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Energy efficient mortgages can be heart(h) 

warming 
By Cari Noga • Bankrate.com

Think a thick sweater and dialing down the thermostat are the only ways 

to save on what's expected to be a budget-busting winter heating 

season?

A relatively unknown financing option called the "energy efficient 

mortgage" might help you keep your home cozy as well as keep the bills 

down. And after the first of the year, Uncle Sam will even kick in 

incentives, in the form of tax credits, for home energy improvements. 

Created by Fannie Mae, the EEM dates back to the Carter administration, 

though the program was updated in 2002. The tax credits are included in 

the 2005 energy bill. 

With an energy efficient mortgage, a home is inspected and scored by a 

certified energy rater for about $300. 

Then, the cost of improvements, such as a new furnace, more insulation 

or newer windows that would improve the score, is rolled into the loan. 

Even though mortgage payments are higher, lower utility bills result in a 

home that is cheaper to operate. Lower monthly bills also enable the 

homeowner to qualify for a larger mortgage. 

Michelle Desiderio, senior product developer at Fannie Mae, thinks the 

energy bill and the energy efficient mortgage program can work together 

for the benefit of homeowners. 

30 yr fixed mtg 5.76% 

15 yr fixed mtg 5.36% 

5/1 jumbo ARM 5.42% 
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Under the new energy bill, homeowners can also claim a tax credit of 10 

percent of the cost of certain energy improvements, up to $500 total. 

Homeowners who install solar technology get more generous credits: 30 

percent of the cost, up to $2,000. Such tax credits, which can be claimed 

on 2006 and 2007 tax returns, can be considered as additional income in 

loan qualification, Desiderio says. 

"There's a great market impetus as a result of this new energy bill," she 

says. "If you're looking to buy a home next year, you could look to an 

EEM either for purchase or refinance and get the double benefit." 

"It's a good marriage for existing homes," says Steve Baden, executive 

director of RESNET, a national organization of home-energy raters. 

Last fall, Imelda Ramirez and her husband Felipe Lopez used an EEM to 

finance the purchase of their Lansing, Mich., home. The main energy 

improvement was a dual-fuel furnace, which switched between gas and 

electricity, depending on which was the most efficient. Ramirez said last 

winter's heating bills never even got into three digits. 

The furnace and other improvements added $5,000 to the couple's 

mortgage. But they expected to net an annual savings of $740 thanks to 

the lower utility bills.

"We were really pleased at what we were paying in comparison with 

what other people were paying," says Ramirez. 

Expensive winter ahead
With high energy bills forecast nationwide, the programs could offer 

many more homeowners some timely relief. According to the 

government's September short-term energy outlook, homeowners can 

expect high prices due to Hurricane Katrina's disruption in Gulf Coast 

energy production. Depending on the severity of the winter, household 

natural gas prices are expected to be up more than 50 percent 

nationwide, led by a 71 percent projected spike in the Midwest. 

Meanwhile, electricity expenditures for the winter are expected to be up 

11 percent. For the year, total energy expenditures in the United States 

are expected to be $1.08 trillion, about one-quarter more than in 2004.

Joel Wiese is a mortgage broker at Indigo Financial in Lansing, Mich., 

who specializes in EEMs. He handled the Ramirez-Lopez mortgage last 

year. Michigan and other upper Midwest states are expected to see the 

greatest increases, since the 2004 winter was relatively mild, according 

to the government. Since Katrina, Wiese said he's seen an increase in 

inquiries about EEMs from both home buyers and builders -- and not just 

from gung-ho environmentalists who would be attracted to an EEM in 

any case.

 

 

E_LOAN® - Fast, 

Easy and Affordable 

Amerisave-Low cost

mortgage leader 

Bank of America

Home Equity Line 

Find Today's Low 

Rates! 

http://www.bankrate.com/brm/news/mortgages/20051125a1.asp (2 of 3)12/15/2005 3:27:09 PM

http://www.bankrate.com/brm/news/real-estate/20051116a1.asp
http://adsrv.bankrate.com/ADCLICK/CID=00006dacd4be940b00000000/site=brm/aamsz=skyscraper/position=/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/acc_random=49176346
http://adsrv.bankrate.com/ADCLICK/CID=000068c7d4be940b00000000/site=brm/aamsz=sponsor/position=1/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=76695487
http://adsrv.bankrate.com/ADCLICK/CID=000068c7d4be940b00000000/site=brm/aamsz=sponsor/position=1/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=76695487
http://adsrv.bankrate.com/ADCLICK/CID=000068c7d4be940b00000000/site=brm/aamsz=sponsor/position=1/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=76695487
http://adsrv.bankrate.com/ADCLICK/CID=00006b81d4be940b00000000/site=brm/aamsz=sponsor/position=2/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=21637046
http://adsrv.bankrate.com/ADCLICK/CID=00006b81d4be940b00000000/site=brm/aamsz=sponsor/position=2/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=21637046
http://adsrv.bankrate.com/ADCLICK/CID=00006b81d4be940b00000000/site=brm/aamsz=sponsor/position=2/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=21637046
http://adsrv.bankrate.com/ADCLICK/CID=00006d44d4be940b00000000/site=brm/aamsz=sponsor/position=3/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=93358428
http://adsrv.bankrate.com/ADCLICK/CID=00006d44d4be940b00000000/site=brm/aamsz=sponsor/position=3/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=93358428
http://adsrv.bankrate.com/ADCLICK/CID=00006d44d4be940b00000000/site=brm/aamsz=sponsor/position=3/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=93358428
http://adsrv.bankrate.com/ADCLICK/CID=00006799d4be940b00000000/site=brm/aamsz=sponsor/position=4/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=35092638
http://adsrv.bankrate.com/ADCLICK/CID=00006799d4be940b00000000/site=brm/aamsz=sponsor/position=4/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=35092638
http://adsrv.bankrate.com/ADCLICK/CID=00006799d4be940b00000000/site=brm/aamsz=sponsor/position=4/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/pageid=41491327/acc_random=35092638


Energy efficient mortgages can be heart(h) warming (Page 1 of 2)

 Next: "Americans don't change until they feel pain." Page | 1 | 2 |

 

  RESOURCES

Get credit for energy improvements

Shopping for replacement AC 

equipment 

Investing in renewable energy sources 

  TOP MORTGAGE STORIES

Rate Trend Index -- Mortgages

Fed? What Fed? Mortgage rates fall

Energy mortgages can be heart(h) 

warming

 

- advertisement -

 

- advertisement -

 

News & Advice | Compare Rates | Calculators

Mortgage | Home Equity | Auto | Investing | Checking & Savings | Credit Cards | Debt Management | College Finance | Taxes | Personal Finance 

About Bankrate | Privacy | Online Media Kit | Partnerships | Investor Relations | Press/Broadcast | Contact Us

NASDAQ: RATE | RSS Feeds | Order Rate Data | Bankrate Canada 

* Mortgage rate may include points. See rate tables for details. Click here.

* To see the definition of overnight averages click here.

Bankrate.com ®, Copyright © 2005 Bankrate, Inc., All Rights Reserved, Terms of Use.

 

http://www.bankrate.com/brm/news/mortgages/20051125a1.asp (3 of 3)12/15/2005 3:27:09 PM

http://www.bankrate.com/brm/news/real-estate/20051116a1.asp
http://www.bankrate.com/brm/news/pf/20050810b1.asp
http://www.bankrate.com/brm/news/pf/20050810b1.asp
http://www.bankrate.com/brm/news/pf/20051018a1.asp
http://www.bankrate.com/brm/news/mtga/20051215b1.asp?prodtype=mtg
http://www.bankrate.com/brm/news/mtga/20051215a1.asp?prodtype=mtg
http://www.bankrate.com/brm/news/mortgages/20051125a1.asp?prodtype=mtg
http://www.bankrate.com/brm/news/mortgages/20051125a1.asp?prodtype=mtg
http://adsrv.bankrate.com/ADCLICK/CID=00006cf4d4be940b00000000/site=brm/aamsz=badge/position=/parent_channel=newadv/area=mtg/ftb=/page=story/product_id=0/acc_random=35866077
http://ad.doubleclick.net/click%3Bh=v5|3350|3|0|%2a|j%3B14136376%3B0-0%3B0%3B10921825%3B3454-728|90%3B13506091|13523987|1%3B%3B%7Eaopt%3D0|0|8d1e19%3B%7Esscs%3D%3fhttps://www.lowermybills.com/servlet/LMBServlet?the_action=NavigateHomeLoansAdRedirect&pgid=10921825&aid=14136376&cid=13523987
http://www.bankrate.com/brm/news_advice_home.asp
http://www.bankrate.com/brm/compare_rates_home.asp
http://www.bankrate.com/brm/rate/calc_home.asp
http://www.bankrate.com/brm/news/news_mtg_home.asp
http://www.bankrate.com/brm/news/news_loan_home.asp
http://www.bankrate.com/brm/news/news_auto_home.asp
http://www.bankrate.com/brm/news/news_investing_home.asp
http://www.bankrate.com/brm/news/news_checking_home.asp
http://www.bankrate.com/brm/news/news_cc_home.asp
http://www.bankrate.com/brm/news/news_debt_home.asp
http://www.bankrate.com/brm/news/news_college_home.asp
http://www.bankrate.com/brm/news/news_taxes_home.asp
http://www.bankrate.com/brm/news/news_finance_home.asp
http://www.bankrate.com/coinfo/default.asp
http://www.bankrate.com/coinfo/privacy.asp
http://www.bankrate.com/mediakit
http://www.bankrate.com/coinfo/PartOpp.asp
http://www.bankrate.com/investor-relations/default.asp
http://www.bankrate.com/broadcast/default.asp
http://www.bankrate.com/coinfo/webmasteremail.asp
http://phx.corporate-ir.net/phoenix.zhtml?c=61502&p=irol-irHome
http://www.bankrate.com/brm/rss/entrypage1.asp
http://www.bankrate.com/coinfo/newsletter-main_page.asp
http://www.bankrate.com/can/default.asp
http://www.bankrate.com/brm/rate/brm_mtgsearch.asp?state=
http://www.bankrate.com/brm/publ/average.asp
http://www.bankrate.com/brm/about/all_rights.asp
http://www.bankrate.com/coinfo/disclaimer.asp


Energy efficient mortgages can be heart(h) warming (Page 2 of 2)

 
Newsletters & Rate Alerts  Glossary  Help

 

 

   

 

Mortgage Home
Equity Auto CDs &

Investments
Checking &

Savings
Credit
Cards

Debt
Management

College
Finance Taxes Personal

Finance
- advertisement -

 

 
Energy efficient mortgages can be heart(h) 
warming 
Page | 1 | 2 | 

"It seems there's a higher percentage than of average people who are 

thinking about it," he says. "Americans don't change until they feel pain, 

and this is going to be a painful winter on heating bills."

- advertisement -

 

Imelda Ramirez 

says she's grateful 

that her family 

made their energy 

improvements with 

the EEM, given the 

grim outlook.

"Just looking at the 

numbers, if it does 

go up 40 percent, 

that's something we 

can support. I'm 

just not worried 

about it," she says.

To encourage customers to check out the EEM, Wiese says his office is 

considering offering a challenge to customers: He'll pay closing costs if 

they don't save money. 

"We feel pretty confident we can do it in every case," he says.

EEMs are available as fixed-rate and adjustable-rate mortgages. Buyers 

can also refinance their current loan with an energy efficient mortgage. 

30 yr fixed mtg 5.76% 

15 yr fixed mtg 5.36% 

5/1 jumbo ARM 5.42% 
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While interest rates generally remain low, buyers should run the 

numbers to insure that the energy savings will offset the costs 

associated with the new loan. EEMs typically provide the most savings 

on older homes.

The fine print
Saving money is in fact a requirement of an EEM. Borrowers can spend 

up to 15 percent of the value of the home on energy improvements. 

They must deliver greater energy savings than the upfront cost. 

EEMs are particularly attractive to buyers looking for lower-priced 

properties, either as buyers or investors. Lower prices usually mean 

older homes that are typically less well-insulated and are more likely to 

have leaky windows and doors and inefficient appliances. By fixing those 

flaws with EEM financing and realizing lower monthly operating costs, a 

buyer can afford a bigger house. 

Also, the cost of the improvements is added to the appraised value, 

rather than taken out of equity, giving the buyer an immediate stake in 

the property.

The key with both an EEM and the new tax credits is making 

improvements that will save on energy costs. Those usually aren't visible 

or otherwise considered an enhancement to the home -- things like 

tightening the house with weatherstripping and caulk, adding more 

insulation, and installing newer furnaces and air conditioners.

New windows are one of the improvements that can make both an 

aesthetic and functional difference. But the tax credit for them is capped 

at $200. Other qualifying improvements, including new furnaces, air 

conditioners and water heaters, are capped at $300. 

"I think everybody should get their $500," says Ed Pollock, team leader 

in residential building research at the Department of Energy. But since 

homeowners still are on the hook for 90 percent of the improvement 

cost, "People need to be intelligent about what they do," he says.

Baden says he expects that the tax credits will spur homeowners to use 

rater services, in order to decide what improvements are worthwhile. 

"The smart homeowner would. It's their money. They're putting up 90 

percent of the cost, and I think it would be well worth it for a smart 

homeowner to see what the best improvement is" he says. "Not all 

improvements are equal in terms of cost effectiveness."

Tax credits are also available to new home builders, but the bar is 

higher. A credit of up to $2,000 is available if the home's heating and 

cooling load is reduced 50 percent, which must be verified by a third 

party like an energy rater. That's an aggressive threshold, Pollock says. 

"The builders I have talked to are not too excited about it." 
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