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O
ver the past few ye a r s , the recent dramatic rise in
o i l , g a s , and electri c i ty costs has forced many
buildings and management companies thro u g h o u t
New England to raise condo fees or levy special as-

sessments throughout the winter. Other buildings are explori n g
e n e r gy - e f f i c i e n cy and altern a t i ve - e n e r gy stra t e g i e s .

“M u l t i f a m i ly buildings, older buildings, ve rt i cal buildings, o r
a nyone with a gross rent stru c t u re is more exposed to rising util-
i ty costs,” said Robert H. M c B ri d e, CEO of The Dart m o u t h
G ro u p, one of the leading pro p e rty management firms in gre a t e r
B o s t on are a .

The conve n t i onal appro a ch to higher oil prices has been to ra i s e
m on t h ly fees to cover the budget short f a ll . H ow eve r, this does
not address the underlying issue.

“It is easier to raise fees than to raise awareness of energy con s e r-
v a t i on , ” said McBri d e . “With oil prices coming down tempora r-
i ly, t h e re’s a chance that the discussion will shift from con s e rv a-
t i on to business as usual.”

Fo rw a rd - l o oking building owners and managers are beginning
to see the advantages in using these assessments instead to ra i s e
funds for capital improvements to raise a building’s energy - e f f i-
c i e n cy. Some ow n e r s , m a n a g e r s , and developers — conv i n c e d
that high oil and utility prices are becoming a fact of life — are
c on s i d e ring pow e rful altern a t i ve heating and cooling sys t e m s
s u ch as geothermal exch a n g e .

Two diff e rent appro a c h e s
The choices being made by the managers of a typ i cal Boston
a p a rtment building highlight the diffe rences between taking the
s h o rt - t e rm appro a ch and a more strategic view. This building
also ill u s t rates the ch a llenges that building managers across the
United States are facing this winter.

Built in 1915, the limestone and bri ck building on Com m on-
wealth Avenue has 35 apartments and uses 13,650 gall ons of oil

a n n u a lly. The building has a central heating plant and the apart-
ments do not have separa t e ly- metered utilities. The ubiquitous
“heat and hot water incl u d e d” ph rase in so many leases is now
c oming back to haunt ow n e r s .

The annual cost to heat this building went from $10,000 in 1998
(oil at $0.78/gl), to $24,500 in 2006 (oil at $1.80/gl), to $54,600
in 2008 (oil at $4/gl). In that same peri o d , the building’s annual
o p e rating budget increased slightly from $63,000 to $84,000 as
a ve rage mon t h ly condo fees went from $150 to $200. Heating oil
re p resents an increasing amount of the building’s incom e : 1 5 . 8 %
in 1998, 29.2% in 2006, and 65.0% in 2008.

In order to cover rising heating costs, the building management
has two options: raise fees to cover the recurring budget short-
fall, or increase energy-efficiency through a one-time capital ex-
penditure.

For the past two ye a r s , the building management has asked ow n-
ers to pay double condo fees from October to Ap ri l . This in-
c reases the operating budget by $49,000 (35 units x 7 months x
$ 2 0 0 / m on t h ) , w h i ch covers the higher oil prices but does noth-
ing to reduce the building’s dependence on oil, or its exposure to
rising costs. These assessments significa n t ly increase the true cost
of ow n e r s h i p, and reduce the net operating income for inve s t o r s .

That same $49,000 raised by the assessment could instead be used
to install an altern a t i ve energy system with a short payb a ck peri o d ,
s u ch as geothermal exch a n g e . In the building above, e a ch unit uses
ro u g h ly 400 gall ons of oil at an estimated annual heating cost of
$ 1 , 5 4 3 . Using geothermal exch a n g e, the ave rage annual cost to
heat and cool the same unit would be less than half that.

The Dartmouth Group is seeing more discussion on the part of
b o a rds to reduce energy and operating costs. E n e r gy audits are
b e c oming more popular, and many buildings are switching from
f i xed motors to variable-speed dri ves for pumps and cooling tow-
e r s . T h e re is also a greater move tow a rds separate metering of
u t i l i t i e s , to align incentives between usage and cost.
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Higher oil and energy costs are causing buildings to raise condo fees, and will contribute to the
next wave of fore c l o s u res. Building managers and explorers are exploring diff e rent strategies for
reducing exposure to volatile energy costs.



E ven tra d i t i onal cost centers such as a building’s landscaping are
being re t h o u g h t . “ Sustainable appro a ches to landscaping can re-
duce direct costs for water and labor, reducing operating costs for
a building without com p romising the quality of life, ” said Chri s-
tine Lich a t z , founder of Gard e nw o rks LLC , a sustainable land-
s cape design firm based in Mys t i c , C T. L i chatz devised her pro-
p ri e t a ry metrics for quantifying landscaping savings aft e r
w o rking with the U. S. Naval Base in Gro t on , C T.

H ow eve r, ve ry few buildings in the Boston area have com m i t t e d
s i g n i f i cant funds to energy-efficient capital improve m e n t s , p re-
fe r ring to take a ‘w a i t - a n d - s e e’ a p p ro a ch — a stra t e gy based on
hope that oil prices will go dow n .

“People don’t change until they absolutely have to, ” said Charl e s
Ra n d a ll , managing director of Revival Fu n d s , a Denve r - b a s e d
fund which finances sustainable real estate deve l o pm e n t s . “H i g h
e n e r gy prices raise awareness of how prices affect you on a daily
b a s i s . When your heating bills goes up 50 to 100 perc e n t , you fe e l
the pre s s u re to become energy efficient—quick ly. ”

The econ omic pre s s u re of higher energy costs is also increasing fi-
nancial risk for the building and its residents — and will likely
c on t ribute to the next wave of fore cl o s u res throughout the spri n g.

“M a ny people were counting on maintenance fees to remain as
c onstant as their mortgage paym e n t s , ” said McBri d e . “E l d e rly
and low e r - i n c ome residents are less able to sustain increases in
m on t h ly costs, but that’s a broader pool of people eve ry day, i n
this econ om y. ”

Going forw a rd , buildings that have invested in energy - e f f i c i e n cy
w i ll have a significant resale advantage over buildings that re q u i re
assessments throughout the winter. Building managers and de-
velopers can help their buildings command a price premium for
sales and rent if the buildings have energy-efficient fe a t u res that
keep mon t h ly costs low.

C onve r s e ly, i n f o rmed buyers will pay less for condos in inefficient
buildings once they re a l i ze how mu ch higher the true costs of
ownership will be.

The rising costs and assessments in many buildings this winter
w i ll do likely more to dri ve the adoption of altern a t i ve energies
than all of the social and env i ronmental arguments to date.

“The defining study for the benefits of building green still re-
mains unwri t t e n , ” said Fl e m i n g. “We need a landmark study that
c om p a res the 10-15 year pro forma of the same buildings built
both green and conve n t i on a lly. ”
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