
Appraisers are breaking new ground in the 
area of valuing green or high performance houses. 
Green construction has been around for a long time. 
However, today more emphasis is placed on the term 
energy efficient as part of the green concept and Energy 
Star program. These terms need defining before the 
related valuation issues can be discussed.

Defining and Rating Green
A high performance house is one that takes advantage 
of energy efficiency, and sustainable and envi-
ronmentally friendly products. A search of many 
articles and Web sites does not result in one standard 
definition of high performance house, but all seem 
to emphasize energy efficiency, sustainability, and 
environmentally friendly products.

The fifth edition of The Dictionary of Real Estate 
Appraisal defines sustainability, in green design and 
construction, as “the practice of developing new 
structures and renovating existing structures using 
equipment, materials, and techniques that help 
achieve long-term balance between extraction and 
renewal and between environmental inputs and 
outputs, causing no overall net environmental burden 
or deficit.”1

According to the National Home Builders 
Association (NAHB), green construction pays attention 
to energy efficiency, water and resource conserva-
tion, the use of sustainable or recyclable products, 
and measures to protect indoor air quality.2

The green trend does not appear to be a fad, but 
will be the market for tomorrow. The government 
is strongly encouraging the use of environmentally 
friendly construction, and there may be green-con-
struction mandates in the future. Efforts and techniques 
to document and analyze green construction will come 
to be expected by the users of appraisal reports. 3

There are numerous green rating programs avail-
able in communities for appraisers to research and to 
learn about each program’s incentives. Three examples 
of these programs include Energy Star certification, 
LEED certification, and NAHB green certification.

Energy Star is a joint program of the U.S. 
Environmental Protection Agency (EPA) and the U.S. 
Department of Energy. It was created to help save 
money and protect the environment through energy-
efficient products and practices. To earn the Energy 
Star label, a home must meet energy-efficiency 
guidelines set by the EPA.4 An independent home 
energy rater conducts onsite testing and inspection 
to verify that a home’s performance meets Energy 
Star requirements. A HERS Index is used to rate the 
energy efficiency of a home.5

Another green certification that building own-
ers can pursue is the Leadership in Energy and 
Environmental Design (LEED) certification. LEED 
is a voluntary green building certification program 
developed by the U.S. Green Building Council, which 
provides third-party verification of green building 
and performance measures.6 LEED-rated homes are 
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quality. For more information, see http://www.usgbc.org.
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considered to have the premier green rating, but LEED 
ratings are the most expensive ratings to obtain.

The NAHB Green Building Coalition also 
has a green certification program and rating for 
houses. A NAHB green-certified house has higher 
energy savings than an Energy Star house. Green 
certification is based on the NAHB Model Green 
Home Building Guidelines and the National Green 
Building Standard.7

Because there is not one definition for green and 
more than a hundred green programs, learning about 
the relevant green products can be a challenge for 
the appraiser. It requires research by the appraiser 
and documentation from the client. But despite the 
difficulty, it is important for the appraiser to be thor-
ough and to document his or her file. Green building 
products, techniques, and ratings are constantly 
changing, so appraisers will need to stay abreast by 
seeking out educational opportunities. It is helpful to 
spend time with a builder of green houses to learn 
more about the products used in green construction. 
Also, the Appraisal Institute offers two seminars on 
green construction, An Introduction to Valuing Green 
Commercial Buildings and Valuation of Residential 
Green Residential Properties. More educational offer-
ings on the subject are expected soon.

The NAHB has a local green council in most 
areas that offer short seminars or roundtables on 
the topic and would welcome appraisers. State and 
local green organizations also provide information. 
For example, for appraisers in Florida, the Web site 
of the Florida Green Building Coalition is helpful, 
http://www.floridagreenbuilding.org/db/. Other 
useful Web sites where appraisers can research a 
product, material, or term include the following:

http://www.energystar.gov/index.cfm?c=new_
homes.hm_index

http://www.energystar.gov/index.cfm?c=bldrs_
lenders_raters.nh_HERS

http://www.natresnet.org/

http://www.usgbc.org/Default.aspx

http://www.nahbgreen.org/

http://www.appraisalinstitute.org

http://www.earthadvantage.com

The Valuation Process
Documentation
It is important to convey to the appraisal man-
agement company, lender, realtor, homeowner, 
or builder the necessary documentation used to 
complete an accurate report of a high performance 
house. This may take some tenacity on the part of 
the appraiser.

If a green or energy-efficient property has a 
third-party rating, there will be a paper trail. This 
paper trail is the documentation needed to support 
the analysis of the high performance home. The 
appraiser should ask the client for the following:

1. Any documentation of a third-party rating, score 
sheets, Home Energy Rating System (HERS) 
rating, and Fannie Mae Energy Report

2. Documentation of any incentives available to the 
buyer or owner, such as a 

a. lower interest rate mortgage/higher loan-to-
value ratio8

b. utility rebate

c. IRS tax credit

d. real estate tax discount

e. expedited building permit

The incentives available to the owner or buyer are 
good talking points to include in the analysis. However, 
as mentioned before, sometimes it is very difficult to 
obtain the related documents. Appraisers should be 
patient but persistent in getting the documentation 
necessary to support the facts in their reports.

A third-party rating provides monthly utility sav-
ings that can be converted into a contributory value. 
This figure is printed on a form called the Fannie Mae 
Energy Report and signed by the third-party rater.

The contributory value estimate found on the 
Fannie Mae Energy Report form from the third-party 
rater can be calculated by the Calcs Plus Software 
using the present value of the annual energy savings, 
the prevailing mortgage interest rate, and the antici-
pated life of the measure or savings. For example, 
using an HP 12C to calculate the contributory value 
of a monthly energy savings of $59.58, or annually 
$714.96 ($59.58 × 12 = $714.96), with an annual 
interest rate of 6% for a15-year period, results in the 

7.  The NAHB green rating is like a bowling game, the higher the green score the better. The NAHB Research Center accredits third-party verifiers and acts 
as the certifying body for the National Green Building Program. For more information, see http://www.nahbgreen.org.

8.  Energy efficient mortgages (EEMs) are sponsored by FHA, VA, Fannie Mae, and Freddie Mac as well as conventional lenders. An EEM credits a home’s 
energy efficiency in the mortgage itself, and gives borrowers the opportunity to finance cost-effective, energy-saving measures as part of a mortgage 
and stretch debt-to-income qualifying ratios on loans, thereby allowing borrowers to qualify for a larger loan amount on an energy-efficient home. For 
more information, see http://www.energystar.gov/index.cfm?c=bldrs_lenders_raters.energy_efficient_mortgage.
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following key strokes: N = 15, I = 6, PMT = $714.96, 
and the PV should result in $6,943.87.

The appraiser’s question is how reliable is the 
estimate of monthly savings and the estimated life 
of the savings? Is this estimated contributory value 
reasonable and worthy of belief? Does this contribu-
tory value represent a number that mirrors market 
reaction? Each appraiser must answer these ques-
tions in relationship to the particular market and the 
product he or she is appraising. This approach to valu-
ing the energy savings is only one way to approach 
value and should be supported with another piece of 
secondary support.

Having some basis for value or lack of contribu-
tory value is the main point addressed by Uniform 
Standards of Professional Appraisal Practice (USPAP) 
and by Fannie Mae in its mortgages. For example, 
comparing the HERS Index ratings of the compa-
rables is a measurement of comparability. It would 
be ideal to have the HERS Index on all comparables; 
however, that is typically not available in the real 
world unless the subject is in a development of green 
construction with ample sales data.

Describing Improvements
Describing an Energy Star or green home should 
begin with page one of Fannie Mae Form 1004, the 
Uniform Residential Appraisal Report (URAR), 
even if the conclusion is no contributory value is 
appropriate. An accurate description of the subject 
property is a requirement set forth in the USPAP 
Standard 2.

The description of a green property begins 
with the site description. Green properties take 
advantage of trees for shading in specific locations 
and minimize yard watering by using decidu-
ous plants. The improvement description should 
properly describe the energy and green features, 
which may include solar panels, low-volatile 
organic compound (VOC) paint, an NAHB green 
score or HERS Index rating, recycled glass coun-
ter tops, structural insulated panel (SIP) exterior 
walls, energy-eff icient central air, linoleum, 
wool carpet, etc. Figure 1 shows an example of a 
description of green improvements on page one 
of a URAR form.
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Selecting Comparables
The selection of comparables is difficult in areas 
where there are few green or Energy Star homes. 
Obtaining comparables with similar-quality features, 
including the energy-efficient or green features, is 
the goal, but these comparables are not always avail-
able. If the local multiple listing service (MLS) does 
not have a search field for green and Energy Star 
homes with a rating, ask them to insert one. This 
will make comparable selection easier.

Remember, don’t be fooled. Just because a house 
is called green or energy efficient does not mean it 
is certified, truly green, or energy efficient. Upon 
questioning agents on these statements, it is com-
mon to find the only energy-efficient features are 
the appliances. That is a far stretch from a certified 
Energy Star or certified green home.

Also, keep in mind that building codes have 
changed in the last five years. The typical green or 
Energy Star house is built above the standard building 
code. This makes it extremely important to use new 
construction as comparables when appraising new 

green or Energy Star houses. The use of ten-year-old 
houses compared to a new green-rated house without 
consideration of quality is inappropriate.

Finally, great care must be placed in using new 
construction as an arm’s-length sale. Some builders 
offer package deals on speculative houses and lots. 
The properties are marketed by the builders’ sales 
staff or through the MLS. This type sale would be 
similar to a typical arm’s-length transfer. But, where 
the property owner hired a builder to build a green 
house on a lot, it would not result in an arm’s-length 
transfer. The appraiser must use good judgment in 
qualifying the comparable sales.

Elements of Comparison
On the second page of the URAR, the sales compari-
son approach section has three line items that may 
require adjustments in the valuation of the high per-
formance home: Quality of Construction, Heating/
Cooling, and Energy-Efficient Items (Figure 2). If 
adjustments are not applied, a comment should be 
made as to why an adjustment has not been made.
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The appraiser should carefully consider the 
quality and energy features of each comparable 
home. Do the comparable sales have the same 
incentives as green or Energy Star homes? Do 
the incentives have value and offset some of the 
additional costs for the features? Items that are not 
quantifiable may be addressed qualitatively. A dis-
cussion of the incentives, monthly energy savings, 
and lower maintenance items are good talking points 
in the analysis.

Again, appraisers should not be afraid to ask 
questions and require additional documentation. Not 
all green or energy-efficient houses have third-party 
ratings. That does not mean they are not green or not 
energy efficient. It is important for the appraiser con-
ducting the analysis to know how to analyze a green 
product’s value, as USPAP requires the appraiser to 
be competent in appraising the property type.

Measuring Contributory Value
There are a number of techniques to measure 
contributory value of green features, including the 
following:

•	HERS	Index	rating	converted	into	value

•	Monthly	energy	savings	× gross rent multiplier 
(GRM)

•	Cost	new	or	depreciated	cost	new

•	Paired	sales	analysis

Notice the emphasis is on energy efficiency and 
not on quality. The quality issue is beyond the scope of 
this article. Quality issues must be carefully measured 
in the same manner appraisers currently measure 
quality differences. Qualitative analysis should 
include a discussion of incentives, energy savings 
and sustainability of green features, and compare the 
local building code to the green house.

Underwriters may indicate that Fannie Mae does 
not allow adjustments for energy-efficient features, 
but that is not the case. It is important, however, 
to have support for the energy adjustment. This is 
commonly done by capitalizing the energy savings 
(energy savings × GRM). Fannie Mae has acknowl-
edged the role of energy-efficient items for years in 
its underwriting guidelines. For example, the Fannie 
Mae Selling Guide includes the following section:

Insulation and Energy Efficiency of the 
Improvements
An energy-efficient property is one that uses cost-effec-
tive design, materials, equipment, and site orientation 
to conserve nonrenewable fuels.

Special energy-saving items must be recognized 
in the appraisal process. The nature of these items and 
their contribution to value will vary throughout the 
country because of climatic conditions and differences 
in utility costs.

Appraisers must compare energy-efficient features 
of the subject property to those of comparable properties 
in the “sales comparison analysis” grid to ensure that 
the overall contribution of these items is reflected in the 
market value of the subject property.9

Cost Approach
When the cost approach is used, it should address 
the green features with support from a national cost 
service or local builder costs. Marshall & Swift’s 
Residential Cost Handbook has an energy-efficient 
package adjustment that can be applied to the 
energy features. Marshall & Swift also has a new 
publication for green construction, the Green Building 
Costs supplement.

Green construction does not always mean higher 
cost to construct. Some builders report no additional 
cost as buyers often forego some quality features and 
replace them with green materials. Experienced build-
ers often find the method used for green features result 
in less building time and less construction debris.

Case Study: Converting Green Built to 
Green Contributory Value
The following short case study uses procedures 
taught in the Basic Appraisal Principles and Basic 
Appraisal Procedures classes to support adjustments 
for green or energy-efficient items.

For this case study, assume Jane Cross, a builder, 
built an Energy Star home with a HERS Index of 64. 
The home also has a Green Score of 294; the Green 
Score is from the Florida Green Building Council 
(FGBC) third-party rater.10 The anticipated monthly 
energy savings is $59.58 with an energy savings 
contributory value estimated at $8,633.60.

The house was built for the builder’s own residence 
and a mortgage was obtained. Within three months of 
making mortgage payments, the owner/builder real-
ized she was paying private mortgage insurance (PMI). 
Jane phoned the mortgage company to question the 

  9.  Selling Guide: Fannie Mae Single Family (Fannie Mae, December 30, 2009), 513–514, available at http://www.efanniemae.com/sf/guides/ssg/.

10.  The FGBC rating is based on a standard checklist of building features and components. The checklist includes the following categories: envelope, 
mechanicals, energy, water, lot choice, site, health, materials, disaster mitigation, and general items. At the time the case study house was built, the 
FGBC green ratings were 200 to 400, with the higher number indicating a house with more green features.
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PMI payments. The mortgage company revealed the 
appraised value was not high enough to justify an 
80% loan-to-value ratio. Jane was puzzled since she 
did not include a builder’s profit and did much of the 
labor herself. Her estimate of market value was much 
higher than the appraised value.

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

Can the energy-efficient features be supported 
and if so, how? Yes, the energy-efficient features can 
be supported in the appraisal report. Several methods 
can be used, including gross rent multiplier analysis, 
paired sales analysis, and surveys.

Gross Rent Multiplier Analysis
The monthly energy savings of $59.58 can be con-
verted into a contributory value or adjustment by 
using the gross rent multiplier analysis. The GRM 
is a relationship between monthly rent and market 
value. Isn’t it reasonable to consider a monthly savings 
income attributed to the construction of the home? 
The property owner is anticipating a monthly savings 
or additional income in her pocket. Since the GRM is 
a good measure of income to value, why not use this 
method to value the energy savings? Again, this method 
is one tool from the appraiser toolbox and should be 
carefully measured with market reactions and other 
methods discussed in this article.

The following sales are in the same neighborhood 
as the subject and are similar in quality, but do not 
have energy-efficient or green features. The houses 
are one to two years old and similar in size to the 
subject property.

Gross Rent Multipliers

 604 Brown St. 1294 Killen St

Neighborhood Same Same

Price $244,000 $233,000

Monthly rent $1,600 $1,500

GRM 152.5 155.3

These two sales support a close range of GRMs, 
indicating a GRM of 154, which is the mid-range 
of the two. So, the value indication by GRM analysis 

is $59.58 monthly savings × 154 GRM, or $9,175. 
This indication is similar to the value contribution 
estimate of $8,633.60 provided on the Fannie Mae 
Energy Report.

Appraisers often argue the GRM is not applicable 
unless the properties are also green or Energy Star 
houses. If that is true, does it mean you cannot use a 
comparable unless it is green or Energy Star rated?

One of the generally accepted appraisal techniques 
to support adjustments is the use of the GRM. If a 
GRM is not available in the immediate area, search the 
competing neighborhood to obtain a GRM of similar 
quality. The use of the proxy method is also available. 
The proxy method uses a sale that was not rented at 
the time of sale and applies a rent appropriate for the 
sale. If you have a green property sale, estimate a rent 
based on rents in the market area to arrive at a GRM 
of a green property.

Paired Sales Analysis
Using a paired sales analysis approach, pairs of sales 
that are similar except for the energy-efficient or 
green features can be analyzed as follows.

Paired Sales Analysis

Description 1274 Killen St. 908 Silver St.

Sale date 07/XX 06/XX

Sale price $274,000 $265,000

Living area 2,200 2,122

Garage 2-car attached 2-car attached

Energy-efficient HERS  None—code  
or green features Index 64 built only

Difference attribu- 
ted to energy  
features ($274,000 –  
$265,000) $9,000

In some markets, this may not be possible if the 
product is new and sales are not readily available.

Survey of Builders
Five local builders are surveyed to obtain the amount 
they received from actual sales of new construction 
for energy-efficient features with third-party rater 
verification. The results are as follows.

Builder Survey

Best Build, Inc. $9,500

Quality Builders of Old $8,200

Southern Builders $9,200

Bob and Sons, Inc. $7,500

ABC Builders $7,800
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The survey results show a close range of value 
indications, with greatest weight at $8,200. However, 
if the market does not recognize the energy-efficient 
items, the cost of the items in the contracts to build 
may not be indications of the value. This is another 
tool from the appraiser toolbox, but must be mea-
sured against the market reactions and other tools 
mentioned in this article.

Case Study Conclusions
New construction customers may be willing to 
pay for the cost of the energy-efficient items and 
green construction, but the resale value may 
not reflect contributory value for these features. 
The appraiser must take the necessary steps to 
research the market and use all the tools available 
to arrive at a conclusion worthy of belief and that 
is well supported. In the case study example, the 
report would include the appraiser’s findings from 
the analyses.

Study Conclusions

Summary of Value Indications for 
Energy Features

Fannie Mae Energy Report $8,633.60

GRM analysis $9,175.00

Paired sales analysis $9,000.00

Survey of builders $8,200.00

Incentives for Green and Energy-Efficient  
Features

IRS tax credit $   500

Utility rebate 1,500

Insurance discount (3%) 300

EEM closing cost reimbursement 1,000

Total $3,300

The data provides four value indications for the 
energy-efficient items. The paired sales analysis is 
the most reliable approach with secondary support 
from the GRM and the Fannie Mae Energy Report. 
Strong support at $9,000 is 3.8% of the overall 
value of the subject property ($9,000 value for 
energy features/$235,000 overall value). This figure 
includes the high-efficiency central air, insulation, 

low-emittance (low-E) windows, and tankless 
water heater.

The incentives for the green and energy-efficient 
features results in $3,300 credited to the owner, not 
including the monthly energy savings of $59.58. The 
house will provide a healthier environment, a longer 
physical life, and lower maintenance costs due to the 
green construction. These incentives and monthly 
savings offset the additional costs of the energy fea-
tures. It is logical to assume a knowledgeable buyer 
would consider the incentives in his or her decision 
making when buying a house. (However, some incen-
tives are only for new construction or first year of 
ownership.)

For the subject house, the adjustment applied to 
the comparable sales is 3.8% on the energy-efficient 
features line of the URAR.

Conclusion
Appraisers are encouraged to take the time to learn 
the products and techniques in green construction, 
ensuring a new niche for their appraisal services. 
Taking classes on the topic and networking 
with green construction professionals will help 
increase knowledge and professionalism in these 
assignments and is well worth the effort.
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