of America, 2006).

Fourth, methods of financing and policies to promote transportation and land use networks
that provide optimal choice for households were largely lacking.

The Defense Highway Act of 1944 became the basis for the Interstate Act of 1956, and was
totally oriented toward high capacity highway networks. No such mechanism was created for
urban or metropolitan mass transportation (Bernstein et. al., Brookings 2003). The ISTEA
legislation of 1991 did provide enabling flexibility for states and metropolitan planning
organizations to use highway funds for this purpose, but few took the bait. The Urban Mass
Transit Act, later the Federal Transit Act, is oriented around providing modest funding for a
handful of cities per year, but on a project oriented, not a planned outcome basis. None of the
enabling energy policy acts of the 1970s or the more recent acts in 1992 or 2007 gave the US
Dept. of Energy a mission to support urban, community, metropolitan or place-based energy
strategies, let alone place-based transportation choices. Both state and local governments and
private markets are dependent on the federal statistical system to track household income and
expenditures, but there is not a single person we can identify in that system devoted to full-
time reconnaissance of transportation and energy expenditures on a small area basis, and
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even the tracking of housing expenses within metropolitan areas is on too broad of a basis to
be useful in helping consumers identify affordable choices.

Lack of Attention to the Information Challenge Supports Bad Decisions

Some of this is the fault of traditional approaches—housing affordability for over a century
has been defined as “a week’s pay for a month’s rent.”

But what happens when the “rent” includes a previously ignored component that is rising in
price faster than the home or apartment itself?

The economics profession calls this situation, where essential consumer information is
excluded, and sellers know more than buyers, an information asymmetry. The formalization
of this insight led to the Nobel Prize in economics being awarded to Joe Stiglitz, Frank
Spence and George Akerlof in 2001.

It seems that the entire process of signaling the cost of residing in a location meets this
description. Housing affordability indexes do not include these expenditures, the popular web
sites Realtor.com and Zillow.com do not address them, and no current publicly available
source of information on these expenditures is available in close to real time.

One significant result of this process has been the support of a real estate market that over
produce housing opportunities in distant locations, known as the “drive ‘til you qualify”
market.

A study for the Center for Housing Policy documented that the effect of such a market was to
drive the cost of transportation for working houscholds who “drive ‘til they qualify” as high
as or higher than the cost of shelter (Center for Housing Policy 2006).

This study was based on an exhaustive review of the science of location efficiency, which
involved determining the extent to which neighborhood characteristics and household
characteristics each determine the demand for transportation. Traditionally, it has been
assumed by planners and scientists that the latter dominated, e.g., that income and household
size explained the variation. The location efficiency baseline study showed that the opposite
was true, based on a study of 1 million household driving records in Chicago, 2 million in
San Francisco and 3 million in Los Angeles (2002). An algorithm was developed that reliably
predicted household automobile ownership and extent of driving, measured as vehicle-miles-
traveled, between 80 and 92 percent of the time. With the support of the Brookings Urban
Markets Initiative, methods of using generally available data were developed and applied to
52 metropolitan regions, and a new Housing+Transportation Affordability Index web site
released in April 2008 puts this data and the ability to map it into the public domain.

Based on the data we’ve generated for these regions, it appears that for working families
earning $20-$35,000 per year, the sum of Housing + Transportation Costs amounts to two-
thirds of income, and for those earning $35,000 to $50,000, to three-fifths of income,
respectively.

How This Affects Our Perception of Housing Affordability
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The large programs available for subsidizing the costs of housing, such as Low Income
Housing Tax Credits and Section 8 rental assistance vouchers, utilize the official definition of
“housing affordability” as housing that costs a renter or borrower 30 percent of income or
less. In a marketplace where the lowest price land results in the highest priced transportation,
officially affordable housing is sited in unaffordable places, and vouchers are used to acquire
“affordable” housing at unaffordable prices subsidized with federal appropriations.

For the 52 regions in our sample, we measured household VMT per year at the Census block
group level. There are 109,950 block groups in these 52 regions, comprising 57.6 million
households or one-half of the U.S total. '

For the purposes of illustration, let’s assume that the median US household income is
$50,000.
In our 52 region sample, 59 percent of the households in total earned less than $40,000.

The portion of these regions where households drove more than 15,000 miles per year
amounts to 84 percent of the total land available, and in this portion of these regions, the
population was 28 million households, of which 7.9 million, or 28.5 percent, earned less than
$40,000 annually.

The portion of these regions where households drive more than 17,600 miles per year,
amounts to 76 percent of the total land available, and in this portion of these regions, the
population was 17.3 million households, of which 4.3 million or 25.1 percent, eamed less
than $40,000 annually.

The current method of assessing the degree to which mortgage purchases by GSE’s
addresses geographically underserved markets is to look at lending activity by GSE’s to
households earning 80 and 90 percent of arca median income at the Census tract level.
However, tracts can be quite large—in our 52 region sample, the average tract size in central
cities is 565 acres, and in suburbs is 7366 acres. By contrast, in central cities the average
block group size is 189 acres and in suburbs is 2350 acres, respectively.

We recommend that the bill include language to require that oversight on geographically
underserved markets be analyzed at both the tract and the block group levels; both kinds of
data are published by the Census and therefore the extra cost should be trivial, while the
value of improved ability to target underserved markets in an accountable framework is high.

What this New Knowledge Could Mean for Mortgage Lending

Until the development of the web site, there was not reliable basis for assigning likely extent
of and cost of travel to small geographic areas.

With this assignment, not only can household travel costs be reliably predicted, but so can
greenhouse gas emissions, which are a product of carbon content of fuel, efficiency of energy
use, and extent of driving.

When mapped, these two main outcomes of location efficiency show remarkably similar
profiles.
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e The more efficient an area, the lower the cost of transportation to a household, and
* The more efficient an area, the lower the emissions per household.

The Mortgage Innovations in This Bill Have Been Around Since the mid-1970s and
Tested—We’re In a Crisis and Need to Act Accordingly

To address the questions posed by the Committee regarding impact on communities of color,
we examined recent data for the Chicago metropolitan area from the American Community
Survey for 2007. We assembled data on the distribution of incomes for White, Hispanic and
Black & African-American households and asked the question, how does the distribution of
location efficiency benefits affect these households, and how much they be further affected
by investments in energy efficiency? .

The median income for All households in 2007 was $58,946. This was composed of

¢ Median income for White households of $67,086,
» Median income for Hispanic and Latino households of $46,460, and
+ Median income for Black and African-American households of $35,643, respectively

We then examined a range of actual savings that occurs from location efficiency, which
results in lower automobile ownership and fewer miles driven per household per year.

We used a formula to estimate savings developed by the Federal Highway Administration. In
2008, the fixed cost of driving was $5,078 per vehicle, and the variable cost per mile reflects
a typical urban vehicle efficiency of 20 miles per gallon of fuel, $4 per gallon and 12,000
miles per vehicle per year. This yields a gross Location Efficient Value of $625 per
houschold per month that is potentially avoidable. To avoid overstating the benefit, our
calculation assumes that a family seeking a more location efficient location to reduce their
transportation expenditures will also need to increase their use of mass transportation. This
could be seen as the nced to purchase two monthly passes at $75 per pass; or alternatively,
one monthly pass and one membership in a car-sharing organization, such as Chicago’s I-Go
Car-Sharing, the Bay Area’s City Car Share, the Twin Cities Hour Car, Philly Car-Share, or
the for-profit Zip-car. In either case, this reduces the gross LEV from $625 per month to
$475 per month.

We can also use the same method to address the potential impact from energy efficiency
investments through an Energy Efficient Mortgage. Typical energy bills for a single family
home in the Chicago metropolitan area are $120 per month for electricity, and $180 per
month for natural gas. The cost of reducing this by one-third is about $10,000, or by one-half
for $25,000 respectively. It should be noted that the costs for conserving by these amounts in
multi-family housing are much less: the Cook County Energy Savers Fund is achieving one-
third savings for $3,000, and one-half for $5,000, respectively. In any event, the amount
saved represents what might be called an Energy Efficient Value of an additional $100 to
$150 per month.

These benefits are non-rival, that is, one can save money on the cost of driving without
affecting the costs for natural gas and electricity, and vice-versa.
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For illustration, we’ve assembled the rough result in a chart.
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This chart shows the following:
Absent any assigned value for location efficiency or energy efficiency,

e Median income White households can afford the median value homes of $247,000;
e Median income Hispanic households can only afford a $200,000 home; and
s Median income Black households can only afford a $150,000 home, respectively.

However, when a value is assigned for Location Efficiency Value, Energy Efficient Value, or
both as a combined Location and Energy Efficient Value or LEEV,

¢ Median income Hispanic households can potentially afford a median value home if
their LEEV is $245 per month or greater; and

e Median income Black households can potentially afford a median value home if their
LEEV is $515 per month or greater, respectively.

These LEEVS can be achieved as a combination of energy efficiency packages, transportation
improvements or both. To achicve the energy efficiency savings will take homeowner
investments in the range of $10,000 to $25,000, or at current interest rate of 5.5 percent and a
30 year fixed-rate mortgage, a monthly payment of $57 to $154 per month, or less if these
investments can be subsidized through such programs as the Weatherization Assistance
Program, utility-based demand side programs, or any of the proposed HUD and DOE
programs that are authorized under the American Recovery and Reinvestment Act.

Finally, we also examined trends in where foreclosures have occurred, annually, from 1998
to 2008.

Whereas foreclosures were much more likely to occur in the central city from 1998 to 2005,
this clearly started shifting in 2006, and the fastest rate of growth is clearly now firmly in the
suburbs, and tends to be centered in the suburbs with the least amount of location efficiency
and the highest cost of driving, This mirrors research findings from metropolitan areas in
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California and Arizona prepared by the Federal Réserve Bank of San Francisco, and my
investigative newspaper reports prepared in Atlanta and Houston from public records.

- sy T Racent Residental Morigage Foreckosures
Recent Residential Mortgage Foreclosures @ : Chicago Region, 2008

Chicago Region, 1938 CNT®

We are not saying that transportation costs by themselves caused the foreclosure crisis—sub-
prime lending, and excessive extension of credit by banks to borrowers with too little
coverage were the major culprits. But with the primary reason for mortgage application
rejection for first-time home buyers was too much use of consumer credit, and the principle
use of consumer credit is for vehicle ownership, then it should be no surprise that this
excacerbated the financial pressures on families.

It also means that any long-term solutions to the mortgage crisis need to take these extra
pressures due to rising household transportation and energy expenditures into account. Since
current solutions do not, there is continued risk in the marketplace. One director of a State
Neighborhood Stabilization Program told me that their program was spending $150,000 to
$200,000 per household to get foreclosed households back into rehabbed homes they had
been evicted from, and stated that if gas prices peak again, as they most surely will, there is a
risk of having to do it all over again.

To summarize, the immediate benefit of the GREEN Act’s energy efficiency and mortgage
provisions is to reduce the risk of further financial stress to low and moderate income
households and communities of color, which in our example have median incomes in the
range of 60 to 80 percent of those of White households, respectively.

In the longer run, the impact will be to lessen these income disparities by lowering the cost of
living permanently, in the range of 10 to 20 percent; or to put it another way, by increasing
disposable income for these target populations by 10 to 20 percent, tax-free.

Recommendations
The innovations represented by Energy Efficient Mortgages and Location Efficient
Mortgages date back to the mid-1970s; the gasoline price crisis and the foreclosure crisis

require urgent action. Therefore, in summary, we support this bill with the following
suggestions for improvement—
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1. Define energy efficiency to include location efficiency, a measure that takes
transportation efficiency into account,

2. Define location efficient mortgages to take location efficiency value into account
as a place-based benefit that helps offset the otherwise-fixed costs of housing

3. Provide parity in treatment, both analytical and in providing federally defined

financial services incentives, between Energy Efficient Mortgages and Location
Efficient Mortgages—the bill as drafted grants credit toward Community
Reinvestment Act performance for EEMs and should do the same for LEMs

4. Improve the method of identifying Geographically Underserved Markets by
Govemnment Sponsored Enterprises so that the calculations are performed at both
the Census Tract and Census Block Group levels of analysis

5. Require that both EEMs and LEMs become universally available features of any
federally-approved automated underwriting systems
6. Develop implementation timetables and associated rulemaking with annual

accountable reporting to the designated regulatory agencies and to the House
Financial Services and Senate Banking and Urban Affairs Committees

7. Identify opportunities to take location efficiency into account when awarding
federally enabled housing subsidy or credit enhancement, in such programs as the
State Qualifying Assistance Plans for Low Income Housing Tax Credits and
Section 8 housing assistance vouchers, and in any future project-based assistance
provided through HUD; and implement these opportunities

8. Support research that easily discloses the impact that sprawl and decentralization
have had on creating the so-called Drive ‘til you Qualify housing market and the
associated burdens this impact creates across all incomes

9. Require that Consolidated Plans include an analysis of transportation cost
burdens and methods of alleviating these burdens, and that they be prepared in
coordination with each metropolitan region’s Long Range Transportation
Improvement Programs and annual Transportation Improvement Programs

10.  Strengthen and continue the joint planning and research efforts started in 2008
between HUD and DOT as required in the FY2008 appropriation to better
disclose the value of transit oriented development and good transportation
choices to helping reduce the cost of living, and use this mechanism to help set
cost of living reduction goals for the sum of housing and transportation
expenditures.

11 Use EEMs and LEMs and in general, strategies to reduce exposure to the costs of
energy and transportation as an essential part of a high-priority approach to
prevent future mortgage delinquencies, defaults and/or foreclosures, and to
promote household economic success.

Our heartfelt thanks to the Committee for the opportunity to testify in support of this
important legislation today.
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Scott Bernstein is President of the Center for Neighborhood Technology, an urban
sustainability innovations laboratory which develops resources and systems to promote
healthy, sustainable communities by helping local leaders understand and use their hidden
assets; winner of the 2009 MacArthur Foundation Award for Creative and Effective
Institutions, being awarded today, June 11; and publisher (1978-1998) of The Neighborhood
Works, winner of the Peter Lisagor Award for Public Service Journalism. He studied
engineering and political science at Northwestern University and served on the research staff
at its Center for Urban Affairs. He taught at UCLA, was on the Humphrey School Policy
Board at the University of Minnesota and was a founding Board member at the Brookings
Institution Urban & Metropolitan Center. CNT has spent the last thirty years analyzing the
relationships between regionally scaled economic and political systems, and the status of
communities within these regions. Demonstration work in the 1980°s in the fields of energy
efficiency, pollution prevention, stormwater management, recycling and housing
abandonment prevention helped fuel a generation of community development institutions and
learning.

Climate Change and Sustainable Development. President Clinton appointed him to the
President’s Council for Sustainable Development, where he co-chaired its task forces on
Metropolitan Sustainable Communities and on Cross-Cutting Climate Issues with Dr. James
Baker of the National Oceanographic and Atmospheric Administration; and to other Federal
advisory panels on global warming, development strategy, and science policy. His work has
provided leading approaches to urban economic development, resource efficiency, and
transportation; currently, CNT is analyzing Chicago’s carbon footprint for Mayor Daley’s
Chicago Climate Task Force of which he is a member; partnering with the Clinton
Foundation, ICLEI, Microsoft and Ascentium to provide advanced climate change planning
software for the world’s forty largest cities, and co-founded the Presidential Climate Action
Plan, which wrote a “climate change playbook™ for the first 100 days of the Administration.
This assignment also produced a study demonstrating that reducing travel is as important as,
and a necessary complement to cleaner transportation technology.

Transportation Policy: He co-founded the Surface Transportation Policy Partnership in
1990, a national coalition which shifted federal policy toward greater local control, and
currently serves as Chairman. The resulting ISTEA legislation was reauthorized twice, most
recently in 2005. Since 1991, the portion of public dollars spent on enhancing existing
systems jumped from 55 to 80 percent, mass transportation investments rose to record levels,
and a firm basis was laid for promoting wban and suburban reinvestment over
decentralization and sprawl.

Location Efficiency and Affordable Housing: He led the development of the Location
Efficient Mortgage® , a product that increases housing affordability by recognizing the value
of convenient living, which is available in dozens of metropolitan areas, and the new Housing
+ Transportation Affordability Index®™, to help working families recognize the full value of
reducing transportation expenditures. This latter index was used to show that working
families now typically pay more for transportation than for housing, published by the Center
for Housing Policy of the National Housing Conference in A Heavy Load: the Combined
Housing and Transportation Burdens of Working Families. A new web site,
https:/htaindex.cnt.org, provides this index, along with maps and data base access for 52
metropolitan arcas, was released in April with the support of the Brookings Institution. In the
1980s, CNT conceived of and helped lead first a Chicago-based then a national movement
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for preventing housing abandonment through better access to information, pathways for more
responsible ownership, reduction in energy use, and better tax policies—the tax policies
included the creation of low income housing tax credits, which were passed by Congress in
1986 and have anchored the affordable housing finance industry ever since. CNT’s approach
to reducing energy use was awarded the grand prize in the Enterprise Foundation’s National
Cost-Cutting Competition in 1990.

Measuring Urban Efficiency: He helped organize and lead the world’s first study of location
efficiency in metropolitan areas, along with MacArthur Fellow Dr. David Goldstein of
NRDC, Hank Dittmar of the Princes Foundation for the Built Environment-UK, Dr. John
Holtzclaw of the Sierra Club, and Dr. Peter Haas of CNT. This is the first study to provide
firm empirical proof of the relationship between accessibility and convenience and travel
demand on a fine-grained geographic information basis. Tt showed that increases in
accessibility and convenience, a proxy for urbanism, result in significant and permanent
reductions in travel demand. This work was peer-reviewed and published in a supplemental
study for the National Academy of Sciences that provided the nation’s first web-based
calculator for estimating personal and community-level greenhouse gas emissions from
different travel choices. Location efficiency maps and data bases have been assembled for
337 U.S. metropolitan regions and Greater London UK, and independently for 37 Japanese
cities and Paris France to date.

Transit-Oriented Development: He co-founded the Center for Trapsit Oriented
Development, whose mission is to promote TOD as a preferred development form, managing
it to maximize new economic value creation, and implementing TOD in ways that help
communities and investors capture this value systematically. CTOD created the nation’s first
National TOD Database, covering all 4,000 existing and developing TOD sites in the U.S.
These resources provide new performance benchmarks for TOD. With CTOD, ke co-
authored The New Transit Town: Best Practices in Transit-Oriented Development (Island
Press 2005) and Street Smart: Streetcars &Cities in the 21" Century, a winner of the
Congress for a New Urbanism’s Charter Award (May 2007).

Energy Efficiency: CNT has managed large-scale programs in partnership with natural gas
and electric utilities and with foundations to deliver cost-effective energy services for multi-
family, comunercial, not-for-profit and industrial facilities. CNT managed a large-scale
neighborhood-based energy cooperative to deliver targeted services in Chicago’s Latino
Pilsen community, garnering 30 percent participation there. Recently, in partnership with
Commonwealth Edison, CNT demonstrated the effectiveness of offering residential
customers real-time electricity prices on a round-the-clock basis for a four-year period; the
evaluation was positive, and the Ilinois General Assembly and the Illinois Commerce
Commission have ordered the program taken statewide. In partnership with the Robert
Galvin Electricity Initiative and the Electric Power Research Institute, CNT is managing the
Smart Grid Initiative, to identify a set of policies for productive electric grid modemization.
In partnership with the Preservation Compact, CNT Energy is currently managing a one-stop
energy efficiency service to help preserve affordable housing opportunities in Cook County.

Creative Investing: With Julia Parzen, he organized an Urban Sustainability Learning Group
to identify principles for collective efficacy and comprehensive regional performance This
work helped specify the Metropolitan Initiative, to re-craft the relationship between the
federal government and local regions. In 1997-98, the program engaged 1,000 civic leaders
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in twelve urban regions to address the possibilities and identified new strategies for building
effective partnerships to take advantage of both policy changes and market rules; findings are
posted at www.cnt.org/resources . This program was succeeded by the Partnership for
Regional Livability, Current initiatives include (a) the Bay Area Family of Funds, a $200
Million commitment by social investors to enable community-scale investments in mixed
income, mixed use developments in communities in that metropolitan area that exhibit
persistent poverty; resulting investments are meeting a “triple bottom line” set of criteria
around economic, environmental and social equity outcomes, sponsored by the Bay Area
Alliance for Sustainable Communities, Since 1998, institutional investors have invested well
over $10 billion in DBL funds nationally, including nearly $3 billion in DBL funds with a
regional orientation. (b) the Mixed Income Communities Initiative of Metropolitan Atlanta,
intended to foster new approaches to housing affordability through a combination of new
commitments to preventing exclusion, and new approaches to lowering the cost of housing
through new housing products, better technology, better reuse of existing housing and
infrastructure stock and new methods of capturing the value of these economies to the
benefits of residents and communities and investors; and (¢) Clean Air Counts, a broad
Chicago-based scorekeeping coalition devoted to improved regional air quality.

Innovative State and Local Infrastructure Policy: With John Norquist, former Mayor of
Milwaukee, and President of the Congress for a New Urbanism, he is currently leading an
effort to replace aging elevated highways with surface boulevards and mass transportation.
See www.cnu.org He’s also leading efforts to examine innovative transportation as a key to
revitalization in Ft. Wayne, Indiana, Columbus Ohio, San Antonio Texas, Seattle
Washington, Buffalo New York, and many other cities. Recently, with Joel Rogers of the
University of Wisconsin, he has helped develop new leaming networks of 100 self-styled
progressive mayors and 21 governors committed to positive social change through a “high
wage, low waste” economy. .

Awards: Bermstein and CNT eamed awards from the American Society of Landscape
Architects; Renew America; the Enterprise Foundation; the Secretary of Energy; the League
of Women Voters; American Institute of Architects; USEPA; Midwest Energy Efficiency
Association, the Sustainable Buildings Industry Council, and Mayor Daley of Chicago,
among others. In 2006 CNTs office received the coveted “Platinum” rating from the US
Green Building Council, and CNT’s Energy Smart Pricing Plan received the Chicago Sun
Times Innovation Award. Scott is 58, resides in Evanston [llinois & can be reached at
scott@cnt.org . See www.cnt.org and www.cnt.org/resources for more information.
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On behalf of the U.S. Green Building Council’s (USGBC) 20,000
organizational members and nearly 80 local chapters, I would like to thank
Chairwoman Waters and Ranking Member Capito for the opportunity to testify
about the role that the Department of Housing and Urban Development (HUD)
and the federal government can play in improving the energy efficiency and
sustainability of residential buildings nationwide. My name is Doug Gatlin,
and I am the Vice President of Market Development for the U.S. Green
Building Council.

- The Imperative

Green homes are inherently affordable homes. Constructing and rehabilitating
residential projects to green standards can measurably reduce a resident’s
financial obligation to a utility bill, result in long-term durability and ease of
maintenance, and have a positive impact on individual and community health
and well-being. Green homes offer similarly significant benefits for our
environment—comprising a critical part of our nation’s strategy for addressing
climate change.

On thc aggregate, buildings are responsible for 38% of U.S. CO, emissions per
year In addition, buildings annually account for 39% of U.S. primary energy
use;” use 13.6% of all potable water or 15 trillion gallons per yea1,3 and
consume 40% of raw materials globally (3 billion tons annualty).* The BPA
estimates that 136 million tons of building-related construction and demolition
debris are generated in the U.S. in a single year.’ (By way of comparison, the
U.S. creates 209.7 million tons of municipal solid waste per year.”) Itis clear
that we must act quickly to reduce the impact of the built environment on our
planet.

Critically, sustainability is not limited to environmental performance alone, but
rather, hinges on the creation of buildings and neighborhoods that are also
socially and economically sustainable. As such, USGBC strives to integrate the
theories and practices of social and economic justice-within those of
sustainable building. The Green Resources for Energy Efficient
Neighborhoods (GREEN) Act of 2009 (H.R. 2336) makes important and

! Energy Information Administration (2008). Assumptions to the Annual Energy Outlook.

Energy Information Administration (2008). E1A Annual Energy Oudook

* U.8. Geological Survey (2000). 2000 data,
4 Lenssen and Roodman, 1995, “Worldwatch Paper 124: A Building Revolution: How Ecology and Health
Concerns are Transforming Construction,” Werldwatch Institute.
* U1.S. EPA Characterization of Construction and Demolition Debris in the United States, 1997 Update.
$U.S. EPA Characterization of Municipal Solid Waste in the United States, 1997 Update. Report No.
EPAS30-R-98-007.
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necessary progress toward achievement of these broader goals while targeting
- the hard realities of affordability and climate change. ‘

USGBC is particularly encouraged by provisions in the legislation that promise
to advance the market transformation to sustainability by:

s providing needed financing mechanisms, such as energy- and location- -
efficient mortgages, to assist consumers in accessing more efficient
properties;

» supporting states and localities in their efforts to improve the energy
efficiency of homes in their communities through the Residential
Energy Efficiency Block Grant Program;

s providing needed education to consumers and lenders about the
benefits of energy efficiency through green banking centers; and

» empowering the private market to move further and faster by
advancing the federal commitment to green and energy efficient
affordable housing.

By allocating funds through competition based on a host.of priorities in the
public interest, HUD plays a critical role in both defining and delivering
affordable housing. The GREEN Act establishes energy efficiency and green
building generally as key public priorities, and provides a framework whereby
developers can compete to provide the highest quality housing. This public
sector leadership sends a powerful message to the rest of the housing industry,
incentivizes private businesses to become experts in green building generally,
and ensures that low-income families will maintain access to decent, safe, and
affordable housing, even as our society’s standards for what is decent and safe
continue to rise. - '

Demonstrating that Green is Affordable

Affordable housing is not a special building type. Instead, the term describes a
relationship between people and buildings. Congress has determined that for
federally-subsidized programs, the costs to inhabit a residence should not
exceed 30% of the gross annual income for the family living in that residence.
This calculation includes payments for water, gas, and electricity, which can be
significant and unpredictable. Compounding these potential costs, more than
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80 percent of housing units assisted by HUD are 15 to 30 years old,” and many
fow-income housing units are among the least efficient housing in the country.

When paid directly by low-income residents, high utility costs erode and in
some cases entirely undermine affordability. Indeed, low-income households
spend on average 19.5% of annual income on home energy costs, while the
average for median-income households is just 4.6%. These costs can become
an even greater burden on low-income families during the winter mounths,
when home energy costs may climb as high as 70% of monthly income.®

Affordability is similarly in jeopardy where utilities are paid by HUD or
another public agency, as these recurring costs limit the public funds that are
available for the construction and maintenance of affordable housing. Indeed,
HUD spends more than $5 billion annually in direct and indirect utility costs.”
Green building offers opportunities to reduce energy and resource
consumption, enabling lower utility costs and critical savings for agencies and
residents alike,

An affordable housing project developed in Michigan by the Genesis
Nonprofit Housing Corporation demonstrates the economic and environmental
savings that are possible through green building. The project was built in two
phases utilizing the same basic design and the same builder, but phase two was
built to LEED standards and certified by USGBC. Compared to phase one, the
LEED building added just 2% to the initial construction cost, but the owner
reports that in its first two years of operation the LEED certified building
produced an impressive 26% savings on electricity and 41% savings on gas.

Public housing agencies have experienced similar successes. Over the past
two years, the District of Columbia Housing Authority (DCHA) has
implemented major green building improvements in 5,000 units of public
housing across 31 separate properties. These improvements included HVAC
upgrades, new lighting, appliances, and water fixtures for residents. Asa
result, DCHA has reduced its overall utility budget by 24%, from $16 million
annually to $12.1 million in 2008. After paying capital costs for these
improvements, DCHA expects to net approximately $1 million per year
indefinitely. Additionally, DCHA has estimated $2.3 million in annual

7 Harvard University Graduate School of Design, Public Housing Operating Cost Study, June 2003

(last visited Junte 10, 2009). -

g

National Fuel Funds Network, Nationa! Low-Income Energy Consortium, et. al, The Cold Facts: The First

Annual Report on the Effect of Home Energy Costs on Low-Income Americans (2001-2002), available at
hitp:/fwww.nliec.org/facts.pdf. :

? (1.S. Govemment Accountability Office, Green Affordable Housing, GAO-09-46, October 2008,
available af hitp://www.gao.gov/products/GAQ-09-46 (last visited, June 10, 2009).
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operating and maintenance savings from fewer emergency repairs and
replacements, '’

Nationally, nearly 200 energy performance contracts have been undertaken by
public housing authorities, resulting in gross savings to HUD of about $50
miltion annually.” Due to program requirements, there is currently no means
of encouraging similar cost-savings in the 1.6 million units of privately-owned
‘housing receiving project-based subsidies from HUD. The GREEN Act
provides HUD with the needed congressional authority to develop such an
initiative. '

Green Building and Health

Many low-income residents are among our nation’s most vulnerable citizens,
including children, seniors, and persons with chronic disabilities. For these
households in particular, asthma, allergies, and even cancer can result from or
be exacerbated by exposure to toxins in the built environment.

Asthma is now recognized as the leading cause of school and work absences,
emergency room visits, and hospitalizations.’2 Asthma disproportionately
affects children from lower-income families and from specific racial and ethnic
groups.”® According to HUD, approximately 21% of asthma cases in the U.S.
are linked to dampness and mold, at an annual cost of approximately $3.5
billion.** Although these costs are not directly paid by HUD or the federal
government, they are real costs that draw energy and resources from
predominately low-income and minority communities.

While growing anecdotal evidence helps to confirm the health benefits of
green building practices, we need additional, more robust statistical research to
specifically quantify those benefits. HUD is currently undertaking such
research in partnership with the Centers for Disease Control and Prevention.
Additionally, organizations such as the National Center for Healthy Housing
are working on longitudinal studies of the health of residents before and after a
green rehabilitation project, including projects built to LEED standards.

' presentation by the DC Housing Authority at D.C. HUD Field Office Energy Forum, March 18, 2009.

"' GAO, Green Affordable Housing, p15.

2.8, Department of Housing and Urban Development, HUD Healthy Homes Strategic Plan, p3,
September 2008, available at http://www,hud.gov/offices/lead/library/hhi/DrafiHHStratPlan_9.10.08.pdf
(last visited June 10, 2009).

2 U.S. Environmental Protection Agency, Fast Facts on Children’s Environmental Health, 2008, available

at htip://yosemite.epa.gov/ochp/ochpweb.nsf/content/fastfacts.htin (last visited June 10, 2009)
¥ HUD Healthy Homes Strategic Plan, p3.
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With an emphasis on the use of non-toxic materials and proper ventilation,
among other elements, green building targets improved indoor air quality for
residents. Public health demands that such strategies be adopted in both
market rate and affordable housing. Failure to do so would result in an
increasing health disparity for low-income families and have a particularly
pronounced and disparate impact on communities of color, Using 2006
Census data, nearly three times as many blacks (24.3%) and more than twice as
many Hispanics (20.6%) live in poverty as non-Hispanic whites (8.2%). Itis
imperative that these communities share in the financial and social benefits of
modern green building practices. The GREEN Act is an important step toward
achieving this goal.

Challenges in Greening Affordable Housing

USGBC estimates that more than 190 localities have implemented various
green building policies. Many of these local laws apply to affordable housing

“efforts, including one of the earliest right here in the District of Columbia,
which maintains requirements similar to those in the GREEN Act for
affordable housing. These local requirements have not impeded the
development of affordable housing, but rather, have spurred private developers
and public housing authorities to achieve better and smarter results, meeting
both short- and long-term affordability concerns.

While case studies increasingly document the benefits of green affordable
housing, several barriers will need to be addressed to enable the
implementation of green improvements in the whole of the HUD-assisted and
public housing stock. Chief among these is the need to verify that green
measures are conscientiously selected and properly installed to optimize
building performance. USGBC values third-party certification as an important
tool to this end. Importantly, it may prove challenging for public agencies to
ensure that projects receiving credit for green building measures in the funding
application process have properly implemented such measures when
construction is completed many months later.

Additionally, residents and property managers will need training and support
for operations and maintenance issues unique to their green buildings. For
example, broad education will be required to ensure that cleaning and
maintenance practices do not reintroduce toxic chemicals or products into a
building, compromising indoor air quality measures that have a heightened
benefit for low-income families. This challenge is not unique to HUD or to
affordable housing, but is simply a reminder that a sustained commitment to
building operations and maintenance is required to achieve the benefits of
green building throughout a building’s life cycle.
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Tools for Greening Affordable Housing

LEED for Homes

First released in 2000, USGBC’s LEED Green Building Rating System® was
otiginally focused on the commercial building sector. Tn subsequent years,
USGBC has developed additional systems for other market sectors, including
the launch in 2007 of a residential rating system. LEED for Homes is based on
the successful LEED model, but with a number of changes intended to
minimize the costs of certification and verification while still demonstrating a
level of confidence in the final result. This rating system was designed with
specific input from the affordable housing community.

All residential projects seeking LEED certification must verifiably demonstrate
that they have been built as designed, and that relevant equipment was properly
‘specified and installed. Although on-site inspections and performance testing
result in additional up-front costs, USGBC believes that such measures are
essential to optimizing projected cost savings or other qualitative benefits
throughout the operation of a green building. This is especially rue in the case
of innovative measures or those that require contractors to modify their
traditional procedures.

Verification measures required by LEED for Homes include:

* Green Inspection: LEED requires that all homes certified under the
- program have a minimum of two on-site inspections from a Green
Rater to verify that green features are installed and functioning as
specified.

s Home Energy Rating System (HERS) Rating: LEED requires that
all homes certified under the program be HERS rated and Energy Star
certified. :

¢ Third-party verification: Every LEED certified home is reviewed by
a third-party assessor for accuracy.

To date, 13,000 housing units have registered with LEED for Homeé, and
2,200 have been certified. .

USGBC Affordable Housing Initiative

Affordabie housing units account for 37% of the 2,200 units certified
nationwide through LEED for Homes. An additional 4,000 affordable units
have registered with LEED for Homes, indicating an intent to complete the
certification process.
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The ability and desire of affordable housing developers to seek certification
through LEED for Homes is an important measure of USGBC’s continued
success with this rating system. As part of this effort, USGBC has teamed up
with the Home Depot Foundation to provide almost $500,000 to offset the
direct, if modest, costs of LEED for Homes verification for affordable housing
projects, Additionally, USGBC is engaged in efforts to educate the broader
green building community about best practices for developing green affordable
housing. USGBC provides numerous educational opportunities for affordable
housing developers and public financing agencies, including a two-day
Affordable Housing Summit at the annual Greenbuild Conference and Expo.
USGBC is also seeking to enable individual staff at nonprofit affordable
housing developers to achieve the LEED Accredited Professional (AP)
designation, a medentlal demonstrating an understanding of green building
practice.

USGBC actively collaborates with affordable housing organizations and other
stakeholders to promote green affordable housing. For example, USGBC
actively participated in the development of the Enterprise Green Communities
Criteria and continues to provide direct consultation to this national green
affordable housing standard. Green Communities is aligned with the LEED
rating systems, and USGBC strongly supports Enterprise and its work to
support and advance green affordable housing,

Expanding the Private Green Residential Market

Green homes are currently being embraced by innovators and early adopters in
the residential marketplace, including many affordable housing developers,
community development organizations, public agencies, and private investors
committed to providing quality, affordable housing.

This pattern is consistent with the early stages of the green commercial market,
which provides a powerful lesson for accelerating uptake of green building
practices in the residential sector. Upon the release of LEED in 2000, the
majority of the few building projects committed to LEED certification were
“going green” based on a values-oriented commitment as opposed to potential
economic gains. Relatively few green products and systems were available in
the marketplace, and those that were available were largely untried and
expensive. Additionally, there were but a handful of building industry
professionals with the knowledge and experience in green building practices to
successfully deliver a green building project without incurring significant
additional time and expense on the “learning curve.”



59

The growth of the green market has been exponential, comprising 2% of non-
residential construction starts in 2005; 10-12% in 2008; and a projected 20-
25% by 2013." The economic impact of this growth is similarly significant.
McGraw-Hill Construction projects that the overall green building market,
including both non-residential and residential buildings, is likely to more than
double from today’s $36-49 billion to $96-140 billion by 2013. s

To rapidly mainstream green building practices in the residential sector in

order to recognize both the economic and environmental benefits of energy
savings sooner rather than later, a proactive effort is needed to build
professional capacity, and educate owners, tenants, and building managers
about the benefits of green building, The provisions of the GREEN Act would
advance the marketplace on each of these fronts. Indeed, by promoting the
creation of green banking centers in communities nationwide, the legislation
would help to ensur¢ that the owners, tenants, and managers of residential

properties can readily obtain information about opportunities to finance

energy-saving and green improvements and to connect with established
programs and professionals. Coupled with an enhanced focus on the provision
of energy- and location-efficient mortgages by the nation’s lenders, these
provisions can help to jumpstart the creation of new green housing. The
Residential Energy Efficiency Block Grant program will help to promote

- similar efforts in existing housing, will create jobs, and will catalyze the

development of a scaled and skilled workforce to make energy efficient, green
renovations more accessible to residential owners and tenants.

Federal Leadership by Example

A federal commitment to energy efficient and green housing, as expressed in
the provisions of the GREEN Act, can responsibly leverage taxpayer dollars
and the tremendous purchasing power of the federal government to further

_ drive the market for green building practices and products in the residential

sector,

Governments at all levels have been highly influential in the growth of green
building, both by requiring green building standards for their own buildings
and by creating green building incentives for the private sector. From the
Department of Energy’s support for the initial development of LEED, to
provisions in the Energy Independence and Security Act of 2007 (EISA), to the
many cities and states that are using LEED, the public sector has demonstrated
considerable vision and leadership in the transformation of the built

. environment. Currently, 12 federal agencies or departments, 31 state

' McGraw Hill Construction (2009), Green Outlook 2009: Trends Driving Change.
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governments, 190+ local governments, 16 public school jurisdictions and 39
higher education institutions have made various policy commitments
referencing, using, or encouraging LEED,

These commitments are having a dramatic impact on the green building
market, bringing to fruition a growing and impressive number of green, public
spaces. To date, federal, state, and local governments have a total of 742
projects certified under LEED and another 6,175 pursuing certification.

The acceleration of energy efficiency and green building standards for
properties and projects receiving financial assistance from HUD presents the
opportunity to forge a greener, more energy efficient, healthier, and prosperous
path for the nation’s public and assisted housing. By leveraging the
unparalleled purchasing power of federal dollars to support green affordable
housing, HUD can not only reduce the significant environmental footprint of
the projects it supports, but also speed the creation of green affordable housing
by the private sector, and save America’s low-income families needed dollars

. through reduced utility bills and operating costs.

10
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Statement of Jerry Howard, on behalf of the
National Association of Home Builders (NAHB)
“H.R. 2336 — GREEN Act of 2009~

Subcommittee on Housing and Community Opportunity
House Committee on Financial Services

June 11, 2009

Madame Chair, Ranking Member Capito, and distinguished members of the Subcommittee, I
want to thank you for the opportunity to present testimony today on behalf of the National Association
of Home Builders (NAHB). My name is Jerry Howard, and I am the President and Chief Executive
Officer of NAHB representing 200,000 members that, in turn, employ millions of individuals in the
home building, remodeling, multifamily construction, property management, subcontracting, design,
housing finance, building product manufacturing, and light commercial construction industries. The
housing industry has made tremendous strides in promoting sustainability and energy efficiency,
recently completing work on the only green building standard in the nation to receive approval from the
American National Standards Institute (ANSI) — the JCC-700 National Green Building Standard™. My
goal today is to offer additional input on how the government can more effectively and affordably
incorporate energy efficiency and green building into the pation’s housing stock, including through the
use of national housing programs.

L Introduction

Over the last fifteen months, the housing industry has successfully implemented one of
the most robust efforts to promote sustainability and building efficiency nationwide. NAHB and the
NAHB Rescarch Center NAHBRC) have implemented a national green building program
(www.nahbgreen.org), completed work on the only national green building standard to receive approval
from ANSI ~ ICC-700 National Green Building Standard™, trained over 3,300 home building
professionals in the practice of green building design and construction, and certified two entire housing
developments to the National Green Building Standard™. Our commitment to promoting green
building, sustainability, and energy efficiency is rivaled only by our commitment to ensuring that the
govemment housing programs and financing for housing are functional, effective, and quickly restored
to help aid in the quick recovery our nation’s housing economy.

Facing the brunt of the economic downturn and the worst housing market since the Great
Depression, our industry has experienced devastating losses and historic declines. Falling from a height
of two million new homes constructed in 2006 to less than 500,000 projected for 2009, the housing
industry has suffered overwhelming setbacks that continue to force small businesses (80% of NAHB
members) out of business. Because NAHB members build about 80% of all the new homes in the
United States, we bave a major role to play in the manner in which energy efficiency and sustainable
technologies are introduced into the housing stock. Despite the downturn, NAHB has not wavered in its
commitment to promoting green building and energy efficiency in a manner that is affordable, effective,
and legitimately improves energy efficiency for the next generation of housing. Thus, we look forward
to providing additional input on this legislation to make it a part of an effective approach towards
improving the efficiency of our nation’s housing programs.

. | H.R.2336 - The GREEN Act of 2009; Comments and Recommendations
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NAHB has been actively engaged in providing substantive input on various drafts of H.R. 2336
(the GREEN Act) and participated in planning sessions throughout the early development of this
legislation. NAHB is pleased to sce the incorporation of many of our ideas, suggestions, and feedback
into the final product. NAHB still believes that there are areas that would benefit from additional
clarification, as outlined below, but that the legislation generally promotes green building and
sustainability for HUD-assisted properties in a manner that is reasonable and appears to be largely
voluntary. The scope of the GREEN Act and the new programs that it creates are ambitious, but the
intent is thoughtful and NAHB hopes that the resources will ultimately be available to develop the
programs into effective tools to promote sustainable principles. An outline of our comments and
recommendations to the GREEN Act is below:

Section 2 — Definitions.

 NAHB notes that in Section 2 (3), the definition of “HUD Assistance” includes not only those
programs directly subsidized by HUD, but also “provided by HUD through loan insurance or
guarantee.” This definition would include Federal Housing Administration (FHA)-insured single
family and multifamily loans. FHA single family loans presently comprise 28% percent of the
mortgage market. NAHB recommends additional clarification on which requirements will
apply to FHA versus the requirements for direct subsidy programs or competitive grants.

Section 4 — Basic HUD Energy Efficiency Standards and Standards for Additional Credit.

+ In Section 4 (a)(1)(B), the basic HUD standard for single family new construction is listed as the
2009 International Energy Conservation Code (IECC). The wording “complies with the
applicable provisions” preceding the code reference provides little, if any, flexibility for States or
local governments that are using energy codes that may be comparable, or in some cases using a
code that exceeds 2009 IECC ~ e.g., California’s Title 24. Additionally, energy codes
themselves are limited because they do not cover equipment efficiency (e.g., beating ventilation
and air-conditioning (HVAC)) as part of the comprehensive efficiency target. As heating and/or
cooling comprises roughly 30% of the energy consumed in a home, it would be prudentto
include language that recognizes equipment efficiency as part of the overall efficiency
performance of the structure. It is also important to provide necessary flexibility to cover States
or local areas that have energy codes that “mect or exceed” the code reference targets even if the
exact code itself is not adopted. NAHB recommends adding clarifying language to allow for
compliance with energy codes of comparable efficiency to the 2009 IECC, even if the exact
code is not adopted. NAHB further recommends including language to provide for
equipment efficiency as part of an integrated approach to building efficiency, as this is not
covered by the energy code, yet is a major factor in overall energy performance.

o In Section 4(a)(1)(C), the basic HUD standards for existing structures to comply with the energy
efficiency standards is proof of a 20% reduction in energy consumption, verified by energy
audits performed both before and after rehabilitation or improvements. In this section, “existing
structure” and “rehabilitation or improvement” are left undefined. This is important when
making determinations about what qualifies as an existing structure. For example, if a
homeowner purchases a new home built in 2009 and shortly thereafter has to sell it, does it now
qualify as an “existing structure” under this section? Also, what accommodations are made for
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historical structures, which may have strict requirements against certain changes under State or
local laws? Does “rehabilitation” mean only major rehabilitation, or any general improvements
made for efficiency? It is difficult to determine how, and in what manner, the basic standards
apply. NAHB believes clarifying definitions for both “existing structure and “rehabilitation
or improvement” may be helpful in this section.

e In Section 4(b)(4)}(E), NAHB applauds the addition of the “National Green Building Standard”
as one of the options for additional credit. For consistency and to conform with other code and
standard references in the legislation, NAHB suggests a specific reference to the official title of
the standard, as approved by ANS], as “ICC-700 2008 National Green Building Standard” in
every place that it appears in the legislation. NAHB recommends referencing the pational
green building standard by its efficial ANSI-approved title — “ICC-~700 2008 National
Green Building Standard” to be consistent with other code and standard references in the
GREEN Act.

s Section 4(c) establishes authority for the HUD Secretary to apply energy efficiency and green
building standards to “any covered federally assisted” under this subsection. This section states
that “covered federally assisted housing” (Section 4(c)(3)(A)) is “any residential or
nonresidential structure for which any HUD assistance is provided.” Referring back to the
general definitions under Section 2 of the bill, this would include FHA-insured loans. NAHB
understands that the HUD Secretary ultimately would decide which requirements should apply to
FHA-insured loans, but as FHA single family loans currently represent nearly one-third of the
market, and the share of FHA-insured multifamily loans is also increasing, it will be extremely
important to understand which energy requirements will be applicable for FHA well in advance.
NAHB cautions against erecting potential impediments to the use of the FHA program
during the critical housing recovery period.

Section 13 — Energy-Efficient Certifications for Manufactured Housing with Mortgages.

o This section secks to amend Section 526 of the National Housing Act (12 U.S.C. 1735f-4(a)). In
amending the statute, Section 13 removes the exemption for manufactured housing, but also
inserts a new provision that will “require” energy ratings for “single- or multi-family residential
housing subject to a mortgage insured under this [National Housing] Act.” NAHB is concerned
again about the potential application of mandatory energy ratings for FHA-insured mortgages
and that it could be an impediment to the use of the program slowing the housing recovery. Itis
difficult to determine the applicability (or lack thereof), per this section, to FHA mortgage
insurance. If this is indeed a prerequisite for FH-insured mortgages, it would difficult to
implement on a broad scale due to a lack of available professionals to perform such ratings and
this requirement could be incredibly probiematic if mandatory for the entire FHA mortgage
market. NAHB recommends clarification on which insured mortgages are subject to the
energy rating mandates set forth in this new provisien and further cautions against
imposing such requirements for the FHA program.

Section 19 — HOPE VI Green Developments Requirement.,

e NAHB notes that the mandatory requirements for HOPE VI residential developments are
inconsistent with the mandatory requirements for HOPE VI non-residential developments in this
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section. Under residential, the mandate requires compliance with the Green Communities
Criteria Checklist, a private green rating tool that is not approved by an unaffiliated third-party
standards developing organization (SDO). Meanwhile, the requirements for non-residential
development are unspecified, allowing the HUD Secretary to make a determination based on
benchmarks. It is inconsistent to mandate a private rating tool for one type of HOPE VI
development, but to allow HUD to consider benchmarking and other green rating systems for
other types of HOPE VI development. NAHB recommends allowing the mandatory
requirements for HOPE VI residential development to mirror the mandatory requir ts
for HOPE VI non-residential development. NAHB further rec ds against dating
private green rating systems that are not approved by unaffiliated standards developing
organizations (SDOs), as this conflicts with federal law regarding use of voluntary
consensus standards — see 1996 National Technology Transfer Act (P.L. 104-113).

II.  Specific Subcommittee Issues or Questions - GREEN Act of 2009

In response to the specific issues and questions posed for consideration at today’s hearing,
NAHB submits the following:

o How will the GREEN Act improve the energy efficiency of single- and multi-family housing
units?

The underlying variable that exists when trying to estimate energy performance results of
efficiency requirements for any building type is ultimately the successful enforcement and
implementation of such requirements. Many state and local jurisdictions are resource-deficient
in providing the support and training necessary to enforce upgraded code requirements on a
broad scale. This impairs the successful implementation of such requirements, and can be an
obstacle for any code-based program. The GREEN Act may face some of the limitations of this
code-based problem, as it does create basic code minimums. However, the challenge is not about
simply increasing minimum thresholds, but rather how to increase implementation to produce
meaningful results.

Furthermore, the GREEN Act sets new energy code minimums and promotes green building, but
ultimately resident behavior and other non-code related consumption will have to be addressed to
achieve the best results. The DOE’s Energy Information Administration reported that in 2007,
over 48% of the energy consumed in a home is the result of laundering, cooking, refrigerating,
and other electronics use, or “plug-connected” energy consumption. Even the greenest home can
perform poorly if residents are offsetting efficiency gains in builder-placed featares with
excessive appliance or electronics use and improper maintenance. The best way to deliver
greater efficiency is to provide incentives for higher-efficiency appliances, to develop
educational materials and communicate best practices to residents on how to operate a home
more efficiently, and to provide resources for better state and local code enforcement on the
ground.

The GREEN Act will likely have the most impact with respect to promoting green building, as
the bill offers many different voluntary approaches to compliance. The bill will likely also
further promote advanced renewable energy systems, as it provides grants and programs to
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implement such systems. Overall, the GREEN Act will like affect energy efficiency in the
components of the bill that promote voluntary compliance with additional benchmarks or grants
to install advanced systems. The GREEN Act will not likely advance as much efficiency with
code-based minimum thresholds or with requirements for energy ratings, which ultimately only
measure, not improve energy performance, and have real costs associated with them.

In what ways will the GREEN Act encourage the use of energy and location efficient
morigages?

Some lenders and Fannie Mae have promoted the availability of Energy efficient mortgages
(EEMs) and location-efficient mortgages (LEMs) from time to time, however, very few loans
have actually been produced as a result of these efforts. One reason for the apparent lack of
home buyer enthusiasm for EEMs and LEMs is that purchasers typically do not receive a
meaningful benefit, such as a reduced interest rate or reduced closing costs as an incentive to
choose these products over other types of loans. Another significant barrier to wider use of these
mortgage products is the general failure by the appraisal system to recognize the value that
energy- and location-efficient features add to these homes. NAHB is working with the Appraisal
Institute and others to educate appraisers in this regard.

It is difficult to determine if a specific number of EEMs and LEMs must be insured by a certain
date will automatically translate into greater use of the mortgage products. One challenge of
LEMs specifically is that it becomes difficult to mandate consumer behavior in a mortgage
document. For example, because a resident’s home is near a public transportation outlet does not
necessarily translate into greater use of public transit or lesser use of personal automobiles.
NAHB has no objection to EEMs or LEMs, but it is incredibly difficult to determine if the
GREEN Act will encourage greater use of the products, as they have been available, but
underutilized, for many years.

What are the benefits of energy efficient improvements on low-income housing developments
and low-income residents?

With respect to low-income housing development and low-income residents, there are a number
of items to consider when assessing the benefits of energy efficient improvements. For example,
is the reduction in utility bills, as a result of efficiency upgrades, accurately specified for an
increased mortgage payment for the lower-income family attempting to buy the more efficient
home? Also, does the reduction in utility bills also cover additional ongoing costs of mortgage
insurance, property insurance, and property taxes? Furthermore, do the increased up-front costs
of efficiency investments tip the low-income family over one of the thresholds where a mortgage
does not become available or becomes available only at a higher rate, requires mortgage
insurance, increases the rate or initial fees on the mortgage insurance, or triggers additional
points or origination fees paid up front? When all these factors are considered for low-income
families, regardiess of projected energy savings, it may be the case that the lower-income family
may not be able to afford specific efficiency features of a newer home. Nevertheless, NAHB
supports providing the most cost-effective efficiency increases in homes that still accommodate
the most buyers, particularly those that are the most price-sensitive, i.e., the low-income families.
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V.  H.R. 2454 — American Clean Energy Security Act of 2009 and HLR. 2336 - GREEN
Act of 2009; Conflicts and Barriers to Successful Implementation

The challenge of climate change affects everyone, including the residential construction industry.
NAHB has already responded in many ways through investment and support of green building, as well
as promoting energy efficiency in both new and existing housing via numerous national programs.
These include NAHB’s partnership with the EPA’s Energy Star for Homes program, Department of
Energy (DOE)’s Building America Program, HUD’s Partnership for Advancing Technology in Housing
(PATH) program, and consistent support for incentivizing super-efficient housing stock, offered through
the Internal Revenue Code Sections 25C, 25D, 45L, and 179D for building and home efficiency. NAHB
has been committed to improving energy efficiency in housing, and the result has been dramatically
more efficient new homes.

The DOE’s Energy Information Administration (EIA) reports that newer homes, i.e., homes built
after 1991 — represent the smallest fraction, 2.5%, of all annual national energy consumption in 2001:

Energy C ption in 2001 in Trillions of Btu
Total 96,498 100.00%
Residential Sector 20,228 20.96%
Manufactured Housing 1,301 1.35%
Fossil Fuel Used to Generate Electricity 815 0.84%
Consumed by Residence 486 0.50%
Single Family and Muitifamily Built before 1991 16,498 17.10%
Fossil Fuel Used to Generate Electricity 8,743 9.06%
Consumed by Residence 7,755 8.04%
Single Family and Multifamily Built 1991-2001 2,429 2.52%
Fossil Fuel Used to Generate Electricity 1,386 1.44%
Consumed by Residence 1,043 1.08%

Sources: Annual Energy Review by the Energy Information Administration; the 2001
Residential Energy Consumption Survey, EIA.

This is extremely important, as it shows that even if all new homes built between 1991 and 2001
consumed zero energy, it would have saved only 2.5% of the total energy consumed in the U.S. for that
‘entire decade. Because building codes and construction practices have consistently, and in some cases
rapidly, improved over time, newer homes are dramatically more energy efficient today. The efficiency
gains that have already been made in new housing are remarkable, and they will continue to grow as
green building becomes more mainstream and a more thoughtful and integrated approach to building
efficiency is developed.

One of the most important aspects of delivering more energy efficient housing is the impact on
affordability. NAHB believes that the GREEN Act attempts to develop incentives and programs to help
encourage greater amounts of efficiency for the nation’s housing stock without damaging affordability
and to return energy savings to consumers — or to the government — within a reasonable time frame.
This “payback” period — i.e., the time it takes to recoup upfront costs in energy savings for an efficiency
feature or energy code requirement — is important to everyone. However, it is even more important for
lower and moderate income families that are the most price-sensitive, that share the largest burden of
rising energy costs as a percentage of income, and that have the least amount of upfront cash to invest in
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housing. NAHB believes that it is not unreasonable for consumers to expect to realize energy savings
paybacks from efficiency features within the first 10-12 years that they occupy a dwelling. This is why
the industry is committed to ensuring that efficiency is delivered in a manner that is appropriate and
affordable so that the most efficient housing available — i.e., newer homes and buildings — is not out of
reach for families that have the most difficulty qualifying for and affording homes that will ultimately
cost more.

Unfortunately, a provision included in H.R. 2454 — The American Clean Energy Security Act of
2009, also referred to as the “cap-and-trade bill,” recently passed by the House Energy and Commerce
Committee, has the potential to derail the success of the GREEN Act. In Section 201 of H.R. 2454, new
energy code requirements are created for all buildings and homes that far exceed the green building and
efficiency programs set forth in the GREEN Act. The new building requirements in H.R. 2454 begin at
date of enactment requiring compliance at least 30% above 2006 IECC or ASHRAE 90.1-2004
(“baseline codes”) and jump to 50% above baseline codes by January 1, 2014. The new federal code
targets then increase by 5% every 3 years until 2029 when the target reaches a 75% above baseline code
benchmark. States, and in some cases local governments, are given one year to certify to the DOE that
they have adopted the new federal targets, or the DOE will automatically apply the new code federally
and collect enforcement fees to implement the code as a federal program. Additionally, for buildings
and homes that do not meet the federal code requirements — or an equally stringent State or local
requirement — it will become “unlawful” to occupy the home or building. Violations and federal civil
penalties will be assessed daily against builders, building owners, and those selling non-compliant
homes and buildings.

As the green building and efficiency incentives set forth in the GREEN Act are well below the
pew energy code requirements passed in H.R. 2454, it is doubtful that the building efficiency programs
envisioned for the GREEN Act will ever be realized due to conflicting compliance frameworks. NAHB
argued during consideration of H.R. 2454 that green building and sustainability are not adequately
accommodated by aggressive energy code increases because the framework for sustainability is much
broader than energy efficiency alone. NAHB also pointed out that nearly every national green standard
and rating system available today (National Green Building Standard™, LEED, Green Globes, and
Green Communities Criteria Checklist) does not achieve the highest energy code levels specified in HR.
2454 despite the fact that such standards and systems deliver more environmentally-sound buildings.
Finally, NAHB argued that abrogating States’ rights to determine appropriate building efficiency
benchmarks for structures within their jurisdiction is unconstitutional and will likely result in inefficient
application of efficiency standards to address varying climate zones and specific needs. For example,
energy efficiency in California is entirely different than energy efficiency in West Virginia and the
climate-specific variability, which is embodied in many green programs, is lost if an energy code is
federalized.

Despite the dramatic downturn and the virtual halt of new construction in the U.S., NAHB
believes in preserving affordability for the new, and more energy efficient, homes that must be built
once the market recovers. The mandatory federal energy code requirements in H.R. 2454 will not only
undo the efforts of the GREEN Act, but will also inflict serious harm on marginal first-time homebuyers
and lower-income families attempting to move into more efficient dwellings. Mandated energy code
criteria that increase upfront costs in exchange for a future payback that may take decades or longer may
work better at the top of the market, or even in the average case, yet have the effect of penatizing
consumers at the lower end of the market.



68

Although HUD assisted properties may legitimately deserve different consideration, it is
apparent that HR. 2454 requires all homes and buildings, whether constructed with HUD funding,
guaranteed by HUD insurance, or are in the private market, to be subject to the same energy code
requirements nationally. Because the green building incentives and efficiency programs envisioned in
the GREEN Act fall short of the federal targets in H.R. 2454, the efficiency programs for homes and
buildings that would be incentivized under the GREEN Act would be irrelevant and non-compliant.
Finally, because of conflicting compliance regimes and inconsistent building standards created by both
pieces of legislation, it is possible that the atterpt to deliver a workable solution for improving
efficiency in government housing programs and the affordable housing market will be negated with
expensive energy code requirements that apply civil penalties and violations for non-compliance.

Incorporating energy efficiency and sustainability within our nation’s affordable housing
programs is a goal that NAHB collectively shares with the Subcommittee. NAHB has been a pioneer in
establishing a robust and rigorous green building program and a national standard for residential
construction that delivers sustainability affordably to our nation’s housing stock. NAHB’s support for
increased energy code compliance through the national model code development process and our
partnership with several federal agencies to promote energy efficiency has delivered millions of new
energy efficient homes that use the least amount of energy out of every building sector nationally.
Therefore, it is extremely disappointing that the underlying conflicts with H.R. 2454, to which the
GREEN Act is intended to be included, diminishes. the incentives and thoughtful programs supporting
green building for government housing programs that benefit everyone.

V. Conclusion

NAHB believes that the approach and intent of the GREEN Act is a good first step to encourage
additional energy efficiency in the government housing program structure. While the legisiation would
benefit from additional clarification in some sections, NAHB applauds the efforts to preserve flexibility
in acknowledging green building compliance and to promote supplementary efficiency programs,
administered through HUD, that cover everything from appraisals to advanced renewable energy
systems. NAHB looks forward to continuing to work with the Subcommittee on the GREEN Act and in
providing additional feedback on delivering sustainability to the nation’s housing stock in a manner that
is effective and affordable.

NAHB’s commitment to green building and to developing the only national green building
standard to receive approval from ANSI is evidence of our hope that sustainability and energy efficiency
will continue to flourish on a broad scale. NAHB is dismayed at the approach taken in H.R. 2454 with
respect to aggressive federal energy code mandates that neither accommodate green building, nor
provide any preservation for reasonable housing affordability for the next generation of housing.

Greater energy efficiency in housing is critical, but it cannot be achieved through unrealistic energy code
requirements that do not consider paybacks to consumers, or that prices-out the families that have the
most to gain from energy efficiency savings, i.e., low- and moderate-income houscholds.

NAHB urges the Subcommiittee to support a removal of Section 201 of H.R. 2454 so that the
approach taken in the GREEN Act has a chance to succeed. The collaboration of many groups and
individuals, including NAHB, on the GREEN Act, and its incentive-based approach to efficiency
provides a chance to maintain housing affordability and keep newer, more energy efficient homes
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available so that everyone, at all price points, can enjoy a green and energy-efficient home. During this
time when we are facing unprecedented economic challenges, as well as environmental concerns, we
urge Congress to ensure that the ability of the government housing programs to serve lower and
moderate income families is maintained while simultaneously increasing energy efficiency standards.
As always, NAHB stands ready to work with you to achieve that goal.
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“H.R. 2336: the Green Resources for Energy Efficient Neighborhoods Act of 2009”
June 8, 2009

Introduction

Chairwoman Waters, Ranking Member Moore Capito and members of the Committee, thank you
for this opportunity to testify on the “GREEN Act.” T am Doris Koo, president and chief executive
officer of Enterprise Community Partners (Enterprise).

Enterprise is a national nonprofit organization and we create opportunity for low- and moderate-
income people through fit, affordable housing and diverse, thriving communities. Enterprise
provides financing and expertise to community-based organizations for affordable housing
development and other community revitalization activities throughout the U.S. For more than 25
years, Enterprise has invested over $10 billion to create more than 250,000 affordable homes and
strengthen hundreds of communities across the country. Enterprise also works closely on a
bipartisan basis with policymakers at all levels of government to develop solutions to low-income
community needs.

Enterprise commends the Subcommittee for convening this hearing. The timing could not be
better, building on the investments made in the American Recovery and Reinvestment Act
(ARRA) for green housing and looking ahead to a lively debate on climate change and
transportation policy. With the economic crisis and recession hitting virtually every part of our
society, it is abundantly clear that housing, environmental and transportation challenges facing
low-income people and communities are more severe than ever before.

The principles and practices of “green” development offer evidence-based, cost effective ways to
address current and longstanding housing challenges, rising energy and transportation costs and
the effects of global warming, while creating jobs at potentially huge scale. “Greening” affordable
housing — making it more energy efficient, healthier and more environmentally responsible — is
also a tangible way to ensure that the enormous promise of the emerging green economy includes
opportunities for everyone in our society. And green development provides a powerful framework
for rethinking how we create and sustain communities that are better places for today and for
future generations.

Energy efficiency in very low-income housing at scale can also help fight climate change.
Residential units consume 22 percent of the nation’s energy and cause 20 percent of our
greenhouse gas emissions.’ The 25 million units that are home to our lowest income citizens are
almost one-quarter of all residential units in the country. Most of these units were built before

ENTERPRISE COMMUNITY PARTNERS, INC.
American City Building = 10227 Wincopin Circle ® Columbia, MD 21044 = 410.964.1230 = www.enterprisecommunity.org



71

W -
» i Enterprise

1980 and many were poorly constructed. Not surprisingly, lower income households use 28
percent more energy per square foot than higher income households, primarily because they live in
older, less energy efficient homes, according to the Energy Programs Consortium."

Research on the carbon reduction potential from energy efficiency in very low-income homes
suggests significant impact. One recent analysis suggests that the 34 million households cligible
for federal home energy assistance generated 276 million tons of carbon dioxide emissions, 27.5
percent of total cmissions from residential units overall.” Apother study found that weatherizing
12,000 homes in Ohio avoided more than 100,000 pounds of sulfur dioxide and 24,000 tons of
carbon dioxide, while cutting average utility costs for low-income homeowners by an average of
several hundred dollars per year."

The GREEN Act will significantly improve the energy-efficiency of rental units and single-family
homes. Enterprise’s extensive research and evaluation effort show that green affordable housing
built to the Green Communities Criteria can be extremely energy-efficient and cost effective.
Early data on 45 completed Green Communities developments reveal an average of 20-30 percent
energy and water savings over code. Similar to the energy requirements under the GREEN Act,
whole-building energy and water efficiency are mandatory requirements for meeting the Green
Communities Criteria. Green Communities projects must achieve energy performance levels
appropriate for the building type by meeting Energy Star home standards, exceeding ASHRAE
90.1 2004 by 15% or exceeding current baseline performance in existing housing by 15% after
rehabilitation improvements. Projects are also encouraged to exceed these mandatory performance
levels through additional building envelope improvements and the addition of renewable energy
systems.

It should also be noted that increasing energy efficiency in low-income homes attacks a significant
contributor of greenhouse gas emission in the U.S. - residential homes — at the root of the
problem: the buildings themselves. And it reduces emissions for the long term. While critically
important, other approaches to ensuring equity in climate change policy, such as helping low-
income people afford higher energy costs, do not deliver these enduring systemic benefits.

Enterprise Community Partners' Green Communities Initiative

Enterprise is working to bring the benefits of sustainable development to low-income people at an
unprecedented scale through the Green Communities initiative. Through Green Communities,
Enterprise provides funds and expertise to enable developers to build and rehabilitate for-sale
houses and rental apartments that are healthier, more energy efficient and better for the
environment — without compromising affordability. Enterprise also works with state and local
governments and with Congress to develop policies that lead to more environmentally sustainable
homes and communities.

Green Communities homes are built according to the Green Communities Criteria, the first
national framework for environmentally sustainable affordable homes. The Criteria were
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developed in collaboration with and endorsed by a number of leading environmental, energy,
green building, affordable housing and public health organizations.

To date, Enterprise has invested more than $650 million in equity, loans and grants to create more
than 14,500 green affordable homes in over 350 developments. We have trained 4,000-plus
housing professionals and helped more than 20 states and cities implement greener housing
policies including HUD through the NOFA for Public Housing Agencies.

Enterprise’s vision through Green Communities is for all affordable housing in the United States to
be environmentally sustainable. Based on our experience and remarkable momentum across the
country, we believe that goal is achievable in the near term. Grassroots housing organizations, in
partnership with financial institutions, foundations, mayors and governors, are showing it is
possible. Federal leadership can take this progress to scale. The ARRA bill made a great down
payment on many of these efforts, investing more than $18 billion in various federal programs at
both the Department of Housing and Urban Development (HUD) and the Department of Energy
(DOE) to green residential and commercial buildings. Despite and because of that investment, it is
time for a national commitment to make green and affordable one and the same.

The GREEN Act represents a major step towards that goal. We commend Representative
Perlmutter for his vision and leadership in introducing the bill and for his hard work and steadfast
commitment which resulted in passage of the GREEN Act last year as part of the Comprehensive
American Energy Security and Consumer Protection Act. The GREEN Act is a sweeping proposal
with many provisions that would have substantial positive impacts in the housing market,
especially the affordable housing sector. Overall, Enterprise enthusiastically supports the bill. We
believe it would be an even stronger proposal with some modifications, which we reference in the
balance of our testimony.

In the letter inviting Enterprise to testify, the Committee asked us to discuss several issues in a
number of questions. The central issues at the heart of the Committee’s questions are:

» How will the GREEN Act improve the energy efficiency of single- and multi-family
housing units?

e Inwhat ways will the GREEN Act encourage the use of energy efficient and location
efficient mortgages?

e What are the benefits of energy efficient improvements on low-income housing
developments and low-income residents?

The Case for a National Commitment to Green Affordable Homes:
The Impact on Low-Income Communities and Communities of Color

Before addressing these issues, I believe it is important to establish context for my responses,
specifically to frame the reasons why greening affordable housing should be a national priority.
What follows is a summary of an Enterprise publication entitled Bringing Home the Benefits of
Energy Efficiency to Low-Income Households, which I have included with our testimony. The
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publication makes a comprehensive case for a national commitment to green affordable homes and
lays out a 10-point policy platform for federal leadership.

There are roughly 29 million households with annual incomes of $25,000 or less in this country.”
This income level is generally in line with the federal housing policy definition of “very low-
income.” It is approximately equivalent to 50 percent of the national median income and 150
percent of the federal poverty level for a family of three. According to the Center on Budget and
Policy Priorities, only 4.9 million low-income families — about one of four eligible households —
receive federal rental assistance through Section 8 vouchers, project-based rental assistance and
public housing.” For these families and individuals, and many more with higher incomes, the daily
realities of housing challenges, rising energy and transportation costs and the impacts of climate
change are interconnected.

Very low-income people are much more likely to live in less efficient buildings, which exacerbates
the affordability problems millions face. Very low-income owners may only be able to afford
homes that need energy upgrades to begin with and may have less income with which to make
epergy improvements. The Harvard University Joint Center for Housing Studies has reported:

While low-income houscholds will, out of necessity, replace furnaces or appliances that
break, they will not usually install insulation or other more costly measures because they
lack the money to do so. Instead, they often take simpler and less effective steps such as
putting plastic on windows in the winter and using towels to stop drafts from doors and
windows.""

Low-income renters typically can afford only modest monthly payments, which constrains the
ability of building owners to make building improvements. And more than half of low-cost,
privately owned rental stock was built at least 30 years ago. According to Harvard University’s
Joint Center for Housing Studies, “much of [the inventory] is owned by individuals without the
skill and resources to manage the properties profitably. And when their rental units cannot
generate enough revenue to cover basic operating costs, these owners have little choice but to cut
back on maintenance and repairs.”™

Meanwhile, according to the Bureau of Labor Statistics, energy costs have increased much faster
than incomes for very low-income households in recent years, rising 68.6 percent since 1999.™
Families participating in the Low Income Home Energy Assistance Program (LIHEAP) spend 16.0
percent of their annual income on home energy bills — 4.4 times more than the level of non-eligible
families.”

Not surprisingly, high utility bills force many very-low income households to make desperate
tradeoffs between heat or electricity and other basic necessities. A survey of households that
received federal home energy assistance during a five-year period found that 47 percent went
without medical care, 25 percent failed to fully pay their rent or mortgage and 20 percent went
without food for at least one day as a result of home energy costs.™
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In addition, low-income and minority communities are more likely to live in worse environmental
conditions and experience greater rates of disease, limited access to health care and other health
disparities. Studies have shown that negative aspects of the built environment tend to magnify
these disparities.”™ Housing conditions in particular are important factors influencing health.
Specific housing hazards include exposure to allergens that may cause or worsen asthma, lead-
based paint hazards, mold and excess moisture and indoor air quality.

A study by the National Housing Conference Center for Housing Policy found that transportation
costs are also rising, especially for very low-income families. NHC also found that families
earning $20,000 to $50,000 spend nearly half their incomes on housing and transportation costs
combined. Again, families face brutal tradeoffs. According to the report:

“Drive ‘til you qualify” is an option used by many Working Families seeking

affordable housing by moving to far-flung suburbs. Others, by necessity, live in inner city
or inner-suburban locations where affordable housing is located, but access to

suburban jobs is limited. But for many Working Families their effort to save on

bousing expenses leads to higher transportation costs—and an even larger portion of
their budget consumed by both items.™

Climate change also imposes direct daily burdens for low-income people and minority
communities. A report from the Congressional Black Caucus Foundation found that African-
Americans are “disproportionately burdened by the health effects of climate change,” including
increased deaths from heat waves and extreme weather, as well as air pollution and the spread of
infectious diseases. African-Americans will also bear the brunt of unemployment and economic
hardship exacerbated by climate change, according to the report, even though they emit 20 percent
less carbon dioxide than whites. The report concluded: “Stark disparities exist in the United States
between those who benefit from the causes of climate change and those who bear the costs of
climate change.”™"

Yet proposed approaches to tackle climate change by capping carbon emissions would have
deleterious effects on low-income people. The Congressional Budget Office (CBO) has
determined that:

Regardless how the [carbon emissions] allowances were distributed, most of the cost of
meeting a cap on CO; emissions would be bourne by consumers, who would face
persistently higher costs for products such as electricity and gasoline. Those price increases
would be regressive in that poorer households would bear a larger burden relative to their
income than wealthier households would. ™

CBO noted that climate change policies that had only the “modest” effect of reducing emissions by
15 percent would impose an estimated $750-3950 a year in added costs, on average, on families in
the bottom 20 percent of the income spectrum, those with average incomes of approximately
$13,000." By far the highest share of these higher costs ~ 45 percent — would come from more
expensive home energy, according to the Center on Budget and Policy Priorities.™
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It should be noted that a national commitment to bring home the benefits of green development to
low-income families would need to be phased in over time. Greening all affordable homes would
require long-term commitment for practical as well as budgetary reasons. Conditions vary widely
across the affordable inventory. There is a huge need to scale up the delivery system — contractors,
energy auditors and local government staff — to implement a major national effort. And
investments in green affordable homes must go hand-in-hand with strategies to encourage smarter
land use and transportation.

In summary, housing, environmental and transportation challenges are inextricably linked and
mutually reinforcing for millions of very low-income households. We can make progress on all
these issues simultaneously and lock in long-term benefits by making an investment in greening
affordable homes. But we need to think and act with more imagination and boldness than we have
before. There is no more time for small-scale solutions and incremental progress.

Green Homes Deliver Multiple Benefits to Low-Income Communities and
Communities of Color: Cost Savings, Health Benefits, Employment Opportunities

Cost Savings

The impact of increasing energy efficiency and making other improvements in the performance of
affordable housing would create significant cost savings, health benefits and employment
opportunities. Enterprise’s experience through the Green Communities program indicates that new
and existing properties that achieve 20 percent-30 percent greater energy efficiency generate
substantial cost savings from lower energy and water usage — hundreds of dollars per unit on an
annual basis in many cases. These savings either accrue directly to low-income residents, or are
reinvested back into properties by building owners, or both.

This is consistent with other research on improving energy efficiency in very low-income homes.
For example, the Department of Energy reports that Energy Star-qualified single-family homes
delivered $200-$400 in annual savings compared to conventional homes, with potentially
substantial additional savings on maintenance." ’

For multifamily apartment owners, more energy efficient buildings may generate higher and more
stable cash flow from rents. To the extent energy improvements were part of more holistic green
building rehabilitations, rental properties may be more durable and higher performing and
potentially more valuable assets to own over the long term. Renters themselves stand to benefit, as
noted above.

A study of the costs and benefits of green very low-income housing by New Ecology and the
Tellus Institute concluded: “For residents of affordable housing units, the life-cycle financial
outcome [of energy and healthy home upgrades] is almost always positive.”*™ The same study
found that:
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In virtually all the cases, energy and water utility costs are lower than their conventional
counterparts. In many cases, decreased operating expenditures alone more than pay for the
incremental initial investment in greening the project in present value terms.

The use of more durable materials and equipment in several of the case study projects
result in reduced replacement costs and provide additional life-cycle financial benefits.
Moreover, the value of improved comfort and health for residents, as well as reduced
environmental impacts, is substantial, although not captured quantitatively in our
analyses.™

Health Benefits

In addition, studies of home weatherization and retrofit programs have catalogued an “array of
benefits beyond energy savings,” including greater comfort, convenience, health, safety and noise
reduction. These “non-energy benefits” have been broadly estimated to be worth 50 percent-300
percent of annual household energy bill savings.™ There is also emerging evidence that green
homes are healthier.

There is a growing body of research that shows how the built environment can have “profound,
directly measurable” physical and mental health outcomes. “Studies have shown that negative
aspects of the built environment tend to interact with and magnify health disparities, compounding
already distressing conditions. .. particularly adding to the burden of iliness among ethnic minority
populations and low-income communities.”™" Low-income and minority communities are more
likely to live in worse environmental conditions and experience greater rates of disease, limited
access to health care and other health disparities.

Housing conditions have long been seen as important factors influencing health. According to
David E. Jacobs, research director at the National Center for Healthy Housing and former director
of the Department of Housing and Urban Development’s Office of Healthy Homes and Lead
Hazard Control:

The physical structure of housing, together with the social and psychological aspects of
home and the surrounding neighborhood are related to many key determinants of
health...Specific housing hazards include exposure to allergens that may cause or worsen
asthma, lead-based paint hazards, mold and excess moisture, unintentional injury,
pesticides, indoor air quality and others,™"

Green design and building practices can create healthier home environments through better indoor
air quality and healthier building materials. Sustainable developers are still learning which
practices have the most positive health outcomes. As Jacobs notes:

There is new evidence that housing interventions are indeed effective in reducing the onset
and severity of asthma {and] there is similar evidence for other health
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American City Building ® 10227 Wincopin Circle ® Columbia, MD 21044 = 410.964,1230 ® www.enterprisecommunity.org



77

U/

kS

/ .
i Enterprlse”

outcomes. .. [although] considerably more rescarch is needed to understand which
interventions hold the greatest promise.™”

The bottom line, according to Rebecca Morley, executive director of the National Center for
Healthy Housing:

It is clear that we can expect substantial health gains by building green. Instead of paying
for medical care that could have been avoided, occupants in Green Communities will be
able to keep more of their income and avoid the suffering and loss associated with poor
health.™"

Smarter site planning and development that creates a sense of community, encourages walking and
provides access to parks and mass transit is also healthicr. Research suggests that people who live
in sprawling areas walk less, weigh more and are more likely to suffer from high blood

pressure.™"

A recently completed study on a Hope VI green affordable housing project developed by the
Seattle Public Housing authority monitored 60 rental homes occupied by families who suffer from
asthma or other respiratory illnesses. These “Breathe-Easy” homes were designed to minimize
residents’ symptoms and improve their health. For the entire group of residents living in Breathe-
Easy homes, the number of emergency room or urgent doctor visits declined by two-thirds. In
their old homes, which often contained many of the triggers for asthma symptoms, children
experienced an average of 7.6 symptom-free days every two weeks. After living in their Breathe-
Easy Homes, they were symptom-free 12.4 days out of every 14. By this measure, children with
asthma experienced a 65 percent increase in symptom-free days. The caretakers of asthma
sufferers also reported an increase in their quality of life. These preliminary findings suggest that
modest improvement in housing design, materials and construction (approximately $6,000 per
unit) dramatically reduced asthma triggers, symptoms and incidence rates. ™"

Employment Opportunities

Investment in increasing energy efficiency in very low-income homes would generate significant
economic activity in the construction industries and other sectors that have been hard hit by the
economic downturn. According to the Bureau of Labor Statistics, residential construction
employment — the component of the construction sector most directly affected by the housing
slump ~ fell 31.4 percent since the peak in April 2006, for a total loss of 321,500 jobs.™"" Smart
federal investments can help this critical industry to our economy bounce back more quickly.

Energy efficiency and broader green home rehabilitation and new construction can be an
especially promising basis for creating good “green collar” jobs for low-income people. A recent
study identified 22 different job sectors of the U.S economy that currently provide workers with
green collar jobs, of which 11 were directly (not to say exclusively) related to green home
rehabilitation, including several specifically tied to energy efficiency.™
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The condition of many homes and apartments where our lowest income citizens live creates
opportunities for significant energy savings and other environmental improvements through cost-
effective rehabilitation measures. These approaches — insulation, chimney and roof repairs;
caulking and sealing; window replacements; installation of energy-efficient equipment; and
systems and building testing — offer good paying jobs for which low-income workers could be
trained and employed.

Increased investment in green very low-income home rehabilitation could create these jobs at
scale. One study of a residential retrofit initiative in Germany showed than 140,000 jobs were
saved or creatéd in retrofitting 200,000 homes.”™ The Department of Energy (DOE) estimates that
every $1 million invested in weatherization programs creates 52 low-income community jobs. ™

Of course, not all construction jobs on green very low-income developments could fairly be
characterized as “green jobs” absent an intentional effort to provide training in the aspects of the
work that were more energy efficient and environmentally responsible. Even without such an
explicit commitment, green home rehabilitation and construction “does have the potential to create
entry level job opportunities for low-income and people of color when cities implement a_
combination of policies that promote green building, job training and labor standards.”™

Green jobs associated with very low-income housing can be created outside construction as well in
the areas of home energy audits, inspections and building performance testing. And as innovation
and public policies accelerate market penetration of renewable energy technologies, opportunities
should emerge to create more green economy jobs, and deliver the energy and environmental
benefits of clean energy, to low-income people through energy efficient home construction and
rehabilitation.

The Need for Additional Resources

The GREEN Act would provide new federal resources for green affordable development primarily
through loans (Section 14) and a block grant (Section 16). These funds generally would support
hard costs of energy efficiency improvements. The bill also would provide critical resources to
build capacity and provide technical assistance to enable developments to achieve green goals
cost-effectively. One especially important provision would provide funds to strengthen the
capacity of comraunity-based organizations in green development (Section 18).

It is not clear precisely how much direct federal investment the GREEN Act would authorize. To
frame for the Committee the potential scope of a national commitment to green affordable
housing, Enterprise projects that a federal commitment of $5 billion a year over 10 years could
deliver huge benefits across the board: 25 percent-40 percent energy savings in up to 25 million
residential units, up to 50 million tons of carbon dioxide emissions avoided and hundreds of
thousands of green jobs created annually when fully implemented.

Such a federal commitment is relatively modest when one considers that the U.S. Department of

Housing and Urban Development (HUD) currently pays more than $4 billion annually in utility
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bills in often inefficient government-assisted properties that constitute a fraction of the homes and
apartments that could benefit.

Federal funding is a relatively small part of the equation in our vision of the transformation within
our grasp in affordable housing. Capital and innovation must come from mainstream financial
institutions to make major progress and targeted federal incentives have an important role to play
at this formative stage. The GREEN Act recognizes this and would facilitate it by providing
Fannie Mae and Freddie Mac extra credit towards their annual affordable housing finance
obligations for funding mortgages that incentivize energy efficiency (Section 6). This would
stimulate innovation among key actors in the housing finance system and work within the current
statutory and regulatory framework for covered institutions.

Conclusion

Several factors suggest the time is now to mainstream energy cfficiency in very low-income
housing. Worsening housing, environmental and transportation needs and growing public
awareness of climate change is driving energy investment and innovations among a wide range of
industries, including housing and construction, of which very low-income housing is an important
sub-sector. Green building practices emphasizing energy efficiency are becoming more
widespread among very low-income housing providers, due in large part to stimulus funds directed
towards these programs and ideals. State and local policymakers are also starting to take serious
action on climate and energy issues, opening opportunities to create policies and public-private
partnerships.

Now is the time for federal leadership. The federal government has an important role to play in
accelerating the fransformation of affordable housing and bringing home the benefits of the
emerging green economy to low-income families and communities. The GREEN Act would be a
groundbreaking step in the right direction. We look forward to working with the Committee to
pass this bill this year.
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Background

The country continues to struggle with a deep economic recession as unemployment inches toward double digits. Congtrustion
unemployment is currently at 20%, more than double the national average. Over the past eight menths, construction jobs have
been evaporating at an astonishing 111,000 jobs per month with over 1.7 million construction workers now unemployed.
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tn March 2009, construction of residential buildings was down 48% from March 2008, 86% from March 2007, and a
staggering 75% from March 2008 with no relief in sight. The average annual income for residential construction workers is
$38,500, so rampant unemployment in this sector is devastating for families and communities across the US,
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Plan Summary

Because the private building sector represents 93% of total U.S. building stock, this sector is key to reviving the U.S. economy.
Allocating $30 billion of stimulus dotlars to the private building sector to provide a ‘housing mortgage interest rate buy-down’
for homes that meet or exceed the initial energy reduction target of the widely adopted 2030 Challenge will create 4.5
miltion new jobs and $296 biltion in direct, non-federal investment and spending. It would also open up a new $47.6 billion
renovation market that could grow to $1 trillion by 2030. Through the new tax base created, the Plan returns to the federal
government twice its investment annually while generating 66% of its investment in tax revenue for local governments.

The One-Year, 4.5-Million-Jobs Investment Pian
{$30 Biltion)
4,500,000 New Jobs
$30 Billion ———» $296 Billion $20 Billion

Construction State and Local Tax Revenue

Spending
$60 Billion
Federal Tax Revenue

Plan Rationale
Although important, public infrastructure and building projects cannot solve the U.S. economic crisis:

» The public building sector accounts for just 7% of total U.S. building stock.

« Compared to private building, public infrastructure and building generate very little private investment and spending.

« Public Infrastructure and building projects are dependent on strong local and federal tax revenues, which are now in
decline.

» Because these projects cannot produce a sustainable tax base, the federal government wilt have to continue to provide
funding for each new project.

The private building sector, on the other hand, is key to solving this crisis:

« The private building sector accounts for 93% of total U.S. buiiding stock and impacts the entire U.S. economy. Building
construction afone accounts for approximately 10% of the U.S. GDP.

« Over 1.7 million construction workers are now unemployed, and every sector of the U.S. economy (from wholesale,
retail, distribution, manufacturing and construction to professional services, banking and development) and every
industry (from steel, rubber, insulation and caulking to mechanical and electrical equipment, glass, wood, metals, tile,
fabrics and paint) is reeling from the effects.

» Investing in the private building sector generates demand for construction services and products, and private
investment and spending, on a much larger scale than public infrastructure and building projects, creating
millions of more jobs.

« The large tax base generated from the new jobs, private investment and spending, and new renovation market will both
pay for the Plan each year it is in effect and provide the needed funding for future public infrastructure and building
projects.

2 Testimony of Edward Mazria: Self-Sustaining, Market-Based Jobs vs. “Handouts”
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The Plan and Its Benefits

The Plan requires those participating in the housing mortgage interest rate buy-down to renovate (or build new) to specific
energy reduction targets. This requirement is central to the Plan, immediately creatirig demand for Building Sector services
and products, including $47.8 billion of building renovation. it is this demand within the private building sector that generates
$296 billion in private investment and spending, and it is this $296 billion in private investment and spending that makes
the 4.5 million new jobs possibie. Without this additional investment and spending, the number of jobs created would be far
tess.

Only 2.3% of total U.S. housing stock would need to participate in the One-Year, 4.5-Million-Jobs investment Plan to create
these massive economic benefits. Iif demand for these construction services is also generated in the remaining 97.7% of the
residential sector, either through market forces or continuation of the Plan over a period of years, the demand created could
help fuet our economy for the next 40 to 50 years. '

in addition, during the year the Plan is in effect, consumers will save a minimum of $11.7 billion in energy costs and
mortgage payments, significantly reducing the risk of mortgage failure while increasing disposable income. With only 2.3%
of the U.S. housing stock participating, at a minimum, the Plan will reduce CO, emissions by 11.5 MMT CO2e and on-site
energy consumption by 104 TBtu, All of these benefits continue in perpetuity, so that over five years, consumers will save a
minimum of $58.6 billion in energy costs and mortgage payments, and at a minimum, CO, emissions will be reduced by 57.6
MMT CO,e and on-site energy consumption by 518 TBtu.

if the Plan is expanded to include 20% of the housing stock, at a minimum, it would reduce on-site energy consumption by
907 TBiu, as well as save consumers a minimum of $103 billion in energy costs and mortgage payments annually. Again,
these benefits continue in perpetuity, so over 5 years, consumers will save a minimum of $514 billion in energy costs and
mortgage payments.

Conclusion

Addressing the collapse of the private building sector is critical to stabilizing the U.S. economy. The Plan addresses this, as weil
as many other challenges facing the country, including energy independence and climate change. With a single investment,
the U.S. can create millions of jobs, strengthen the U.S. economy, reduce CO, emissions and energy consumption, and save
consumers biltions of dollars. Investing in the private building sector is the only investment that can accomplish all of these
objectives.

Testimony of Edward Mazria: Self-Sustaining, Market-Based Jobs vs. “Handouts” 3
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The One-Year, 4.5-Million-Jobs

Investment Plan
Architecture 2030

A SIDE-BY-SIDE COMPARISON

HOMEOWNER SAVINGS WITHOUT PLAN
Mortgage Payment $1, 439
Mortgage Savings $0
Energy Savings $0
Total Monthly Savings $0
JOBS & TAX REVENUE WITHOUT PLAN
Government Spending $30 billion
Private Spending Generated negligible
Jobs Created 339,060
State and LG Taxes Collected $2 billion
Federal Taxes Collected $6 billion
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The One-Year, 4.5-Million-Jobs

Investment Plan
Architecture 2030

Plan Summary

Because the private building sector represents 93% of total U.S. building stock?, and building construction alone accounts for
approximately 10% of the U.S. GDP?, the private building sector is the key to reviving the LS. economy. Investing $30 billion
in the private building sector to provide a ‘housing mortgage interest rate buy-down’ for homes that meet or exceed the initial
energy reduction target of the widely adopted 2030 Challenge® will create 4.5 million new jobs and $296 billion in direct,
non-federal i and spending while opening up a new $47.6 billion renovation market that could grow to $1 trillion
by 2030. This Plan returns to the federal g ttwice its ly through the new tax base created and
can be implemented quickly through existing federal programs {see How Quickly Can Investment Begin below).

Basis for Private Building Sector Focus
Although important, infrastructure and the public building sector cannot solve the U.S. economic crisis:
* The public building sector accounts for only 7% of total U.S. building stock.*
= Pubtic infrastructure and building are not currently in decline.®
« Compared to private building, public infrastructure and building generate very little private investment and spending.
» Public infrastructure and building projects are dependent on strong tax revenues, which are now in decline.
« Because these projects cannot produce a sustainable tax base, the federal government will have to continue to provide
funding for each new project.

The private building sector, on the other hand, is key to solving this crisis:

» The private building sector accounts for 83% of total U.S. building stock and impacts the entire U.S, economy. Building
construction alone accounts for approximately 10% of the U.S. GDP.

» In March 2009, construction of residential buildings was down 48% from March 2008, 66% from March 2007, and
a staggering 75% from March 2006 with no refief in sight®

» Over 1.7 million construction workers are now unemployed’, and every sector of the U.S. economy (from wholesale,
retail, distribution, manufacturing, and construction to professional services, banking, and development) and every
industry {from steel, rubber, insulation and caulking to mechanical and electrical equipment, glass, wood, metals, tife,
fabrics, and paint) is reeling from the effects.

» Investinginthe private building sector generates demand for construction services and products, and private investment
and spending, on a much larger scale than public infrastructure and building projects, creating millions of more jobs.

» The large tax base generated from the new jobs, private investment and spending, and new renovation market will both pay
for the Plan each year it is in effect and provide the needed funding for future public infrastructure and building projects,

“

2007 Buildings Energy Data Book, Energy Information Administration, Tables 2.1.1, 2.2.1 and 2.2.3.
2 2007 Buildings Energy Data Book, Energy Information Administration, Tabie 4.5.1.
‘The 2030 Challenge, issued by Architecture 2030, calls for all new bulidings and renovations to be designed 5o as to reduce their

o

fossil-fuel, itting energy ion by 30% below that required by the latest IECC 2006 and ASHRAE 90.1-2004 code
ing the ions to carbon neutral by 2030,
4 2007 Buildings Energy Data Book, Energy Information Administration, Tables 2.1.1, 2.2.1 and 2 2.3
® MeGraw Hili Construction report, December 18, 2008. From January through 2008, of i projects grew

by 2%. Construction of institutional buildings grew by 6%, helped by public and government buitdings {up €%) and educational buildings and
schools (up 6%).

§ ics Dep: NAHS {(www.HousingE ies.com): U.S. Bureau of the Census, Construction Reports, Series C-20. Housing Starts.
7 U.S. Department of Labor, Bureau of Labor Statistics, ic News Retease, Shuation mary, hitp://www.bis.gov/ne
release/empsit.vO.ntm.

The One-Year, 4.5-Million-Jobs Investment Plan 1
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Plan Specifics

The Plan requires those participating in the housing marigage interest rate buy-down 1o renovate {or bulld new) to specific
energy reduction targets. This requirernent is central to the Plan, immediately creating demand for Building Sector services and
products, including $47.8 bitlion of building renovation. it Is this demand within the private bullding sector that generates $296
billion in private investment and spending, and it is this $2986 billion in private investment and spending that makes the 4.5
million new jobs possibie. Without this additional ¥ and ing, the af jobs o would be far less,

Only 2.3% of total LS. housing stock would need to participats in the OneYear, 4.5-Milion-Jobs lnvestment Plan to create
these massive goonomic bepefits. If demand for these construction services is also generated in the remaining 97.7% of the
residential sector, either through market forces or continuation of the Plan every year, the demand created could help fuet
the sconomy for the next 40 1o 50 years.

In addition, during the year the Plan is in effect, consumers will save a minimum of $11.7 billion in energy costs and
mortgage payments, significantly reducing the risk of morigage fallure while increasing disposabia income. With only 2.3%
of the U.S. housing stock participating, at a minimum, the Plan will reduce CO, emissions by 11.5 MMT CO.8 and on-site
energy consumption by 104 TBtu. All of these benefits continue in perpetuily, so that over five years, consumers will save a
minimum of $58.6 billion In energy costs and morigage payments, and at a minimum, €O, emissions will be reduced by 57.6
MMT CO,e and on-site energy consumption by 518 TBtu.

if the Plan is expanded to include 20% of the housing stock, at a minimum, it wouid reduce €O, emissions by 101 MMT CO e
and on-site energy consumption by 907 TBtu, as well as save consumers a minimum of $103 bilion in energy costs and
mortgage payments annually. Again, these benefits continue in perpetuity, $o over 5 years, consumers will save a minimum
of $514 billion in energy costs and mortgage payments, and at a minimum, €0, emissions will be reduced by 506 MMT Coe
and on-site energy consumption by 4.5 ORtu.

Residential Buildings

tan benefits are weighted to encourage renovation in the current ‘overbuill” environment; however, the Plan also offers
penefits for new buildings that meet the targets to further encourage an immediate and rapid shift to an energy-efficient
built environment,

The Plan leverages the benefits of energy reductions by offering for both existing and new bomes, through Fannie Mae,
Freddie Mac and other GSEs, increased mortgage financing with reduced interest rates in relation (o the energy reduction
target reached:

A. Those seeking to purchase an existing home, refinance their mortgage (including to avoid for

losure), or puschase
a newly constructed home that qualifies for a ‘location efficient mortgage'™ could choose to reduce thelr qualifying
morigage rate by 1.0% or more, if the home meets o1 is renovated to meet one of the corresponding energy reduction
targets provided below,

% Below Qualifying . Whinimum Energy Reduction

" Morigage Rate® - Target (Energy Savings)®
1.0% : HERS 70 {(30% below [ECC 20064
1.5% : : HERS 50 {50% befow 1ECC 2006}
2.0% 0 o HERS 25 (75% below [ECC 2008}
2.5% e Net'zera*?

The definition of 2 "ocation efficient mortgage” can be founi in the proposed Green Act of 2009 (MR, 2336).

2 DPepanding on markst conditions, the interest rates made avallable under the Plan osn either fiaat with the miarket raf s Hustrated in the chart,
o be fixed (such as, 4.0% for HERS 70, % for HERS B, 3.0% for HERS 28, and 2.5% for net zero) . The cost of the Plan may vary, depending on
the approach chosen,

6 guiiding energy consumption from non-depistable energy saurces collected on site or provided
2 Eruivaient rating sy
12

From within a developrent & considerad an energy svings.
ems may be used. See 'Meeting the 2030 Challenge Through Building Codes’ at www.architecture J030.0rg/ news/muftimedia b,
A netero energy buliding produces at least as much emissions free renewable energy as it uses from emissions-producing energy sources,

2 The One-Year, 4.5-Million-Jobs Investment Plan
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To qualify for one of the percentage buy-downs listed in the chart above, the homeowner must hoth i) meet the minimum

HERS rating and i} invest & minimum amount in

nergy efficiency and/or renewsable

£

ergy systems {which is added into

the new mortgage). The minimum amount required to be invested is dependent on the amount of the new morigage as

Hlustrated in the following tables:
1.0% Buy-down/HERS 7O:
New Mortgage Amount $150,000

Minimum Homeowner R :
investment $42.000

1.5% Buy-dowr/HERS BO:

New Mortgage Amount §150,000

Minimum Homeowner

- investment $18,000:

2.0% Buy-down/HERS 25;

New Mortgage Amount .- $150,000

Miniriturn Homeownér

Investiment 324,000

2.5% Buy-down/HERS 01

New Mortgag 0,000

Minimum Homedwner

investment : - $30,000

$200,000

$18,600

$200,000

$24,000

$200,000

$32,000

$200,000

$40,000

$250,000

$20.000

$250,000

$30,000

$250,000

$40,000

$250,000

$50,000

$300,000

$34,000

$300,000

$38,000

$300,000

$48,000

$300,000

$60,000

$350,000

$28,000

5350,000

 $42,000

$350,000

$58,000

$350,000

$70,000°

$400,000

$32,000

$400,000

$48.000

$400,000

$64,000.

$400,000

$80.000

For example, a homeowner with a $240,000 mortgage at an interest rate of 6% would have a monthly mortgage payment
of $1.439. Having paid in $30,000 in equity, his mortgage balance is currently $210,0090. The homeowner qualifies for
a 5% mortgage interest rate and wishes to take adventage of the 2.0% buy-down rate for & new rate of 3%. To refinance
his mortgage at 3.0%, he will need to renovate his home to use 75% less energy than that required by code, spending a
minimum of $40,000 on efficiency measures. The cost of the renovation would be added into the new morigage, so that
the new mortgage is now $250,000. However, because of the significantly lower interest rate, Le. 3.0%, the new mortgage
payment is just $1,054, a savings of $385 per month, With the additional monthly savings on energy bills of approximately
$158%, this homeowner would save a total of $543 per month.

# anderson, R
Assumesa T

“Example Performance Targets and fficient
4 reduction below sodes i the average betwe

seeriage balow code and p ntage below existing energy

{see wrw, 2030008 news/ i nEmi

s
Codes’

Energy L

atory (NREL).
) relationship betwean

The One-Year, 4.5-Million-Jobs Investment Plan
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8. Those seeking a reduced-rate, 30-year morigage o purchase a newly constructed home could choose to reduce

their qualifying mortgage rate by 0.5% or more, if the home meet one of the corresponding energy reduction targets
provided below:

% Below Quatifying ini Energy R
Morigage Rate't R Target {(Energy Savings)y®
0.5% k ©HERS. 70 (30% below [ECE 20067
1.0% HERS B0 (50%‘ below IECC 2006)
15% HERS 25 {75% below [ECC 2008)
2.0% Net zero

Job Creation Results
The total number of new jobs created by the Plan is estimated as follows:

“Building Sector * indirect & Induced - *. TOTAL NEW 68S
377,363 3122637 4,500,000

NOTE: Does not include an additional, minimum 130,530 jobs

atexdt by consumer sperling of mortgage and energy savie

Because of the effectiveness of energy efficiency, any economic stimulus and job-creation plan should require all Bullding
Sector programs recelving federal funds, including public buliding projects (e.g. government, education and community
faciiities) to meet the 2030 Challenge targets.

To support the Plan, Architecture 2030 recommends funding State Energy Departments for the specific purpese of compliance
training of building Inspectors and others to verify that the buildings meet the energy reduction specifications, Other
organizations have submitted proposals rescommending funding for training. Architecture 2030 supports these proposals.’®

Cost

$30 hiltlon per vear, based on an average cost of a 1.0% mortgage rate buy-down being 4 points (or 4.0% of the mortgage
armount). The Plan will return to the federal governiment twice this amount In new {ax revenue each year through the new
fax base created by the 4.5 miion new jobs, as well as the increased economic activity. In addition, the Plan will save
the government the cost of unemployment benefits. Because the Plan retums twice the federal government’s investment
arnually through the new tax base created, Architecture 2030 recemmends that the Plan be implemented for at least three
years or until the recession ends.

How Quickly Investment Can Begin

Ninety to 180 days. This Plan can be implemented through existing federal programs, such as Fannie Mae and Freddie Mac.
The Secretary of the Treasury can carry out the Plan using the authority made available under the Housing and Economic
Recovery Act of 2008,

For immediate implemertation, Architecture 2030 has made available a version of this national plan for state and local
governments 1o use as their Energy Efficiency and Conservation Strategy for the Energy Efficiency and Conversation Block

* Depending on market conditiong, the interest rates made
chart, of e fixed (such as, 4.5% for HERS 70, 4.0% for HEI
depanding on the approach chosen.

rthe Plan ce
Y for HERS

Hable o
, 3,

the mark
3% for net zero). The cos

s Hustrated inthe
the Plan may vary,

* Buitding energy consimption from non-izpletable snergy sour

lected on site or provided Tram within o development is considerad an energy savings.

3 Euivalest rating systers may be used. See ‘Meating the 2030 Challenge Through Building Codes’ st www.architeclure 2030.0rg/ news/multimedia, htmt.
7 & netzero energy bullding produces at least as much emissions-{ree renewable enarg produ GUTTES.
* he 4,5 milfion jobs crested by this Plan does not inciude the jobs that will be created by the investment in compliance training.

5 from amission

4 The One-Year, 4.5-Million-Jobs Investment Plan
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Grants. Titled the 14x Stimulus plan, the plan leverages each $1 of government money spent on the program to generate
$14 of private spending, create 14 times the number of jobs, generate $3 in new taxes for the federal government, and
return $1 in new tax revenues back to state and local government coffers.

Number of Jobs Produced

4.5 million {1.4 million direct jobs in the Building Sector, as well as an additional 3.1 million indirect and induced jobs.
The 4.5 million jobs does not include an additional 130,530 jobs created by consumer spending of mortgage and energy
savings.)

Plan Justification

Numerous studies have shown that investing in energy reductions in buildings is the most effective way to create American
jobs and revitalize the economy. Energy reductions can be implemented immediately, creates the most jobs, costs the least
and offers great benefits to the planet.’® By integrating energy reduction requirements with a mortgage buy-down, we can
teverage the effectiveness of these reductions to keep families in their homes and revive the economy.

The Building Sector has taken the brunt of the economic downturn with over 1.7 million construction workers out of work. A
well-thought-out, strategic investment in this sector would revitalize it, and due to the large number of products and services
involved, spread the investment across the entire U.S. and across all industries (from steel, insulation and caulking to
mechanical and electrical equipment, glass, wood, metals, tile, fabrics and paint) and all sectors (from architecture, planning,
design, engineering, banking and development to manufacturing, construction, wholesale, retail and distribution).

One of the greatest benefits of the Plan is the potential to create a whole new renovation market for the construction
industry, which would immediately get this vital industry back to work and potentially provide work for the next 40 to 50 years.
As noted above, in the first year alone, homeowners renovating their homes to meet or exceed the initial 2030 Chalienge
target will create a renovation market worth over $47.6 billion.?® This market has the potential to reach $1 trilion by 2030.2
As impressive as these numbers are, they are conservative because they assume each building is renovated only once and
they do not take into account that many participants will complete additional renovations while doing the required energy-
reduction renovations to take advantage of the reduced, one-time mortgage rate afforded under the Plan. it is important
to note, however, that this market is only created if the mortgage rate buy-down requires participants to meet the energy
reduction targets.

Unlike other plans, this Plan moves the U.S. toward significant energy and emissions reductions. The Building Sector is
responsible for approximately half of all energy consumption and GHG emissions in the U.8. annually. An investment of $30
billion in the Plan would not only create jobs and save consumers money, it would also, over a five-year period, reduce at
a minimum, CO, emissions by 57.6 MMT CO_e and on-site energy consumption by 518 TBtu, including 163 billion cu. ft. of
natural gas and aimost one million barrels of oil, thereby addressing climate change and energy independence as well.

Ancther important benefit is that the Plan pays for itself and provides funding for public infrastructure and building projects
through the large tax base generated from the new jobs, private investment and spending, and new renovation market. This
ability to pay for itself provides the opportunity to continue the Plan for as long as needed or desired. For instance, there is
192 billion square feet of existing housing stock in the U.S. To encourage renovation of this existing stock, so as to achieve
the necessary energy and GHG reductions called for by the scientific community to address climate change, the Plan could
be continued until energy reduction goals are achieved or other mechanisms are in place.

Finally, a significant benefit of building performance standards is that they do not pick clean-energy technology winners or
fosers. Any existing or new non-CO,-emitting technology or planning and design strategy can be employed to meet a standard,

12 Kershner, K. and Mazria, E., “The 2030 Blueprint: Solving Climate Change Saves Billions,” 2030, Inc. / Architecture 2030,
Rttp:/ 7 www. E 030,018/ pifs/ 20 int.pdf.

20 For financial analysis, contact Architecture 2030,

24 The totat amount of the bullding renovation market available after the initial one-year Plan period assumes that the same leve! of renovation
intensity wili continue due either o continuation of the Plan, market forces, other incentives and/or improved building codes to drive
additional energy reductions in the Building Sector.

The One-Year, 4.5-Million-Jobs Investment Plan 5
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This includes everything from increasing neighborhood density, building orientation and color, daylighting, appropriate
materials, passive solar heating, and cooling and natural ventilation strategies, to insulation, high-performance glazing, solar
hot water heating, photovoltaics, micro-wind turbines, energy management systems, daylighting controls and any other site,
development or community-scale clean-energy source or strategy.

Conclusion

Addressing the coliapse of the private building sector is critical to stabitizing the U.S. economy. The Plan addresses this, as well
as many other challenges facing the country, including energy independence and climate change. With a single investment,
the U.8. can create miltions of jobs, strengthen the U.S. economy, reduce CO, emissions and energy consumption, and save
consumers billions of dollars. Investing in the private building sector is the only t t that can ish all of
these objectives.

Contacts:

Edward Mazria Kristina Kershner

Executive Director Director

2030, Inc. / Architecture 2030 2030, inc. / Architecture 2030
505.988.5309 ) 505.988.5309
mazria@architecture2030.0rg kershner@architecture2030.0rg

6 The One-Year, 4.5-Million-Jobs Investment Plan
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Chairwoman Waters, Ranking Member Capito, and Members of the Subcommittee:

My name is Roy Willis and I am the Executive Vice President of Southern California Division of

Lennar Urban, a part of Lennar Corporation, one of the nation’s largest homebuilders.

On behalf of Lennar and its partners in the renewable energy and financial sectors, I sincerely
appreciate the opportunity to testify this afternoon. In many ways, this hearing and the questions
you sent me touch on some of the most important aspects of my life’s work: housing, support

for low- and moderate-income families, and urban redevelopment.

Whether it was working for the Urban Reinvestment Corporation in the 1970°s to bring capital to
blighted areas, or helping to execute the Watts and South Los Angeles Renaissance Program
after the civil disturbances of 1992, I have tried to do my part to make life better for low- and
moderate-income citizens....and I believe the next generation of this work must extend to

protecting our environment.

To that end, I would like to focus my comments in this limited time on two areas:

s First, I would like to discuss Section 27 of the Bill, the renewable energy leasing
provision, and
o Second, directly respond to your questions of how this section of the Bill would affect

low- and moderate-income households and communities.
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As we all know, it takes green to go green and, in today’s trying economic times, many simply
cannot afford the upfront cost of buying assets like solar panels to put on their roofs---even with

the current level of federal and state incentives.

At the same time, private investment, both debt and equity, will not support the leasing of
renewable energy assets because, among other things, there is no market clarity regarding what
those assets are worth over time. The result is a delay in the adoption of these clean technologies
when we need them most. In short, we need to make going green more affordable, especially for

low- and middle-income families.

'Section 27 can help fix this. By establishing a loan insurance program, paid for entirely by user
fees, H.R. 2336 would help set a baseline for what renewable energy systems are worth, and
therefore lay the foundation for private investment in renewable energy system leases. The
result would be transformational. Renewable energy systems would become affordable. Clean
technology investment would resume. Companies would sell more. Thousands of jobs would be

created. And our environment would benefit --- all at no cost to the taxpayer.

To put it in perspective, if half the homes built in America annually in normalized times — about
500,000 in a non-recession year ~ included solar energy systems, for example, that would mean:
e Saving the equivalent of 6.6 billion barrels of oil annually;
e Reducing carbon emissions by the same amount as removing 440,000 cars from the road;
and

e Producing the energy of three new nuclear power plants.

-3-
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Chairwoman Waters, with your permission, I would like to submit for the record a more detailed
analysis of how renewable leasing would work and an analysis we commissioned by former
Congressional Budget Office Director Douglas Holtz-Eakin to analyze the budget impact of the
proposed program where he concluded, and this is a direct quote, this “will not be a budget

buster.”

Chairwoman Waters, you also asked, in your written questions to the witnesses carlier this week,
for us to comment on what effect “green” development would have on low and moderate income

households and communities.

While the benefits I described would apply to everyone, they should have a pronounced positive

impact in the communities you ask about for two principle reasons:

Leasing makes the enjoyment of capital intensive assets affordable. Leasing has been

successfully used in other industries.

Second, with unemployment at double-digit levels in much of the country, and low-income
people particularly feeling the impact of the recession, the increased demand for residential
renewable energy systems would help to create new, green, clean-tech jobs. The Million Solar
Roof Initiative estimates that placing solar energy systerns on one million homes would create

70,000 jobs.
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Chairwoman Waters, thank you again for the opportunities to share our views on this important
piece of legislation. I look forward to answering your questions and to working with you and the

committee.
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Renewable Leasing:

Lowering Up-Front Cost of Renewable
Energy Devices, Spurring Private Investment,
and Protecting Taxpayers

FEBRUARY 2009
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Executive Summary

® Widespread consumer adoption of renewable energy devices depends on
minimizing the up-front cost of acquiring a system through consumer financing.

® [Leasing provides such a financing mechanism, but is only possible when a
-market-accepted value of the asset is available,

® The federal government can establish that value through a loan insurance
program.
O The value of the asset can be calculated objectively using the expected
energy production for the duration of the asset’s useful life.
O The federal insurance can be financed by the repossessed device’s ongoing
energy output and through fees paid into a fund.

¢ A solar photo-voltaic (PV) lease program, for example, would work as follows:

o The home owner: elects to enter a “PV lease” for 10 years or less with a
third party lessor, and grants that third party an easement: access to and
use of the roof of the home, including use of the PV energy produced by
the unit if the home owner does not renew his or her lease for the life of
the system.

o The PV panel manufacturer and system installer: guarantees a
minimum amount of energy production each year over the life of the
product, in this case 25 years.

o The third party lessor: a private capital investor funds most or all of the
upfront cost of the PV system, taking all existing state or federal economic
incentives to deploy renewable energy, and any loans they enter to finance
the cost of the system are insured by the federal government after a 5 year
waiting period: a loan in the amount of the value of the asset 5 years into
the lease term would be insured by the federal government. The lessor
retains responsibility for service and maintenance of the PV system.

o The federal government: insures loans made to finance renewable energy
systems 35 years after the lease commences and uses the anticipated energy
production, as warranteed by the PV panel manufacturer for each year,
from that point in time to the end of the product life (25 years) to establish
the residual value of the asset, which sets the amount insured. That
insurance would, in effect, stabilize residual values and, in turn, the entire
financing equation.

® The benefits to Americans of half a million new PV energy systems, for example,
would be the equivalent of about three new nuclear power plants and over
440,000 cars taken off the road.

¢ Even if the maximum taxpayer exposure were assumed, with no energy revenue
or user fees paid to the federal government, the total dollar exposure would be
approximately $12,000 to $17,000 per unit. The program, however, could be
managed to avoid any taxpayer cost exposure.



100

INTRODUCTION
Residential housing, both new construction and retrofitted units, can be a significant
deployment channel for energy conservation and renewable energy systems. The
technology and production capacity exist today to put these improvements into the
nation’s homes immediately. The problem, however, is the high up-front cost to the
consumer of purchasing and installing energy-saving features. If a consumer could pay
little or nothing up front, with only a monthly payment for a renewable energy system,
and such monthly payments were less than that consumer’s current utility bills, we would
witness a massive expansion in the adoption of residential renewable energy systems in

the U.S.

Congress can help to make this a reality by providing the necessary loan insurance, at
minimal exposure to the taxpayer, to establish the private financing of renewable leases.
Specifically, Congress can establish a federal loan insurance program that will insure the
value of a renewable energy asset. This assurance will induce private capital to support
the leasing of PV and other renewable energy systems, harnessing private capital markets
to (i) lower the upfront costs of renewable energy infrastructure; (ii) create new green-
related jobs; (iii) spur the flow of private capital to critical renewable energy assets; and
(iv) reduce our nation’s dependence on foreign sources of energy while improving the

environment.

THE OPPORTUNITY: RENEWABLE ENERGY LEASING

Data show that widespread adoption of renewable energy systems, like solar PV systems,

is limited primarily by the high upfront costs of such products. While many financing
mechanisms are available to bridge this affordability gap, including the use of mortgage
financing, creating a program that requires consumers to put little, if any, money down
and make payments over time in exchange for immediate savings in retail energy rates

will accelerate adoption. This is most clearly manifested in a “PV lease.”
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WHAT IS A PV LEASE?
PV leasing involves a third party paying all or most of the upfront cost of the PV energy

infrastructure and leasing the full use and enjoyment back to the consumer, at costs below
available retail energy prices, over a long period of time {e.g., up to 10 years). In turn,
the lessee grants to that third party the right to install and operate the PV energy system
on the roof and grants an easement to access such equipment. This type of transaction
involves investors (i) availing themselves of current federal, state and local tax credits,
grants, or other financial incentives to offset their initial investment; (ii) collecting lease
payments over time from homeowners; and (iii) selling or refinancing the subject asset,

as the case may be, at the market-recognized value.

The key to the success of the PV lease is point (iti}, above: establishing a widely
accepted residual value of the asset which, today, is non-existent. In the case of a
renewable energy asset, the value can be established based upon both the energy that the
device will produce in its remaining useful life (based upon a production guarantee from
the subject PV manufacturer and widely available forecasts of expected electricity

prices).

System size: 5.0 kWh

Upfront Payment: $0

Retaif Electrical Rate: $0.20

Solar Electrical Rate: $0.16 (20% Discount)

Rate Escalator: 4% (Fixed)

Term Lease Payment: $69 - $94 Par Month

Term: 10 Years

AN (N; FICAT
(PROVIDED BY HUD)
A
o ™
‘;;ﬁfﬂ%ﬂ 0 YEARS 5 YEARS 10 YEARS 25 YEARS
{THIRD-PARTY - - .

INVESTOR)

ENERGY GENERATED CAN BE SOLD BACK EXPECTED
TO GRID USEFUL

LIFE

LEASE PAYMENTS
(HOMEBUYER)
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HOW CAN WE STABILIZE “RESIDUAL VALUES”?

Unlike automobile and home leasing, where the residual value can be quite subjective,

the residual value of PV and other renewable energy assets can be objectively established
as the discounted value of the system’s expected future energy production. The problem
today, however, is that there is not yet an established secondary market to value the

residual renewable energy production. Congress can help change that.

A government program, much like many loan guarantee programs, can be created to
insure the residual value of renewable energy assets, using those assets’ future energy
production as an objective valuation yardstick. In this instance, the government would
insure loan financing in the event of default or abandonment. The future production of
the system then can be used to pay off such loan if these events occur. Thus, in the worst
case scenario, if the government were to pay an insurance claim, the energy revenue from
the asset would revert to the government itself, posing little taxpayer exposure. In
addition, the program would be supported by an initial fee (up to 3% of the principal

amount insured) that the investor would pay for the loan insurance.

PROGRAM SPECIFICS
The following illustration of a PV lease demonstrates how the program would work,

although it could be applied to any form of renewable energy device:

1. The home owner. Either when purchasing a new home or upgrading an existing
home, the home owner clects to enter a “PV lease.” The term of the lease is 10
years or less. The home owner enters an agreement with a third party lessor and
grants that third party an easement: access to and use of the roof of the home,
including use of the PV energy produced by the unit if the home owner does not
renew his or her lease. The home owner makes monthly lease payments to the
third party that are less than what the home owner’s utility bills would have
been. At the end of the lease term, the home owner may (a) purchase the PV
energy system; (b) renew the lease for an additional term; or (c) stop using the

PV energy system, with the energy from the system going back to “the grid” and
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the revenues from that energy accruing to the third party lessor or lender, as the

case may be.

. The PV panel manufacturer and system installer. In selling the PV device to
the third party lessor, the PV manufacturer guarantees a minimum amount of
energy production per year over the life of the product, in this case 25 years. In

some instances, the PV panel manufacturer may also be the system installer.

. The third party lessor. Private capital investments will fund most or all of the
upfront cost of PV, taking all existing state or federal economic incentives to
deploy renewable energy (making their investment returns more palatable to
investors). The third party lessor’s loan to fund the investment in the PV lease
would be the subject of the federal government’s insurance beginning after 5
years: insurance in the amount of the value of the asset each year during the life
of the system beginning with the fifth year would be insured by the federal
government. The third party lessor would retain responsibility for service and

maintenance.

. The federal government. The Department of Housing and Urban Development
would insure loans made for renewable energy systems. In this example, the

government entity would use the anticipated energy production, based on the PV
panel manufacturer’s warranty and government forecasts of electricity prices, for
each year beginning with the fifth year of the lease term to the end of the product
life (25 years) to establish the residual value of the asset for each year. Insurance
in that amount for each year would, in effect, stabilize residual values and , in

turn, the entire financing equation.
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LOAN INSURANCE CERTIFICATE

{PROVIDED BY. HUD}
A
I ™
EXPECTED 0 YEARS 5 YEARS 10 YEARS 25 YEARS
USEFUL L L "
LIFE
e S
o~
. RESIDUAL VALUE
{EQUAL TO THE FAIR MARKET
VALUE OF REVENUE STREAMS
FROM THE SALE OF
ELECTRICITY PRODUCTION
SOLD BACK TO THE GRID)
This program will:

e Pose no cost to the taxpayer during the first 5 years of the lease term;

* Give investors and lenders the confidence to make large upfront investments
today based upon a very structured and certain cash flow (lease payment and
residual revenue stream or “take out” loan) in the future; and

e Protect taxpayers and lenders by relying on the origination fee and future
production of the system to cover any government administrative costs or

insurance claims.

BENEFITS
By spurring adoption of residential renewable energy systems, the proposed program
would accelerate the adoption of PV encrgy systems above current growth projections.
The energy savings to consumers would be significant. In a typical non-recession year,
over 1 million new homes are built and purchased annually. If half those homes had
renewable energy devices financed by little or no up-front cost leases, consumers would
save almost 3.4 billion kWh/year in energy, the equivalent of about 6.6 million barrels of
oil. The environment would benefit from over 2.4 million fewer metric tons of carbon

dioxide in the atmosphere, the equivalent of over 440,000 fewer cars on the road.
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Utilities would benefit by not having to construct the equivalent of about 3 new nuclear

power plants.
PV EQUIVALENCY STUDY"
Number of kWhiyear Wetric tons of Barrels of Oil Cars Acres of Trees Nuclear Plants
Homes generated COZ2e
1 6,750 4.82 13.27 0.88 2.04 0.00
100 675,000 482 1,327 88 204 0.00
5,000 33,750,000 24,111 66,333 4,416 10,217 0.03
500,000 3,375,000,000 | 2,411,136 6,633,283 441,600 1,021,668 2.59

The taxpayer benefits by having a self-funded program that does not rely on general
revenues, yet produces tangible benefits to the nation, including significant job creation

and its resulting tax revenue.

RISKS

The federal government would take on limited risk in establishing the renewable energy

loan insurance program. For example, there may be some minimal level of defaults on
the underlying loans being insured. Leased equipment may be abandoned in foreclosure
or other scenarios. In such cases, the federal government’s insurance costs would be
covered by (a) energy revenues from the system itself for the system’s remaining useful
life; (b) user fees paid by insured investors; or (c) some combination of the two. The
program would pose no significant risk to taxpayers, thanks to these revenues. Moreover,
the federal government’s insurance typically would come into effect only at the end of

the first 5 years.

Even in light of these risk-mitigating factors, however, the maximum exposure to the
taxpayer of the loan insurance program can be established as follows:
¢ A 5.0kWh PV energy system on a new home typically costs $35,000, whileon a
retrofitted home it costs $50,000.

* Based on 5.0 kWh photovoltaic system per home, annual production = 1,350 kWh. Emission faciors from
eGRID 2007 Version 1.0 (U.S. average values). Site to source conversion factor = 3.34. IPCC Global
Warming Potential Values used. Source: ConSol Energy 2008.
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o The residual value of such systems after five years, which is the value
underwritten by the insurance program, would be $12,000 to $17,000.
o This value is the net present value (“NPV") of the energy produced in the
remaining life of the asset (years 6 through 25).°
o The expected future production of such systems would be well above the total
vatue of the repossessed assets. In addition, the up to 3% fee paid by investors to
obtain the insurance would also be available to cover any costs of the program or

insurance claims.

® Energy values are from publicly available Department of Energy (EIA) national estimates. The
productivity of the Solar PV systems are assumed to be 0.5% annually. NPV here is based on a discount
rate of 6%.
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CONCLUSION

Widespread consumer adoption of renewable energy devices depends on minimizing the
up-front cost of acquiring a system through consumer financing. Leasing provides such a
financing mechanism, but is only possible with a market-accepted value of the asset. The
federal government can establish that value through a loan insurance program. The value
of the asset could be calculated objectively using the expected energy production for the
duration of the asset’s useful life. The federal insurance could be financed by the
repossessed device’s ongoing energy o‘utput or through lessees’ fees paid into a fund.

The benefits to Americans of half a million new PV energy systems, for example, would
be the equivalent of about three new nuclear power plants and over 400,000 cars taken
off the road. Even if the maximum taxpayer exposure were assumed, with no energy
revenues or user fees paid into the federal government, the total dollar exposure for each
unit after five years would be $12,000 to $17,000. The program, however, would be

managed to avoid any taxpayer exposure.

10
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DHE Consulting, LLC
901 North Pollard Street, #1807
Arlington, VA 22203

April 30, 2009

David Kaiserman, President
Lennar Ventures

700 NW 107th Avenue
Suite 400

Miami, FL 33172

Dear David:

Thank you for the opportunity to analyze the budgetary impacts of a federal insurance program for
loans for financing of renewable energy systems leased for residential use. Having looked at the draft
specifications, I believe it is safe to say that this should not be a budget-busting program.

The most important budgetary feature of the program is the fact that premiums are collected at the
time loans are insured, while any budgetary outlay is deferred for five years after that. The current
Congressional budget resolution is a 5-year window covering 2010-14. As a result, if premiums are
levied at all, this program will be 2 net surplus and source of revenues in the current budget window.

Over the longer term, the net fiscal implications will depend on the extent to which premiums are
charged on an actuarially-fair basis that reflects accurate information on experienced and expected
default rates. A more complete description of the budgetary and sensitivity analysis is attached.

This analysis highlights two aspects of the program as currently drafted. First, it would be possible to
draft the program with the requirement that in be implemented on a zero-subsidy basis. If written
that way, the Office of Management and Budget would be obligated to ensure that premiums are set
on an acruarially-appropriate basis.

Second, the draft shows all insurance payments subject to annual appropriation, thereby raising the
possibility that any year-to-year surplus may be approptiated for other purposes, and undercutting
the overall balance in the program. Again, it would be possible to draft stronger protections that
ensure premiums are used only to liquidate insurance obligations.

Finally, especially with consideration of the two drafting options, I think the analysis strongly
supports the notion that this program should be evaluated on its policy merits. If one wishes to
move to a cleaner enetgy portfolio and seeks to provide federal leadership in financial products that
support this portfolio, this program offers as way to do so in a responsible budgetary manner.

Sincerely,

Douglas Holtz-Eakin
President, DHE Consulting LLC
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Framewotk for the Scoring Analysis

DHE Consulting, LLC built a basic national economic, housing, and energy outlook for 2010 to
2044 that consisted of the following variables (and their sources):

Treasury Interest Rate (CBO, year-to-year smoothing by DHE)

CPI Inflation (CBO ~ also smoothed)

Residental Electricity Prices ($per KWH from EIA)

Housing Starts (Based on Macroeconomic Advisers, LL.C Long-Term Projection)
Stock of Owner Occupied Homes (DHE Consulting, LLC)

These projections allow one to compute the KWH per system (assuming productivity growth of 0.5
percent annually), the residual value per energy system (assuming CBO inflation, CBO interest rates,
and a manufacturer’s warranty of 95 percent of the rated output), and the loan value per insured unit.

Assumptions regarding the takeup rates for new homes and existing homes are combined with the
housing starts and existing homes projections, respectively, to determine the total number of loans
issued and insured. As a rough starting point, wi chose takeup rates of 10 percent and 0.5 percent
respectively. Because the stock of housing is so large relative to new construction, the latter number
is the most important for determining the scale of the program.

The key variable is the difference between the default rate on loans and the rate of insurance
premiums charged. We assumed as a rough benchmark that the default rate on new construction
would reflect the overall default rate on first mortgages of single-family homes. The basic argument
is that we are drawing from the same pool of homeowners. Given market conditions, we have this
starting at 7 percent and declining to 2 percent at the end of the budget window.

Finally, as a benchmark, we set the premiums at a common value of 1.5 percent of the loan amount.
This reflects a rough-justice assessment that historically premiums have been below the acruarially-
fair level in federal programs.

Preliminary Scores

See Table 1. Obviously, the key bottom line is that there is an annual surplus for the startup of the
program ~ 2 feature that will be robust to any of the key assumptions because of the design. Over
the long-haul, the program as we have assumed implemented runs a deficit, but that is easily fixed
with actuarial premiums.

Sensitivity Analysis

A sensitivity analysis is in Tables 2 and 3. Table 2 looks at how much the default rate can exceed the
premium rate and still have the program break even over the 10-year budget window. Because the
premiums build up over the initial five years, the default rate can exceed the premium rate by over 2
percentage points and still break oven.

In contrast, Table 3 looks at the more stringent test of having the program break even over the final
5 years, 2015-2019. This precludes using the build up of premiums to help the budget picture. The
result is that the default rate can exceed the premium rate by only 0.55 percentage points and have
the program roughly break even.
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Introduction

Chairwoman Waters, Ranking Member Capito, and Members of the Subcommittee, thank you
for the opportunity to testify before you. My name is David Wiuka and | am a broker/owner of
Wiuka Real Estate Corp in Sharon, MA. 1am the 2009 Chair of the National Association of
REALTORS' {NAR) State and Local Issues Committee, and a member of the Global Climate
Change Presidential Advisory Group. t am also an “Ecobroker Certified”, a designation that

predates NAR’s new Green certification.

1 am here to testify on behalf of 1.2 million members of the National Association of REALTORS”,
We thank you for the opportunity to present our views on incentive based approaches to
improving the energy efficiency of buildings. NAR represents a wide variety of housing industry
professionals committed to the development and preservation of the nation’s housing stock

and making it available to the widest range of potential homebuyers.

Thank you for the opportunity to testify on H.R. 2336 {Perimutter, D-CO), the Green Resources
for Energy Efficient Neighborhoods {GREEN) Act to encourage energy efficiency in HUD housing
by offering block grants and credit for energy improvements in the underwriting of mortgages.
NAR policy is committed to efforts to advance consumer understanding of the need for energy
efficiency and reduce energy use, and supports reasonable incentive-based approaches to
improve that understanding. This bill would encourage energy efficiency by offering block
grants and other financial incentives such as mortgages interest rate reductions for that
purpose. For several years, NAR’s membership and the association itself have taken a number

of actions to address this commitment, including:

. Building the first LEED certified office building in Washington, D.C.;
. Developing extensive member training and education programs including a

Green desgination for real estate professionals;

2 l National Association of REALTORS®
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. Partnering with the U.S. Department of Energy on promoting its Energy Savers
brochure to our members and their clients; and

. Sponsoring significant research on building related energy issues.

While we have some concerns with some of the specifics contained in the GREEN Act, the basic
approach — to incentivize building efficiency through mortgages -- is sound. Itis a far more
workable approach than that taken by H.R. 2454's (Waxman, D-CA}, the "American Clean
Energy and Security Act” that will label older properties with energy scores and reduce property
values. We would encourage the subcommittee to consider substituting a Perlmutter-based

approach for the labeling provisions of HR 2454.

H.R. 2336, the GREEN Act of 2009

NAR supports the approach of HR 2336 to encourage energy efficiency and conservation in our
nation’s housing stock. The bill contains many incentive-based approaches for encouraging
energy efficient building, rehabilitation and upgrades, and we are strongly supportive of those
provisions. The bill also provides a loan fund for states to implement renewable energy
projects. HR 2336 also provides for a number of demonstration and pilot programs in HUD
housing, that should help provide best practices and great experiences for promoting energy

efficiency in these properties.

Bill Provisions Requiring Further Clarification

While NAR supports the bill’s approach and many provisions which are discussed in the next
section of our remarks, we do have some concerns with certain provisions and question

whether they would achieve desired objective of improving energy efficiency:

3 | National Association of REALTORS®
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Definition of “HUD Assistance”. The bill defines "HUD Assistance” as, “financial
assistance that is awarded, competitively or noncompetitively, allocated by formula, or
provided by HUD through loan insurance or guarantee”. This definition would include
the FHA single family mortgage insurance 203b program as a type of “HUD assistance”.
We do not agree with this characterization of FHA mortgage insurance, and are
concerned with the precedent that would be set by associating insurance with a term
has a very specific meaning related to subsidies. The FHA single-family mortgage
insurance program is a mutual insurance fund whose participants fully fund the
program. There is no subsidy or federal assistance provided — borrowers to the program
pay premiums in return for mortgage insurance. The program has never needed a
federal bailout or contribution and is fully self-funding. We strongly urge the
Committee to change this definition and remove the 203b program from the definition

of “assistance”.

. Sections 6 and 7 provide additional affordability goals credit and a new duty to establish

a secondary market for energy mortgages for Fannie Mae and Freddie Mac, the
government sponsored enterprises {GSEs). The current housing market crisis requires
that the GSEs focus their efforts on helping at risk families stay in their homes and
provide safe and affordable mortgages to homebuyers. This crisis has shown the very
critical and necessary role the GSEs play in our mortgage markets. Unlike private
secondary market investors, Fannie Mae and Freddie Mac remain in housing markets
during downturns, using their federal ties to facilitate mortgage finance and support
homeownership opportunity for all types of borrowers. Now is an inappropriate time for
an adjustment in focus by the GSEs to build a secondary mortgage market around a
product feature. Such a requirement could sidetrack the GSEs from the work our nation

requires to help support the housing sector and the national economy.

4 l National Association of REALTORS®
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REALTORS® believe that the GSEs’ housing mission, and the benefits that are derived
from it, plays a vital role in the success of our nation’s housing system. Fannie Mae and
Freddie Mac have demonstrated their commitment to housing by staying true to their
mission during the current market disruptions by continuing to provide mortgage
capital. Now is not the time to redesign the goals or expand the duties of the GSEs.
Over the next year or so, Congress will cansider many proposals to ensure that safe,
affordable mortgage capital is available to deserving American families in all markets.
NAR recommends that as part of this effort, Congress consider to what extent the GSEs
or the replacement secondary mortgage model should reflect the objectives of sections

6and7.

Section 20 of the legislation relates to appraisals. The legislation proposes to 1) revise
the standards for appraisals of federally-related transactions; and 2) establish specific
requirements for appraisers related to energy-efficiency features. The Uniform
Standards of Professional Appraisal Practice (USPAP) is the quality control standard
applicable for real property in the United States. USPAP already requires appraisers to
consider market factors to maintain appraisals as independent market valuations, which
is critical to their success. Energy efficient improvements to homes will be reflected in
the market-based value of the home through the appraisal. NAR is concerned that
requiring appraisers to place a value on certain aspects of the home that are not
included in the market-value of the property will distort housing markets and further
exacerbate the housing crisis. If a feature adds value to a home an appraiser will note
this in the appraisal without a requirement by law. Currently states implement
subcommittee standards and qualification criteria for those appraisers involved in
federal related transactions. The current draft of the bill could be viewed as an
expansion of the subcommittee’s authority or worse, direct federal regulation of the

appraisal industry.

5 l National Association of REALTORS®
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4. Section 27 provides FHA insurance for loans for renting renewable energy systems —
separate from the mortgage. While we applaud the innovation of this type of program,
we believe that the Department of Energy may be a better vehicle for federal financing
of windmills and solar panel leases. We have concerns that these types of loans could
negatively impact the FHA single family mortgage fund and believe further study is

necessary before implementation.

NAR Supported Provisions

We strongly support the incentives and demonstration programs provided in Section 3, 4, 5,
and 14. There are many property owners out there who aspire 1o improve their homes, but do
not have the actual resources or tools to undertake these renovations. The bill provides
homeowners with the resources and incentives to make their property more energy efficient.
Unlike the Waxman/Markey labeling proposal {which we will discuss at length later}, HR 2336
will facilitate changes in behavior and the implementation of energy efficient retrofits for
homes and buildings. These improvements will not only benefit our environment, but will

create jobs and reduce energy bills for consumers.

We also support Section 17. This provision of the bill amends the US Code to require a
description of a jurisdiction's efforts to coordinate its housing strategy with its transportation
planning strategies so that residents of affordable housing have access to public transportation.
NAR's official policy encourages the integration of transportation planning into the general
community planning effort, including planning for affordable housing. Our policy supports
improving mobility so that all citizens have access to transportation means best suited to their
needs. We encourage transportation planners to consider the needs of all transportation users
when designing improvements. Therefore, we applaud this section of the bill which will foster

a better coordination of transportation and housing plans.

6 I National Association of REALTORS®
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We believe the most important provision of the bill is Section 9, which provides education and
outreach to homebuyers and homeowners. The GSEs and FHA have both offered energy
efficient mortgages for a number of years. However, the programs have failed to flourish,
mostly due to lack of information on behalf of the homebuying public. We believe increasing
public awareness of these products will go a long way to promoting their use. We also believe
that REALTORS® are well-positioned to assist in this effort. As mentioned earlier, NAR has
recently completed a Green Designation program, which is designed for residential, commercial
and property management professionals. This new educational program provides REALTORS®
with information about what it means to “go green” and the concerns of consumers seeking
green knowledge about real estate. It includes ongoing specialized training that allows
REALTORS® to speak knowledgeably about what makes a home, building or property green, the
availability of green grants and incentives, and cost/benefit value of green homes and features.
We believe REALTORS®, as the first point of contact with consumers, can be helpful advocates

in this campaign.

HR 2454 Building Energy Labeling Provisions

The Energy and Commerce Committee recently approved H.R. 2454, the American Clean Energy
and Security Act that includes provisions which establish real estate {abeling program. The
legislation has been referred to this Committee, While the bill’s authors and Mr. Perimutter
share the same objective (energy efficient homes), both bills adopt different approaches to
improve building efficiency. The GREEN Act would encourage energy efficiency through
financial incentives and mortgages — a sound approach, while H.R. 2454 wili create a system of
energy labels for homes and buildings and suggested triggers for state implementation of a
labeling program. Again, NAR’s members are committed to advancing consumer understanding
energy efficiency, but these provisions vyil! impose burdens on consumers and an already
troubled housing market ~ without improving the energy efficiency of our nation’s building

stock in a timely manner.

7 l National Association of REALTORS®
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Labeling every home in America will not improve building efficiency. The label will stigmatize
older properties and further reduce property values in many areas around the country. At a
time when retirement savings and property values have plummeted, many families and
commercial property owners do not have the financial resources or equity to make needed
energy-related improvements such as replacing aging heating and cooling systems, appliances
or windows. Adding to the cost of homeownership will complicate the economic concerns that

homeowners are already facing.

Of particular concern is the effect of energy labeling on properties that were not built to any
specified energy code. The first national standardized building energy codes were not
established until 1978. More than 60% of U.S. home were built prior to 1980, and will face a
loss in value due to building labels. These properties could require significantly more
improvements than newer properties in order to imﬁrove the labeling score and maintain
property values. As the following table' shows, a disproportionate share of these older
properties are owned by those populations ~ including 73% of elderly and 63% of those living
below poverty -- that live on fixed incomes or are least able to afford those improvements
without significant financial assistance. For example 64% of Hispanic and black owners reside in
pre-1980 homes. We are also concerned that labels would not only stigmatize older homes but
also the older inner city communities where they are located and which are struggling to
maintain and continue to attract investment. My own state of Massachusetts considered
adopting a similar energy scoring and labeling requirement at the point of sale. But due to
concerns about stigmatizing properties and disadvantaging certain populations, the legislature

opted instead to allow a buyer to waive the requirement.

!Source: American Housing Survey, 2007.

8 ‘ National Association of REALTORS®
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B Number of Owner-Occupied Elderly
# Number of Owner-Occupied {Black and Hispanic)

® Number of Owner-Occupied Below Poverty Line

4,000,000

3,500,000

3,000,000

2,500,000

2,000,000

1,500,000

Number of Homes

1,000,000

500,000

Decade Home Built

We are especially concerned with provisions could encourage state governments to require
that labels be disclosed at the time of sale. The energy committee added a provision that
specifies that the actual, physical labeling of a building could not occur after a contract has
been executed — but that does not address the issue of a mandated disclosure and comes far
too late in the sales process to avoid the disruption of a sale. As a practical matter, states will
read this as a requirement to receive federal funding. Labeling and disclosure will be

implemented at the time of sale — one of several optional trigger points in bill.

Our members’ experiences with sales transactions indicate that labels will become a bargaining
chip at closing to negotiate down selling prices without any assurance that energy-related
improvements are made. In addition, with less than a very small percentage of homes changing
hands each year even in a robust market, such an approach will prove ineffective at meeting

the stated goals of the legislation in a timely manner.

9 ! National Association of REALTORS®
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Before prescribing new requirements for branding homes and buildings with labels, consumers
require a better understanding of energy efficiency and, just as importantly, must be given the
financial resources and incentives to make needed energy improvements. The GREEN Act
includes many provisions that achieve those goals, and NAR would support those provisions
that will provide the financial incentives needed by consumers to improve homes and buildings
and result in significant energy savings in the very near term. But labels will not achieve either

goal.

We respectfully urge the Committee to strike this labeling section in favor of retaining retrofit
incentive programs in section 202 and applicable provisions of HR 2336, as the most effective

means to improve energy efficiency in America’s homes and buildings.

Conclusion

Again, thank you for the opportunity to testify. This is a timely hearing and topic. We recently
wrote the Financial Services Committee about the labeling provisions of HR 2454; our letter is
also attached. That bill has been jointly referred to this committee along with others, who have

all been directed to complete their work within a few weeks.

We support the GREEN Act’s approach to energy efficiency, and would welcome an opportunity
to work with the committee to develop the approach as a substitute to the labeling provisions

of the Waxman bill.

10 l Nationa!l Association of REALTORS®
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Written Testimony Submitted for the Record
June 11, 2009
Subcommittee on Housing and Community Opportunity

By

Charles Clevenger
Director, Stationary Air Conditioning (STAC) Business
Delphi Corporatien

Good morning Chairwoman Waters and Ranking Member Capito. My name is Charles
Clevenger, and I am pleased to offer testimony for today’s hearing on H.R. 2336, the GREEN
Act of 2009. I would also like to thank Congressman Chris Lee, who represents Delphi’s
facilities in Lockport, NY for his assistance in securing this opportunity for Delphi to offer
testimony today.

About Delphi Corporation:

Delphi is a leading global supplier of mobile electronics and transportation systems, including
powertrain, safety, steering, thermal, and controls & security systems, electrical/electronic
architecture, and in-car entertainment technologies. Engineered to meet and exceed the rigorous
standards of the automotive industry, Delphi technology is also found in computing,
communications, consumer accessories, energy and medical applications. Headquartered in
Troy, Mich., Delphi has approximately 133,000 employees and operates 138 wholly owned
manufacturing sites in 34 countries with sales of $18.1 billion in 2008.

Delphi is committed to our vision of safe, green and connected. We share the goals of the
Committee of protecting the environment.

I am not here today to talk about Delphi’s automotive capabilities— but about the innovative
transition of our automotive technologies to adjacent markets. We make technologies compact
and efficient for vehicles — then transfer those advances to other uses for our products. Our
Delphi Micro Channel Heat Exchanger is a classic example of this technology transfer.

Trends in HVAC Use — Rising Costs:

The Electric Power Research Institute (EPRI) is forecasting U.S. electricity use to increase by
1.2% per year through 2030. By that time, air conditioning use will consume nearly 13% of all
U.S. electricity. Residential AC will consume 19% of residential electricity by 2030 with a
growth rate of 1.7%, and Commercial AC electricity consumption will grow by 1.4% per year
throngh  2030. This study assumes that enacted energy-efficiency legislation will be
implemented as scheduled in their forecasts.

U.S. Consumers are becoming more aware and more concerned about the need to conserve
energy. Consumers, however, do not believe they are to blame for rising energy costs and ~
despite the numbers — refuse to believe that they are using more energy per year. What we are
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seeing is that consumers have a high tolerance for accepting higher energy bills rather than
investing in more energy-efficient devices.

Environmental regulation is evolving, resulting in stricter international, federal, state and local
laws, and regulations concerning the environment. The Energy Independence and Security Act
of 2007 allows DOE to establish regional efficiency standards for residential furnaces, air
conditioners, and heat pumps by 2016. Residential furnace and boiler standards will change in
November 2015. These new regulations and standards are driving HVAC product performance
improvements.

But consumers use existing less-efficient equipment because the new higher efficiency
equipment has a higher upfront cost. Incentives are necessary for consumers to purchase new
equipment because regulations may drive consumers to buy less-efficient equipment before
regulations take effect in order to avoid higher future costs.

The U.S. HVAC market is typically 25% new construction and 75% replacement business. Asa
result of the current economic climate, the share of the replacement market is increasing to 80%.
In addition, a worsening economy increases the tendency to delay major HVAC replacements.
There is a perception that energy-efficient products cost considerably more, and consumers are
reluctant to embrace energy-efficient devices because of aesthetics, payback time period, and
initial price. In our experience, rebates are not a great incentive because of the hassle to
consumers to complete an application and wait to receive the rebate.

Delphi Thermal — qualified to offer a solution

Delphi Thermal Systems delivers enhanced energy efficiency, environmentally friendly, world-
class comfort and convenience through fully integrated heating and cooling systems, modules
and components globally. Our divisions include Delphi Thermal Systems Automotive which
develops, designs, and manufactures Powertrain Cooling Systems, Heating Ventilation & Air
Conditioning Systems, and Compressors; and Delphi Thermal Systems New Markets which
develops, designs and manufactures Stationary and Transport Air Conditioning/Refrigeration
systems.

Delphi Thermal Systems has 99 years of experience in heat exchangers. In 1910, Herbert
Champion Harrison founded Harrison Radiator Company in Lockport, New York. Harrison
invented the Hexagonal Cell Honeycomb Radiator. From 1942-1984, Delphi Thermal
manufactured a wide array of Heat Exchangers for aerospace, aviation, industrial and
commercial applications. In 1992, Delphi Thermal transitioned from the traditional tube and fin
to micro channel technology for heat exchangers. In 2001, Delphi Thermal Systems created a
business unit to support heating/cooling needs in non-automotive markets. In 2006, Delphi
Thermal Systems produced the first high-volume brazed micro channel condenser for residential
air conditioning,.

Delphi now manufactures 3 million micro channel heat exchangers annually — we have the
largest number of units in the.field. Delphi has shipped more than 50 million MCHX parts
globally. Our product has demonstrated success in every major market. We are currently
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supplying to transportation (refrigerated trucks), residential, retail food storage and bottle cooling
and commercial (chillers & rooftop units) markets.

Delphi Thermal - The solution:

We are excited to have the opportunity to share with this Committee the benefits of the Delphi
Micro Channel Heat Exchanger, a technology that we believe can help this Committee achieve
its goal of increasing the energy efficiency of homes in a cost effective manner.

Delphi’s state-of-the-art Micro Channel Heat Exchangers can provide more energy efficient
cooling than traditional AC units. Its unique design enhances product efficiency by joining its
components together in a single coil — ultimately helping meet demands for less storage space,
easier installation, and enhanced aesthetics. Our product, in combination with increased federal
standards and incentives, will give consumers the opportunity to save money, space and energy
while lessening the impact on the environment.

The Delphi unit has the potential to provide improved energy efficiency and reduce the impact
on the environment because it is smaller and lighter than traditional units; is 100 percent
recyclable; uses less refrigerant; and is able to achieve higher energy efficient ratings.

Our product can provide mass, size and refrigerant reductions. For condensers, our product
offers a weight reduction of 10-30% and a refrigerant reduction of 20-40%; for evaporators, a
weight reduction of 40-50% and a refrigerant reduction of 10%; and for heat pump coils, a
weight reduction of 10-20% and a refrigerant reduction of 10-30%. These benefits translate to
lower shipping costs; lower warehousing costs; lower cost of packaging materials; lower cost of
structural materials; and lower cost of refrigerants. Other benefits include a higher thermal
capacity (5-20%), simplified plumbing and connections, lower applied cost, and less fin damage.
Our all aluminum construction is 100% recyclable.

Transitioning 1 traditional condenser (tube & fin) to a Delphi MCHX condenser would yield:
- 16 Ib. weight reduction due to MCHX condenser;
- 30 Ib weight reduction for the outdoor unit
- 1.7 Ibs in refrigerant reductions
- 8.6 cubic ft in size reduction

If every U.S. household were equipped with a Delphi MCHX condenser, the results would be:
- 120 million Ibs of less refrigerant in the atmosphere
- 1.1 billion Ibs in weight reductions due to MCHX Condenser
- More energy-efficient, optimized heating/cooling systems

Imagine the possibilities.

SEER Case Study — Illustrates Delphi Capabilities/Efficiencies
Examining changes in the Seasonal Energy Efficiency Ratio (SEER) — a rating on comfort

equipment - illustrates the benefits of the Delphi product to both the economy and the
environment. For each unit of SEER improvement, an average household would save $33 per
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year. The Energy Policy Act of 2002 increased from 10 to 13 in order to enhance energy
conservation and provide for security and diversity in the energy supply. When enacted, the 13
SEER was predicted to save the nation 4.2 quads of energy over the next 25 years (equivalent to
the energy consumed by nearly 26 million U.S. households annually). The standard is expected
to save consumers $1 billion over the same period.

The benefits of this transition from SEER 10 to 13 include significant energy savings, reduced
energy bills for homeowners (an estimated 23% energy savings); and reduced greenhouse
emissions and air pollutants, saving an estimated 7.2 million metric tons of carbon in 2020. But
for a traditional HVAC unit, the SEER transition has associated costs. The size of the units must
increase to achieve increased efficiency, which demands increased shipping costs, increased
manpower for shipping, increased product cost, and increased refrigerant use (estimated 40%
more) and environmental impact.

In contrast — the Delphi Micro Channel Heat Exchanger is able to provide the increased SEER
without the costs involved in a traditional unit. Our product is smaller, lighter, and more
efficient. It requires less packaging, and uses less energy in shipping. The all-aluminum
construction is 100% recyclable. And the product is more environmentally friendly because it
uses less refrigerant. Delphi is confident that we could achieve 16 SEER efficiency in the same
size unit as a traditional 13 SEER.

Conclusion

Delphi is proud of our success in driving the market to achieve increased efficiency at a lower
cost. We are committed to increasing utilization of products that protect our environment and
preserve our energy sources for the future. We look forward to working with this Committee as

it develops legislation to achieve this goal.

Thank you again for the opportunity to present testimony to this Committee.
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INTRODUCTION

The American Institute of Architects strongly supports the Green Resources for Energy
Efficient Neighborhoods (GREEN) Act (HR 2336). This landmark legislation will
promote energy efficiency in our nation’s residential building sector, providing direct
benefits to the environment, our economy, and especially to the millions of Americans
who are struggling to cope with rising energy prices. The AIA strongly supports policies
that conserve our Earth’s natural resources as America’s architects have long understood
the importance of energy efficiency. Therefore, the AIA strongly supports the GREEN
Act, which represents the 11 1" Congress’s most comprehensive effort to promote energy

efficiency in the residential buildings sector.

BUILDINGS AND ENERGY USE

The Department of Energy’s 2007 Building Energy Data Book reveals that the building
sector accounts for 39 percent of total U.S. energy consumption, more than both the
transportation and industry sectors.’ According to the Department of Energy’s Energy
Information Administration, buildings and their construction are responsible for nearly
half of all greenhouse gas emissions produced in the U.S. every year. The same study
found that buildings are responsible for 71 percent of U.S. electricity consumption and
that buildings in the United States alone account for 9.8 percent of carbon dioxide

emissions worldwide.’
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In fact, according to the Department of Energy, U.S. buildings account for nearly the
same amount of carbon emissions as all sectors of the economies of Japan, France, and
the United Kingdom combined.®> Therefore, if we in the United States want to be serious

about energy reductions, buildings must become a significant part of the discussion.

The data shows that the building sector is only going to become more critical to the
discussion. Annual U.S. energy consumption is projected to increase by 32 percent over
the next twenty five years®. The AIA believes strongly that pow is the time to act to
reverse this course and start making significant reductions in the amount of fossil-fuel

generated energy our nation consumes through its buildings.

Over the next 30 years, the character of the built environment will change dramatically.
Currently, U.S. building stock sits at 300 billion square feet. Experts predict that between
now and 2035, 52 billion square feet will be demolished, 150 billion square feet will be
remodeled, and another 150 billion square feet will be newly constructed.’ Because
buildings are such a major producer of greenhouse gases, the AIA believes that if
Congress and our nation want to reduce greenhouse gas emissions, addressing epergy
consumption in the next generation of buildings is a vital endeavor. We believe that the
federal government can and must take the lead to change the way our buildings use

energy.

To reduce energy consumption in the building sector, the AIA believes that architects

must advocate for the sustainable use of our earth’s resources through their work for
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clients. To support this principle, in 2005 the AIA adopted a position stating that all new
buildings and major renovations to existing buildings be designed to meet an immediate
50 percent reduction in fossil fuel-generated energy (compared to a 2003 baseline) and
that at five year intervals, that reduction target be increased by at least 10 percent until

new and renovated buildings achieve carbon neutrality in 2030.

Architects across the country have embraced this principle and are currently utilizing
design practices that integrate built and natural systems that enhance both the design
quality and environmental performance of the built environment. But in order to truly
revolutionize the way our nation designs buildings, the public sector, especially the
federal government, must also play a role. Federal government agencies, programs and
sponsored enterprises have a major impact on the residential building sector. Through a
combination of regulation and incentives, we can achieve the goals of greatly reducing

fossil fuel generated energy and improving energy efficiency nationwide.

In the past, the AIA worked with Congress to address energy use in federal buildings;
The 2007 Energy Independence and Security Act (P.L. 110-140) included a provision
mandating that all new and significantly renovated federal buildings meet strict energy-
use requirements. The new energy targets required of federal buildings will demonstrate
to the private sector that the federal government is leading by example. It will also help
spur the development of new materials, construction techniques, and technologies to
make buildings more energy efficient. And it will help show that significant energy

reductions are both practical and cost-effective.
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The new energy efficiency requirements for federal buildings achieved through the 2007
energy bill will literally transform the way the government designs and constructs
buildings. In order to make even greater reductions in the energy used by our nation’s
buildings, we must build upon this momentum and do more to promote energy efficiency
across the economy. The GREEN Act will do just this, This legislation includes a
carefully balanced mix of incentives and requirements to achieve greater energy
efficiency in the residential sector, providing direct benefits to the environment, the

economy, and homeowners and renters across the country.

THE GREEN ACT

The legislation (H.R. 2336) under consideration by this Committee is by far the most
comprehensive attempt to promote energy efficiency at the residential level to emerge
from the current Congress. The AIA strongly supports this legislation as it will set new
energy efficiency standards for new residences and existing homes under the jurisdiction
of the Department of Housing and Urban Development. The legislation requires the new
or renovated structures to comply with the most widely accepted energy standards
currently in existence. By requiring residences to be designed and constructed in
accordance to the American Society of Heating, Refrigerating, and Air Conditioning
Engineeis (ASHRAE) Standard 90.1 and the International Energy Conservation Code
(IECC), the legislation rightfully prescribes energy efficiency standards that were
developed under open, consensus-based process. And by offering additional credit to

projects that achieve even greater energy efficiency, measured by the Leadership in
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Energy and Environmental Design (LEED) Gold Standard, the national Green
Communities criteria checklist for residential construction, and the Green Globes
assessment and rating system, the legislation truly incentivizes green design and

construction in the most practically applicable manner.

Establishing new energy standards for HUD-supported residences is a prudent and
effective strategy to ensure that the benefits of energy efficiency reach the Americans
who truly need them. Energy costs are soaring across the country, and many citizens are
being pushed to the financial limit by skyrocketing utility bills. Designing and
comstructing energy efficient homes, complete with energy efficient appliances, as well as
heating, air conditioning, and lighting systems, will provide an immediate financial
benefit to homeowners and renters through reduced utility costs. The demonstration
program authorized by the bill will highlight this by showing the‘effectiveness of
providing federal assistance for energy efficiency measures for multi-family housing.
Increasing energy efficiency and decreasing utility bills will provide direct benefits to the
economy as well as the intrinsic advantages that reduced energy consumption offers our

natural environment.

While establishing new energy standards for some residences will make great strides
toward promoting residential energy efficiency, it is only one part of the overall strategy
to achieve economy-wide energy savings. In order to truly bring about meaningful
changes in individual, corporate, and institutional behavior (relating to energy use), a

multi-faceted approach is necessary. The GREEN Act rightfully acknowledges this and
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includes important policy ideas that will promote energy efficiency by providing
incentives td lenders and financial institutions to provide lower interest loans and other
benefits to consumers who build, buy, or remodel their homes, and to businesses to
improve their energy efficiency. Specifically, the bill will promote the use of Energy

Efficient and Location Efficient Mortgages (EEMs and LEMs).

EEMs are effective financial tools that provide incentives to homeowners to purchase
energy efficient homes or renovate existing homes to make them more energy efficient.
As owners of energy efficient homes will pay significantly less in monthly utility bills
due to reduced energy use, EEMs allow borrowers to qualify for a higher mortgage limit
because the homeowners will spend less on monthly energy costs and decreased energy
costs increase the security of the mortgage. LEMs are directed toward borrowers who
live in high-density areas near transit and will likely have reduced transportation costs.
Those who qualify for LEMs will face reduced monthly transportation costs, allowing
borrowers to qualify for higher mortgages. EEMs and LEMs are currently offered by
many lenders across the country, but in order for them to truly expand across the

economy, the federal government must play a role.

The AIA strongly supports policies that will promote the use and availability of EEMs
and LEMs. We are therefore especially pleased by provisions in this bill that will result
in more EEMs and LEMs in the marketplace. This bill requires both Fannije Mae and
Freddie Mac to purchase, sell, service, lend on secuﬁty, and otherwise deal in EEMs and

LEMSs. In order to support this goal, the bill requires HUD, the Departments of Energy
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and Education, and the Environmental Protection Agency to carry out a public awareness,
education, and outreach campaign to inform and educate residential lenders and
prospective borrowers regarding the availability, benefits, advantages, and terms of
energy efficient mortgages. This is a critical endeavor as many lenders and borrowers

simply do not understand EEMs and LEMs or in some cases, realize that they even exist.

The legislation also includes provisions that will require state and local housing agencies
to assess the impact of transportation planning on housing as a condition of receiving
HUD funding. This will ensure that residents of affordable access have access to public
transportation, echoing the principles of smart growth, transit oriented development, and
location efficiency. The AIA strongly supports these provisions, under Section 17 of the

legislation.

As stated above, this bill represents Congress’s most comprehensive effort to promote
energy efficiency across the residential sector of our nation’s buildings. We are pleased
that the legislation includes a Residential Energy Efficiency Block Grant Program, as this
will ensure that cities and states have the financial tools available to conduct energy
efficiency programs for their residents. We also strongly support provisions that will
require appraisers to consider renewable energy sources for or energy efficiency
improvements to the property being appraised. The bill also requires federal financial
institutions to revise their appraisal standards to include the value of energy efficiency in
home appraisals. These provisions will ensure that the energy efficiency achievements

that designers and builders accomplish will be valued in the price of the home. These are
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necessary steps that will in time, change the way our nation thinks about energy use and

will result inn energy savings across the economy.

America is Ready

The American public believes the time is now to reduce energy usage and reduce the
impacts of climate change. The Tarrance Group and Lake Research Partners recently
conducted a nationwide poll of voters and found that 74 percent of those polled‘ agreed
that “the government should take the lead in promoting real estate development that
conserves our natural resources.” In addition, 71 percent of voters agreed that “the
government should immediately put into effect new energy policies that drastically
reduce greenhouse gas emissions.” The American public supports conserving our
precious resources, and believes that it is in the best interests of our nation and the world
to reduce our reliance on fossil fuel produced energy and move towards a sustainable
future. Reducing energy use in our nation’s homes would be a major step towards that

goal.

We strongly support the members of this committee in their efforts to make the nation’s
housing stock more energy efficient. This legislation will reduce energy costs for
Americans, reduce our demand on foreign sources of oil, and preserve our natural

environment.

! http://buildingsdatabook.eere.energy gov/docs/1,1.3. pdf

? http://buildingsdatabook.eere energy.gov/docs/3.1.1.pdf
* hitp://buildingsdatabook eere.energy.gov/docs/3. 1.1 .pdf

* hitp://www.eia.doe.gov/oiaf/ieo/pdfieoreftab_1.pdf
$ hitp:/fwww architecture2030,com
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June 10, 2009

The Honorable Ed Perlmutter
415 Cannon House Office Building
Washington, DC 20515

Dear Representative Perlmutter:

We the undersigned organizations would like to express our support for H.R. 2336, the
Green Resources for Energy Efficient Neighborhoods (GREEN) Act, which will be the
focus of an upcoming hearing held by the House Financial Services Subcommittee on
Housing and Community Opportunity. We appreciate your leadership in sponsoring this
important bill and we believe it is the next major step in the federal government’s
commitment to ensuring that affordable housing is more energy efficient, healthy and
environmentally sustainable.

The principles and practices of “green” development offer proven, cost effective ways to
address current and longstanding housing challenges, rising energy and transportation costs
and the effects of global warming, all of which disproportionately affect low-income
people. There is experience and research showing that affordable housing can deliver
significant health, economic and environmental benefits from green building and
rehabilitation practices on a cost effective basis with the right resources and approach. This
holds true for all kinds of housing developments, in smaller as well as larger communities,
throughout the country.

The building sector is the single largest emitter of greenhouse gases in the United States,
and Americans’ demand and consumption of electricity grows by the day. The
modifications to federal housing and lending policy proposed in H.R. 2336 will provide
financial tools for homeowners and the building sector to curb energy use. In addition to its
contribution to reducing global warming pollution, the bill encourages monetary savings
on electricity bills for low- and middle-income Americans, as well as the federal
government. These savings are crucial for low-income families, as they can spend nearly
20 percent of their annual income on utilities—four times more than even a median-
income household.

The GREEN Act incentivizes wise environmental and economic investments by both the
government and consumers. “Greening” affordable housing — making it more energy
efficient, healthier and more environmentally sustainable ~ will help to ensure that the
enormous promise of the emerging green economy includes opportunities for everyone in
our society.
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We hope the Subcommittee, the full Committee and the House will move to expedite
consideration of the GREEN Act and we look forward to working with you to help make
that happen.

Please call upon us if we can provide additional information or assistance.
Sincerely,

Alliance for Community Trees

Alliance to Save Energy

American Architectural Foundation

American Public Health Association

American Society of Heating, Refrigerating and Air-Conditioning Engineers, Inc.
American Institute of Architects

American Planning Association

American Society of Landscape Architects
Architecture 2030

Carpet and Rug Institute

Center for American Progress Action Fund
Center for Environmental Innovation in Roofing
Center for Neighborhood Technology

Council of Large Public Housing Authorities
Enterprise Community Partners, Inc.
Environment America

Environmental and Energy Study Institute
Federation of American Scientists

Global Green

The Green Standard

Housing Assistance Council

International Code Council

Jonathan Rose Companies

Lennar Ventures

Local Initiatives Support Corporation

National Alliance of Community Economic Development Associations
National Association of State Energy Officials
National Center for Healthy Housing

National Coalition for Asian Pacific American Community Development
National Housing Conference

National Housing Trust

National Institute of Building. Sciences

National NeighborWorks Association

Native American Indian Housing Council

Smart Growth America

Stewards of Affordable Housing for the Future
U.S. Green Building Council

O



