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Honorable Members of the County Council
Baltimore County, Maryland

We were asked to determine the fiscal impact that would result from proposed legislation fo
establish a 10-year, 100% Property Tax Credit for high performance (“green”) buildings. The
property tax credit would apply to buildings that achieve at least a Silver rating according to the U.S.
Green Building Council’s Leadership in Energy and Environmental Design (LEED) Green Building
Rating System. We were also asked to considerer changes that would serve the environmental
purpose of the legislation while not jeopardizing the fiscal well being of the County.

Based upon our research, we recommend that the criteria for buildings to achieve at least a Silver
rating be maintained, but that the proposed legislation be amended fo limit eligibility to commercial
construction by referencing only LEED-NC standards and impose a cap (e.g., $10 million) on the
cumulative amount of tax credits to be granted. If the proposed legislation is amended as
recommended, we estimate the first-year impact would be $75,000 for new construction and
$60,000 for renovation projects based on an assumed eligibility rate of 5%.

Respectfullyjsubmitted,

County Auditor
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Fiscal Impact Study — Green Buildings Tax Credit

Bill 9-06 - Property Tax Credit for High Performance Buildings — provides a 10-year, 100% property
tax credit for high-performance (“green”) buildings that would apply to buildings achieving at least a
Silver rating according to the U.S. Green Buiiding Council's (USGBC) Leadership in Energy and
Environmental Design (LEED) Green Building Rating System.! Our task was to determine the Bill's
fiscal impact and to consider any policy changes that would serve the environmental purpose of the
legislation while not jeopardizing the fiscal well being of the County.

Based upon an assumed eligibility rate of 5%, we estimate the first-year impact to be $75,000 for
new construction and $60,000 for renovation projects. These estimates, however, are based upon
one assumed refinement to the bill that would limit eligibility to buildings that achieve at least a Silver
rating according to LEED-NC standards, which apply only to commercial construction. This
refinement would exclude other projects from eligibility for the tax credit, including residential
projects, core and shell projects, neighberhood development projects, and projects that aim
exclusively to optimize building performance and interior design. If the bill is amended accordingly,
we believe the 5% eligibility rate is a reasonable assumption. In the highly unlikely event ofa 100%
commercial building eligibility rate, the first-year fiscal impact could be as high as $1.5 million and
$1.2 million for new construction and renovation projects, respectively. If the bill is notamended to
specify that eligibility is limited to buildings achieving at least the LEED-NC Silver rating, it is likely
that many more projects would be eligible for property tax credits, and the fiscal impact to the County
would be greater but difficult to estimate. In either event, consideration should be given to capping
the total amount of property tax credits to be granted under the program, similar to what the State
does for its green building income tax credit program.

Recommended Amendments to Bill 9-06

As noted, we recommend excluding certain types of projects from Bill 9-06 by narrowing eligibility to
only those buildings attaining LEED-NC certification at the [evel of Silver or higher. Our estimates
exciude consideration of residential,” “core and shell,” and “neighborhood development” projects, for
example, because the applicable LEED programs are still in their pilot phases and the standards,
which directly affect costs to the developer, are subject to change. Should full-scaie (rather than
pilot-level) implementation of these programs occur, the potential fiscal impact of Bill 2-08, as

"There are currently no buildings certified Silver or above in Baltimore County, and there are two buildings
certified Silver or above in Maryland. Of the six certified buildings with less than a Silver rating in
Maryland, three are in Baltimore County; of these three buildings, two are federally owned.

2 According to the USGBC, the initial phase of LEED for Homes will focus on construction of market rate
single-family homes. Construction of affordable and multi-family homes will also be considered. Over the
next year, specifications will be developed to address multi-family housing. Multi-family housing structures
that are over three stories are covered under LEED for New Construction (LEED-NC). No standards are
in effect or under development for residential renovations (“existing”) homes.



written, would be greater but difficult fo estimate at this time for the aforementioned reason. Finally,
projects that aim to optimize building performance and interior design are also excluded from our
estimates because they do nof represent building construction, per se, and they require re-
certification every five years for elements that are more related to building management than to
building construction.® Again, if developers are permitted to apply for property tax credits for these
projects, the fiscal impact of Bill 9-06 would be significantly higher. Accordingly, we believe that it
would be fiscally prudent to exclude these types of projects from the bill at this time, as well as fo
cap the amount of the property tax credits to be granted under the program — at least until the
County gains sufficient experience implementing a green building property tax credit program.

Background

LEED is a national rating standard for high-performance buildings that is intended to promote whole-
building design, encourage green building, recognize environmental leadership, and raise consumer
awareness of green building benefits. LEED recognizes water and energy savings, materials
selection, indoor envircnmental quality, and envircnmental protection; these categories include
certain pre-requisites that must be met for all projects. The U.S. Green Building Council (USGBC)
has established distinct LEED rating systems for different types of construction projects and
approves projects at the Certified, Silver, Gold, and Platinum certification levels. Specific LEED
rating systems include LEED-NC, LEED-EB, LEED-H, and LEED-CS* as follows:

» LEED-NC is specifically applicable to new commercial construction and major renovaticn
projects. In order to achieve at least a Silver rating, a building must earn a minimum of 33
points on the LEED-NC checklist in the following areas: water efficiency, materials and

resources, indoor environmental quality, sustainable sites®, and innovation and design
Process.

« L EED-EB is a benchmark rating system for measuring efficiency upgrades, maintenance
programs, and system upgrades in existing buildings. LEED-EB standards are intended to
enhance a building’s performance and reduce its environmental impact while minimizing
upgrade costs. In order to achieve a Silver certification, a building must earmn a minimum of
40 points in the following categories: sustainable sites, water efficiency, energy and
atmosphere, materials and resources, indoor environmental quality, and innovations in

% These projects are considered under LEED-EB: Existing Buildings and LEED-CI: Commercial Interiors
standards.

*Leed-Cl: Commercial Interiors and LEED-ND: Neighborhood Development projects are not detailed in
this report.

® Sustainable site practices ease the impacts of construction and landscaping on the environment. These

practices encourage alternative transportation, brownfield redevelopment, pollution reduction, local habitat
protection, and open space maximization.



upgrades, repair, and maintenance. It may be less difficult for buildings to achieve an EB
cerification compared to an NC cettification since EB focuses on criteria such as
implementing recycling programs and using environmentally friendly cleaning products.

« LEED-H is a pilot project for residential construction, running through 2007. The USGBC
selected 12 regional providers to advise builders on technical, marketing, and verification
matiers related to LEED-H certificaticn. These 12 regions do not cover the entire United
States. There are no providers or registered builders for Maryland or the greater
Washington, D.C. area, and there are no registered LEED-H projects in Maryland.
Nationwide, there are also no LEED-H certified homes, although the first are expected to
appear within the next few months.

o LEED-CS is a pilot project for new “core and shell” commercial construction projects. The
standard is aimed at addressing base building elements, including the structure and
building-level systems, such as central HVAC, and it recognizes that owners and tenants are
responsible for different building elements. LEED-CS targets projects in which the owner
does not control the interior design of the building and evaiuates only those elements that
are under the owners control. LEED-CS considers site selection, water and energy
efficiency, building materials, and indoor environmental quality. The USGBC is still
accepting applications for this pilot program.

Green Building Incentive Programs

Properly designed, an incentive program encourages a desired behavior without fully subsidizing the
behavior. Striking the proper balance in designing a tax incentive for green building requires an
understanding of the costs and benefits of green building. Financially, there are clear benefits to the
green builder, even in the absence of an incentive program. Green buildings demonstrate an
average 30% reduction in energy usage when compared to “regular’ buildings. For the average
commercial building in Baltimore County, such annual energy savings would total $9,799. In
addition, achieving a Silver certification may add only a 2% premium to construction and initial
design costs®, and following research and discussions with practitioners we found no evidence that
increased maintenance and administrative costs are necessarily related to building green. For the
average commercial building in Baltimore County, there would be a one-time added cost premium of
up to $61,438. Thus, even without the tax incentive, the developer sees a break-even point

® Source: Greg Kats, Capital E, “The Costs and Financial Benefits of Green Buildings: A Report to
California’s Sustainable Building Task Force.” October 2003. This study of 33 LEED projects found an
average green design and construction premium of 2.11% for Silver buildings. If materials are chosen
wisely and green-conscious planning is utilized from the beginning of the project, Silver buildings can be
constructed with a lesser premium or none at all. The KEMA study “Managing the Cost of Green
Buildings” {Qctober 2003} had similar findings for Silver-certification construction premiums.



between construction costs and energy savings of less than seven years. In terms of recouping the
cost premium through property tax savings resuiting from a 100% property tax credif, we estimate
that the average project could break even in three years, assuming an average of $20,677 in
property tax savings per year.

Despite the net benefits, many developers are hesitant to build green because of perceived costs.
Many developers are unfamiliar with green techniques and must consider the time it will take to learn
new construction methods. In addition, many developers may be reluctant to pay USGBC
registration and certification fees and incorrectly believe that green building maintenance and
administration are significantly more expensive than for “regular” buildings. Other developers are
simply reluctant to try new construction methods and would prefer to rely on the “tried and frue.”
Finally, there is the persistent assumption that green building is significantly more expensive than
“regular” building. Thus, for many, the perceived costs of green building outweigh the perceived
benefits. For this reason, despite our finding that there are inherentincentives for building green, a
tax incentive may be useful in motivating green construction.

Numerous policy tools can and have been employed to encourage green building, including loans,
workshops and technical assistance, incentives such as rebates and tax credits, and requirements
for government buildings. Several jurisdictions offer tax incentive programs for green building. New
York State, for example, has a green building income tax credit (with a $25 million cap and costs
spread over 9 years) for owners and tenants of buildings over 20,000 square feet which meet green
standards in the areas of energy efficiency, indoor air quality, and reduction of environmental
impacts. The buildings must obiain yearly eligibility ceriificates. Maryland also has a green building
initiative. The green buildings income tax credit (with a $25 million cap and costs spread over 11
years) has a tiered allocation that costs the State $1--5 million per yéar; the program is aimed at
businesses that construct or renovate buildings of at least 20,000 square feet in order to save
energy and reduce environmental impact. The caps limit both states’ fiscal losses to prediciable
amounts, a sound practice given that it is difficult to foresee the number of businesses that may take
advantage of these credits. It is also difficult to assess the effectiveness of these credits in

promoting green building, although it is notable that both New York and Maryland fully allocated the
money authorized for the tax credits.’

Maryland Code §9-203 (Exhibit A) authorizes the City of Baltimore and Maryland counties to grant
property tax credits for buildings that implement energy conservation measures such as solar and
geothermal energy devices. Anne Arundel County, for example, has a one-time property tax credit

"New York authorized $25 millien for 2000-2004, and because all the money was used, an additional $25
million was allocated for 2005-2008. 3B 1009, which was under consideration in the Maryland General
Assembly during the 2006 session, would have, among other things, increased Maryland’s allocation from
$25 million to $50 million for the same reason; however, no action was taken on the bill.



for residences that use solar energy equipment for heating or cooling; the amount of the credit is the
lesser of either the yearly property tax or the cost and installation of the energy conservation
equipment (Anne Arundel County Code §1-105, Exhibit B). Harford County also offers a maximum
$1,000 property tax credit for the lesser of either the cost of solar energy units or the residential
property tax bill; the County caps the annual fiscal impact of the bill to $150,000 (Harford County

Code §123-44, Exhibit C). Baitimore County offers no property tax credits for energy conservation
measures.

Fiscal Impact of Bill 9-06

Because LEED is a recently developed set of standards, green building is an emerging movement,
developers are reluctant to build green without incentives, and few if any local jurisdictions offer

uncapped property tax credits similar to the one proposed for the County, projecting the number of
developers who would take advantage of this credit is difficult.

Focusing solely on the LEED-NC standard, our estimated fiscal impact assumes an average County
commercial building value of $1,854,457°, a 6% annual growth in value, a tax rate of $1.115 per
$100 of assessed value, and an annual average of 72.4 new non-residential building permits.®
Exhibit D iliustrates the net present value of the County’s fiscal impact if 5%, 10%, 25%...100% of
new, non-residential buildings achieved at least a Silver certification and claimed the tax creditin a
given year. The maximum first-year fiscal impact, assuming that 100% of buildings are eligible and
claim the credit, would be $1,497,015; we expect, however, that the likely percentage of qualifying
buildings will be much less, perhaps closer to 5%, with a first-year fiscal impact of $74,851.
Therefore, assuming that 5% of buildings would claim the credit in a given year, the County’s fiscal
loss over 10 years would be approximately a net present value of $4,237,000. The net fiscal impact

would depend on the number of years the policy is in effect and the percentage of buildings claiming
the credit each year.

This estimate reflects only new construction, though the LEED-NC criteria may also be applied to
buildings undergoing major renovations; for our calculations, we have considered AAR (additions,
alterations, and repairs) projects that may qualify for LEED-NC criteria to have permit values of 25%
of the average building value in Baltimore County." An average of 57.4 non-residential AAR

® This amount is equal to the weighted average of the values of improved commercial and industrial
properties in the County (for 2008, there are 4,632 improved commercial properties with an average value
of $1,637,018, and there are 1,077 improved industrial properties with an average value of $2,789,930).

® This figure excludes institutional buildings because they are exempt from property taxes.

' Projects with lower values are excluded from our calculations because the costs to achieve green

ceriification may be impractical for the builder to assume; however, these projecis would not be excluded
from eligibility for the tax credit.



permits valued at $463,614 and above are issued each year." Using the County's tax rate, average
building value, and value growth rate of 6%, Exhibit D illustrates the net present value of the
County’s fiscal impact if 5%, 10%, 25%...100% of those AAR buildings considered achieve at least
a Silver certification and claim the tax credit in a given year. The first-year fiscal impact, assuming
that 5% of buildings are eligible and claim the credit, would be $59,343; the fiscal impact over 10
years would total approximately $3,359,000. The net fiscal impact would again depend on the
number of years the credit is in effect and the percentage of buildings claiming the credit each year.

The following table shows the combined estimated fiscal impact for new construction projects and

AAR projects:

Year 1 Estimated Fiscal Impact of a 100% Credit
USGBC LEED-NC Silver-and-Above-Rated Projects

Percentage of Buildings 5% 100%
Claiming the Credit (Likely) (Maximum)
New Construction Projects $74,851 $1,497,015
AAR Projects $59,343 $1,186,860
Total $134,194 $2,683,875

OCA, April 2006

Given our estimate that a developer could pay off the green building cost premium within
approximately three years of the 100% property tax credit, a less generous credit could be
considered. Forexample, if a 75% tax credit were offered, the 10-year effect, assuming that 5% of
buildings earned the credit, would be approximately $3,178,000 for new construction and
52,519,000 for major renovations. However, if a 50% tax credit were offered, the 10-year effect,
assuming that 5% of buildings earned the credit, would be approximately $2,118,000 for new
construction and $1,679,000 for major renovations. (See Exhibits E and F.) A tiered tax credit
dependent upon certification levels is another possibility, but we do not believe it would be any more

effective in encouraging green building than a uniform tax credit for all buildings ceriified at the Silver
level or above.

" This figure excludes institutional buildings because they are exempt from property taxes.



As noted, projecting the number of developers who may take advantage of the tax credit is difficult.
By looking at trends, however, we can see that while the green building movement has exhibited
considerable growth, the effects of existing incentive programs have yet to be momentous. In 2003,
for example, there were only 429 LEED registered projects in the U.S., growing to 790 projects in
2004 and 1,343 projects in 2005."? In 2003, only 29 of the registered projects were located in
Maryland, with the number growing to 47 in 2004 and 74 in 2005. As of January 2006, Baltimore
County has only four registered projects, two of which are government-owned. As of the end of
2005, there were only 118 Silver, 103 Gold, and 17 Platinum buildings nationwide.™ Only two

projects in Maryland, located in Montgomery and Anne Arundel Counties, have been certified Silver
or above. (See Exhibit G.)

Thus, these numbers indicate that Baltimore County is unlikely to see a sudden explosive growth of
green buildings. Yet, in case the property tax credit prompts unprecedented levels of green building,
a useful tool for controlling fiscal impact could be a cap on the amount of money that the County
would allocate to this program (e.g., $10 million). Such a cap would help fo allay concerns that the
property tax credit might create a “green building boom” with a fiscal impact that exceeds projections
and is therefore substantially injurious to the County’s fiscal weli-being.

"2 LEED registered projects are those projects awaiting LEED cettification.

'3 Of LEED certified projects, 39.4% are Certified (.., less than Silver), 30.0% are Silver, 26.2% are Gold,
and 4.3% are Platinum. The numbers presented in this section—for both registered and certified

projects—are for all LEED standards (LEED-NC, LEED-EB, etc.). LEED-NC constitutes the great
majority.



Scope, Objectives, Methodology

We analyzed the fiscal impact that would result from Bill 9-06, which proposed a 10-
year, 100% property tax credit for high-performance (“green”) buildings that achieve at
least a Silver rating according to the U.S. Green Building Council’s Leadership in Energy
and Environmentai Design (LEED) Green Building Rating System. We also considered
policy changes that would serve the environmental purpose of the legislation while not
jeopardizing the fiscal well being of the County.

The purpose of our study was to estimate the amount of property tax revenue loss that
would result from the proposed green buildings tax credit and to recommend policy
changes that serve the environmental purpose of the legislation but do not jeopardize
the fiscal well being of the County.

Our study consisted of researching published studies and documents, USGBC
standards, and other state and local legislation to encourage green building. [n addition,
we contacied officials in other jurisdictions to obtain information related to tax credit
programs in their jurisdictions and spoke to building industry experts to gain insight into
developer acceptance of green building concepts. Our study did not constitute an audit
conducted in accordance with generally accepted government auditing standards. Our
work was conducted during the period February to April 2006.



LexisNexis(TM) CD Exhibit A

Source: -

Maryland Code/TAX-PROPERTY /TITLE 9. PROPERTY TAX CREDITS AND PROPERTY TAX
RELIEF/SUBTITLE 2. STATEWIDE OPTIONAL /§ 9-203. Energy devices,

§ 9-203. Energy devices.

(a) Tax credit.- The Mayor and City Council of Baltimore City or the governing body- qf a county or of
a municipal corporation may grant, by law, a tax credit against the county or municipal corporation

property tax imposed on a structure, if to heat or cool the structure or to provide hot water for use in the
structure, the structure uses:

(1) a solar energy device;
(2) a geothermal energy device; or

(3) a qualifying energy conservation device.

(b) Amount, duration, and definitions.- A county or municipal corporation may provide, by law, for:

(1) the amount of a property tax credit under this section;

(2) the duration of a property tax credit under this section not exceeding 3 years;

(3) the definition of:

(1) a solar energy device;

(1) a geothermal energy device; and

(111) a qualifying energy conservation device; and

(4) any other provision necessary to carry out this section.

[An. Code 1957, art. 81, § 12F-5; 1985, ch. 8, § 2.]

© 2006 Matthew Bender & Company, Inc., 2 member of the LexisNexis Group. All rights reserved. Use of this
product is subject to the restrictions and terms and conditions of the Matthew Bender Master Agreement.



Exhibit B

CODE
County of

ANNE ARUNDEL, MARYLAND
Article 6 FINANCE AND TAXATION
TITLE 1. PROPERTY TAXES
SUBTITLE 1. IN GENERAL

§ 1-105. Solar energy tax credit.

(a) In this section, "solar energy equipment” means collectors, panels, storage tanks,
and all other hardware that is necessary and used as a part of the operating mechanism
that collects, stores, and distributes energy by using the rays of the sun.

(b) There is a one-time tax credit from County real property taxes levied on residential
buildings that use solar energy equipment for:

(1) Theating or cooling the buildings; or

(2) except for heating water for swimming pools, providing hot water for use within
the buildings.

(c) Application for the tax credit created by this section shall be filed on or before June
1 immediately before the taxable year for which the tax credit is sought. If the application
is filed after June 1, the credit shall be disallowed that year but shall be treated as an
application for a tax credit for the next succeeding taxable year.

(d) (1) The tax credit shall be credited from the taxes levied on the buildings, and
may not be credited from the taxes levied on the land.

(2) The total tax credit allowed under this section shall be the lesser of:

(i) the cost of materials and installation or construction of the solar energy equipment,
less the amount of federal and State solar energy tax credits;

(i)  the real property taxes levied against the buildings for the year in which the tax
credit is granted; or

(i)  for tax credits applied to qualifying properties during fiscal years 1986, 1987 and
1988, $400.

(e) An application for the tax credit shall be:
(1)  submitted to the Controller on forms that the Office of Finance requires;

(2) under oath, containing a declaration preceding the signature of the applicant to the

effect that it is made under the penalties of perjury provided for by The Tax-Property
Article, § 1-201 of the State Code; and

(3) accompanied by documented receipts of the purchase of materials or supplies, and
actual installation cost.

()  An application may be filed only once for the duration of the tax credit.
(Code 1967, § 17-712; Bill No. 23-04, § 2)

State Code reference-- § 9-203 of the Tax Property Article.



Exhibit C
(Page 1 of 2)
CODE OF HARFORD COUNTY, MARYLAND, v38 Updated 8-1 0-2004
PART |l GENERAL LEGISLATION
Chapter 123, FINANCE AND TAXATION
ARTICLE Il, Real Property Tax Credits
§ 123-44. Credit for solar energy units. [Amended by Bill Nos. 80-25; 82-20]

§ 123-44. Credit for solar energy units. [Amended by Bill Nos. 80-23; 82-20]

A For the purposes of this Article, "solar energy unit” shall mean a heating or
cooling system, including collectors, panels, storage tanks and all other hardware that

is necessary and used as a part of the operating mechanism, that provides energy by
using the sun's rays.

B. In accordance with the provisions of the Annotated Code of Maryland, 1957,
Article 81, § 12F-5, ' there is hereby created a tax credit from county real property
taxes levied on residential or nonresidential buildings or other structures that use solar
energy heating or cooling units for heating and cooling buildings or structures or for
supplying hot water for use within the buildings or other structures. The tax credit

shall be credit from the taxes levied on the buildings or other structures and not from
the land.

C. An application for a tax credit for using solar energy heating or cooling units
shall be filed on or before the first day of October immediately prior to the taxable

year for which the tax credit is first sought. If the application is not so filed, it will be
disallowed that year.

D. The total real property tax credit allowed under the provisions of this section
shall be the lesser amount of up to a maximum of one thousand dollars ($1,000.) for
the cost of materials and installation or construction of the solar energy unit, to apply
against one (1) year of property taxes, or the total amount of the real property taxes

levied against the buildings or structures that is to be paid by the taxpayer for one (1)
year following the approval of the application.



Exhibit C
(Page 2 of 2)

E. All applications for tax credits under this section shall be submitted to the
Director of Administration only on forms prepared by his office. An application shall
be filed one time only for the duration of the tax credit. Each application shall be made
under oath or affirmation and shall contain a declaration preceding the signature of the
applicant to the effect that it is made under the penalties of perjury as provided for by
the Annotated Code of Maryland, 1957, Article 81. § 5 B Each application shall be
accompanied by documented receipts of such purchase of materials or supplies and .
actual installation cost, if available; otherwise, the application shall be accompanied
by a statement of the cost of the materials, supplies and installation cost, verified in
the same manner as the application by a person competent to so certify.

F. The total tax credit allowed by Harford County for any one (1) year may not
exceed one hundred fifty thousand dollars ($150,000.). The granting of credits shall be
on a first-come-first-served basis, and, when the limitation is reached, any subsequent
applications will be carried over to the next succeeding year or years.

eNUEditor's Note: For current statutory provisions, see § 9-203 of the Tax-Property Article
of the Annotated Code of Maryland.

=2 Editor's Note: For current statutory provisions, see § 1-201 of the Tax-Property Article
of the Annotated Code of Maryland.
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Exhibit G

Certified LEED Projects, Nationwide

(Source: USGBC, February 2006)

Certified Silver Gold Platinum

Year Total
2000 7 4 0 1 12
2001 2 1 2 0 5
2002 9 4 7 1 21
2003 18 12 12 4 46
2004 49 34 32 4 119
2005 70 63 50 7 190

Total 155 118 103 17 393

QCA, April 2006
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