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Energy 

What is your state’s energy building code? 

State governments are continually being prompted to improve energy efficiency.  There are two main ways states are 
taking immediate action either by adopting energy-efficient building codes or requiring energy efficient improvements in 
state buildings.  The latter promotion would serve as a precedence or “set an example” for other building owners to 
achieve higher efficiency standards.  States with specific building code requirements vary in their level of enforcement 
for code standards.   
 
As of January 2013, there are four states (California, Washington, Illinois, and Maryland) that have adopted ASHRAE 
90.1-2010/2012 IECC equivalent or more for energy efficient building code guidelines.  The below chart is from the 
Department of Energy, which shows a map of the United States and their current building energy code status. 
 
As you can see, a majority of the states are blue and have adopted the ASHRAE 90.1-2007/2009IECC.  According to the 
Department of Energy, the higher Standards (such as Standard 90.1 2010) achieve greater energy efficiency in building 
code requirements.  Many of the changes clarify or modify the HVAC system, building envelop or lighting.  Further, the 
DOE’s quantitative analysis between Standard 90.1-2007 and Standard 90.1-2010 indicates a national energy 
consumption savings of 18.2 percent of commercial building energy usage.    
 
The DOE also states that Standard 90.1 is complex and covers a broad spectrum of the energy related components and 
systems in buildings ranging from simple storage buildings to complex hospitals and laboratories.  The size of buildings 
addressed range from those smaller than single family homes to the largest buildings in the world.   

 
Source: DOE, http://www.energycodes.gov/status-state-energy-code-adoption 

http://www.energycodes.gov/status-state-energy-code-adoption


 

Which cities are “top dogs” for energy efficiency in 2012? 

In March 2013 the EPA released information about the top cities with the most Energy Star Buildings.  The top five cities 
were Los Angeles, Washington, DC, Chicago, New York, and Atlanta.  According to the EPA, in 2012, all the Energy Star 
certified buildings in America saved more than $2.7 billion.  And last year, 8,200 buildings earned the EPA’s Energy Star 
certification.  Here are the top 25 cities: 

 
Source: http://www.energystar.gov/index.cfm?c=business.bus_news 
 
Some cities that made significant headway in 2012 were: 

 Cincinnati from 25th place to 13th ; 

 San Jose from 21st place to 15th ; 

 Phoenix broke into the top 10 cities; and  

 Virginia Beach, Kansas City, and Albuquerque, broke into the ranking for the first time since 2008. 
 
 

http://www.energystar.gov/index.cfm?c=business.bus_news


What additional resources could you use to run a cost-benefit analysis to make energy efficient 
modifications? 

If you want to go above and beyond, there are calculators to help in your planning.  Energy and Cost Savings Calculators 
for Energy-Efficient Products are available through the Department of Energy.  You will need to have some information 
available such as your current gas/electric bill, product information for what you are currently using, and product 
information on the more efficient item you want to consider purchasing.   
 
Some of the calculators available are: commercial unitary air conditioners, commercial heat pumps, air-cooled chillers, 
boilers, office equipment and lighting products.  Go to the DOE’s Federal Energy Management Program website and look 
for energy-efficient products then energy and cost savings calculators:  
http://www1.eere.energy.gov/femp/technologies/eep_eccalculators.html 
 
Also consider using the 179D federal tax deduction calculator to see what types of buildings are eligible for the 179D tax 
deduction: 
http://apps1.eere.energy.gov/buildings/commercial/179d/ 
 
Conclusion 
As commercial real estate practitioners, knowing your state or city’s building code gives you power.  Information is 
power.  You may be able to leverage the information to create business opportunities especially if your city is among the 
top twenty-five cities with the most Energy Star certified buildings in 2012.  Saving energy is a global pursuit.  In real 
estate your building will either become friendly to the environment or energy consumption hog.  The absolute vital 
question is: do the costs outweigh the benefits?  High expectations need to be practical.  
 
Additional reading materials on energy efficiency: 
http://www.marketwatch.com/story/entic-delivers-major-savings-and-energy-efficiency-for-broward-health-2013-03-20 
 
http://yosemite.epa.gov/opa/admpress.nsf/d0cf6618525a9efb85257359003fb69d/effc10b58e7b1c2785257b2c00578c0
d!OpenDocument 
 
http://www.gpo.gov/fdsys/pkg/FR-2011-10-19/pdf/2011-27057.pdf 
 

 

http://www1.eere.energy.gov/femp/technologies/eep_eccalculators.html
http://apps1.eere.energy.gov/buildings/commercial/179d/
http://www.marketwatch.com/story/entic-delivers-major-savings-and-energy-efficiency-for-broward-health-2013-03-20
http://yosemite.epa.gov/opa/admpress.nsf/d0cf6618525a9efb85257359003fb69d/effc10b58e7b1c2785257b2c00578c0d!OpenDocument
http://yosemite.epa.gov/opa/admpress.nsf/d0cf6618525a9efb85257359003fb69d/effc10b58e7b1c2785257b2c00578c0d!OpenDocument
http://www.gpo.gov/fdsys/pkg/FR-2011-10-19/pdf/2011-27057.pdf


Healthcare 
Introduction 
America’s healthcare system is undergoing major reconstruction.  In 2010, the Affordable Care Act was signed in to law 

and began to pave the way for health care overhaul.  To date, some of the significant changes to healthcare were 

expanding health insurance coverage for young adults, covering preventative health services, denying refusal to cover 

pre-existing conditions for children, and many others.   

 
The benefits of healthcare overhaul are certainly debatable.  No one knows exactly what to expect because this is new 
territory for everyone involved in the health system: patients, providers, insurance companies, pharmaceutical 
representatives, businesses, state governments, and the list goes on.  Change hurts and it will likely take years to fully 
evaluate how or if the ACA/healthcare overhaul truly made a difference or improved the health of a country.  The 
underlying agenda is to save money but accountability relies on two areas—efficacy and funding.  Health providers are 
(what seems to be) required to do more with less.  In fact, beginning in 2015 physicians will be paid according to the 
quality of care they provide. 
 

What do you need to know to plan for yourself and /or your family? 

As an individual, you will either join a health insurance plan or pay a penalty beginning in 2014.  The penalty costs begin 
to increase each year until 2016 and the penalty is adjusted annually by the cost of living.  According to the Kaiser Family 
Foundation: 
 

 In 2014, the penalty is $95 per adult and $47.50 per child (up to $285 for a family) 

 In 2015, the penalty is $325 per adult and $162.50 per child (up to $975 for a family) 

 In 2016 and beyond, the penalty is $695 per adult and $347.50 per child (up to $2,085 for a family) 
 
The penalty is pro-rated by the number of months without coverage, though there is no penalty for a single gap in 
coverage of less than 3 months in a year.  See attachment A: The Requirement to Buy Coverage Under the Affordable 
Care Act Beginning in 2014. 
 

What are Health Insurance Exchanges? 

Exchanges are alternatives for individuals to get health insurance coverage.  Each state has determined if whether or not 
they will set up their exchange/s or allow the federal government to set up an exchange.  Exchanges provide a “pool” of 
participants to keep insurance rates down. 
 
As of March 2013, there are 18 states that will implement their own sort of exchange, 26 states that will use the federal 
exchange and 7 states that are planning for a federal/state partnership exchange.   
 
By October 1, 2013 all exchanges must be established and ready for enrollment. 
 
See below chart for information about your state. 
 

 
 
 
 
 
 



 
 
 
 
 

State Decisions for Creating Health Insurance Exchanges, as of March 13, 2013 

 
Source: http://www.statehealthfacts.org/comparemapdetail.jsp?ind=962&cat=17&sub=205&yr=1&typ=5 
 
 

What do you need to know as a small business owner? 

 
Health insurance coverage requirements will vary for each organization.  It makes the process of planning for 2014 a bit 
complicated.  Employers with 50 or more “full-time equivalent” employees may be subject to a penalty if the business 
does not offer health insurance coverage.  The U.S. Chamber of Commerce provides this valuable resource: How Does 
the Employer Mandate Work? 
 

http://www.statehealthfacts.org/comparemapdetail.jsp?ind=962&cat=17&sub=205&yr=1&typ=5


 
Source: http://www.uschamber.com/health-reform/employer-mandate 
 
 

What are the ACA changes to Medicaid? 

Medicaid is a health insurance program that covers low-income people, including children or individuals with disabilities.  
Financing of Medicaid is split between the federal and state government budgets.  Under the ACA and beginning in 
2014, Medicaid will expand to cover more (millions) people.   
 
Changes to healthcare under the ACA were upheld by the Supreme Court in June 2012.  Originally under ACA, the states 
that did not expand Medicaid programs were at risk of losing all federal funds for Medicaid.  However, the court ruled 

http://www.uschamber.com/health-reform/employer-mandate


that states have the option to expand Medicaid.  The Medicaid ruling has created a lot of controversy especially in states 
where Governors decided not to expand Medicaid.  Governor Rick Perry from Texas has received major pushback from 
uninsured Texans and advocacy groups.  The battle in Texas is whether or not the Medicaid expansion will actually save 
Texas money or end up costing it more.   

 
Source: http://www.advisory.com/Daily-Briefing/2012/11/09/MedicaidMap#lightbox/0/ 
 
Conclusion 
Real estate professionals need to be aware of healthcare changes.  Two scenarios are crucial: individual mandate and 
the employer provided health care requirements.  Real estate may also be impacted by increased fees or taxes, 
depending on each state’s financial situation. 
 
Read more on Medicaid: 
http://www.nytimes.com/2013/03/05/us/texans-rebut-gov-rick-perry-after-rejection-of-medicaid-expansion.html?_r=0 
http://www.ncsl.org/issues-research/health/medicaid-home-page.aspx 

http://www.advisory.com/Daily-Briefing/2012/11/09/MedicaidMap#lightbox/0/
http://www.nytimes.com/2013/03/05/us/texans-rebut-gov-rick-perry-after-rejection-of-medicaid-expansion.html?_r=0
http://www.ncsl.org/issues-research/health/medicaid-home-page.aspx


Pensions and Employment Benefits 
Introduction 
Addressing unfunded liabilities and enacting significant reforms are major issues for many states.  Currently, 13 states 
are having significant issues funding this liability.   Studies by the Pew Center on the States and the National Conference 
of Public Employee Retirement Systems show pension funding levels currently hovering around 75 percent instead of 
the 80 percent usually considered desirable. 
 
This presentation will discuss the issues surrounding unfunded public pensions and what states are doing to try and 
address the issue. 
 

The Issue at Hand: 

 The public pension funding shortfall refers to the amount of money it would take to cover currently accrued 
pension obligations, provided the cash were deposited today 

 

 Estimates of the total public pension shortfall range from $730 billion to $4.4 trillion, with many financial 
economists inclined toward the latter number. 

 

 Impacts 27 million public sector employees – includes current and former workers 
 

 To give you some perspective of how massive this number is- 
o  $4.4 trillion is equal to one-third of the country's GDP, or roughly all the taxes that state and local 

governments are likely to collect in the next two years. 
 

 Wilshire Consulting estimates that the market value of the assets of the 126 largest public pension plans shrank 
from funding 95 percent of liabilities in 2001 to 74 percent in 2011. 
 

 States with the highest percentage of unfunded pension liabilities include Oklahoma, Arkansas, Indiana, Illinois 
and Connecticut.  

o Some localities are in equally bad shape: Chicago, New York City, San Francisco and Boston are all 
among the cities with the greatest unfunded liability on a per-household basis. 
 

 States refuse to alter the return assumption, or the anticipated rate of return, on their pension plans, which 
largely skews the expected funding amount.  Most public pension systems assume their assets will return 
around 8% annually, and the lowest assumption among major public pension systems is 7%.  

o They should reduce this number to show a true representation of the return on investment. 
o Essentially states project much higher returns, but then receive much, much less than what they expect. 
o It’s simple math and common sense.  It’s a flagrant violation of the promise and principle to create a 

balanced budget (not to mention, the need to fund pensions of public employees) 
 

 Despite the funding crisis, public employees have fared exceptionally well on pensions compared to their 
private-sector counterparts. 

 

Around the Nation: 

 In mid-March, 2013, the Securities and Exchange Commission charged Illinois with fraud for misrepresenting the 
fiscal health of its public pension system. 

o SEC claims that IL had been deceiving muni bond investors into thinking it was properly funding public 
employees’ retirement plans when in fact it had been underfunded for years. 

o Unfunded liabilities in IL are roughly $100 billion.  Governor Quinn claims this number grows by $17 
million every day. 



o Pension funding ratio (assets to liabilities) is at a devastating 39%! 
o Illinois has the worst situation in the nation  

 

 Taxpayers, unfortunately, will be adversely impacted by the shortfalls - 
o Likely experience reduced municipals services such as hospital closings, school cuts, and tax increases. 
o Alicia Munnell, author of the just-published “State and Local Pensions: What Now?” and director of 

Center for Retirement Research at Boston College, said “The path forward is very clear: they will have 
to make tough decisions to distribute pain among current retirees, current employees, future 
employees, and future taxpayers…a more major reform effort is needed to address severe 
underfunding…the need for benefit cuts for public employees or retirees must be broadly 
understood” 
 

 Counties and cities will likely face rating downgrades as they attempt to get their pension liabilities under 
control. 

 

Changes to Pension Plan Systems – What Does This Mean? 

 Some of the 3,418 pension plan systems around the nation are going to make changes to address shortfalls. 
 

 Some are restructuring, reducing (capping) pension benefits, or raising retirement ages for new employees. 
o Some are asking workers to contribute more to their plan 
o And some are renegotiating contracts or even laying off employees to avoid the hassle 
o Some are asking new employees to participate only in a defined contribution plan instead of the defined 

benefit plan as part of an effort to deal with unfunded pension obligations 
 

 In other states, towns and cities with unfunded pension liabilities, retired and current public workers face other 
types of cutbacks and pain.  

o For instance, states such as Colorado, Florida, Maine, Minnesota, Missouri, New Jersey, Oklahoma, 
Rhode Island, South Dakota, Washington and Wyoming have made or can make major cuts to the cost-
of-living adjustments (COLA) pensioners were supposed to get. 

 

 Some localities have experienced the “worst case scenario” in order to get pension funding back on track: 
o Central Falls, Rhode Island, which is emerging from bankruptcy, will cut recently retired municipal 

workers’ pensions by 55% and residents will see real estate taxes rise by 4% as part of the plan put in 
place with holders of Central Falls bonds 
 

 Lawmakers in Kentucky will consider recommendations from a task force on public employee pensions in the 
2013 session. 
 

 In New Hampshire, pending court rulings on changes made in 2011 to employee retirement benefits and 
contribution rates could push the legislature into action this coming session.  

 

 California faces an unfunded liability of $100 billion in its Public Employees’ Retirement System and $65 billion in 
its State Teachers’ Retirement System  

o Gov. Jerry Brown just signed a law in late 2012 that increases the retirement age for new employees, 
limits annual pension payouts to $132,120, and requires workers who are not contributing half of their 
retirement costs to pay more. 

o For example: A state highway patrol officer hired before September 2010 can retire at age 50 after 30 
years on the job with 90% of his salary. At an average salary of $100,000, that would translate into a 
pension of $90,000 a year. But if that same officer was hired this year instead, his annual retirement 
check at age 50 would total $60,000. That's a $900,000 difference over the course of a 30-year 
retirement.   
 



 In New York, a public employee hired in April 2012 or after will retire with benefits that are roughly 11% lower 
than someone hired a month earlier, according to the National Conference of State Legislatures.  

 

 Similarly in Pennsylvania, workers hired in 2011 or later will contribute the same chunk of their paychecks to 
their pensions as those hired before them but will receive about 20% less when they retire. 

 

 According to research from the National Association of Government Defined Contribution Administrators, 43 
states have made changes in one or more of the following areas:  

o Increased current and/or new employee contribution levels  
o Increased the age and/or length of tenure required to be eligible for normal retirement  
o Reduced or eliminated cost-of-living adjustments (COLA) for new and/or current employees  
o Changed the way pension formulas are calculated to reduce pension benefits  
o Now offer a hybrid and/or defined contribution plan instead of a traditional defined benefit plan 
 

 CNN reported that 45 states have either cut pension benefits or increased mandatory employee retirement plan 
contributions, or both, since 2009.  

 
Conclusion: 
Un- or underfunded public pension liabilities are certainly the next big predicament in the U.S. in light of the recent 
recession.  These growing disparities in public pension will probably result in increased taxes, felt directly by the real 
estate industry.   Many states have already increased their sales tax in order to better fund the pension funds.  Poor 
budgeting, a lingering recessionary fiscal environment, high unemployment, and failure to address the issue early on 
have created a mess for many states.  It’s so bad that the federal government is suing Illinois as mentioned earlier.  It will 
take several years and some very difficult financial cuts and constraints to get the pension funding liabilities back on 
track. 



State Budgets 
Introduction 
As the nation’s economy slowly pulls itself out of the recent Great Recession, state officials are forecasting year-over- 
year tax revenue growth for the third consecutive year and 10th consecutive quarter. State lawmakers have and will be 
focusing greatly on their state’s budget, with revenue increases and tax cuts sure to be topics for heated discussions. 
Some states will examine tax expenditures (exemptions, deductions and credits) as an alternative to hiking rates. And 
some will look for new revenue streams.   
 
This presentation will give you a brief overview of the current and projected health of state budgets as well as ideas for 
potential tax hikes and fee increases that may impact you and your business. 
 

Outlook for 2013 and 2014 

 State budgets continue their slow to moderate rate of recovery  

 A fall National Conference of State Legislatures (NCSL) 2012 survey of state legislative fiscal officers found solid 
revenue performance in most states, although a few reported underperformance in individual tax categories. 
Generally, it appears that state budgets are in line with budgeted estimates through the first few months of 
fiscal year (FY) 2013 

 States’ increasing stability seems to have plateaued in 2012 

 The slowly improving economic situation across the states has led most officials to describe their current fiscal 
situation as “stable”  

 Being “stable” is good, but it does provide a level of uncertainty and anxiety for state legislators as the economy 
fluctuates and recovers 

 Despite these positive fiscal trends, federal deficit reduction actions, increasing program pressures, international 
debt crises, and the impact from recent storms will continue to challenge lawmakers  

 While there are signs of improvement, the turnaround has been uneven across the nation 

 Although half of the states expect to return to peak revenue levels by the close of this fiscal year, several others 
are still awaiting a return to peak levels. Some states are uncertain when that will occur 

 Three and a half years following the official end of the recession, state officials face the prospect that slow and 
steady growth may be the “new normal”  

Terminology is Everything to Elected Officials 

The slowly improving economic situation in the states has caused legislative fiscal directors to 
describe their fiscal situation as being generally stable. Officials frequently used terms such as 
“improving” and “stable growth” to describe the current fiscal situation in their states. Also, a small but increasing 
number of officials used more positive descriptions such as “strong” and “cautiously optimistic” to describe their states. 
At the same time, a few officials used less optimistic terms such as “precarious” and “underperforming” to describe their 
fiscal situation and the use of the term “budget gap” has crept back into the lexicon.  
 
See Attachment B to view your state’s budget gap from 2012 and the projected gap for 2013. 
 
Examples from officials in a few states include: 

 Alaska officials reported that they may have their first deficit since FY 2005. 

 In California, the situation is stable, with projected operating surpluses in the out-years, a notable change from 
the state’s recent multi-billion gap situation. 

 Officials in Hawaii describe their fiscal situation as “razor’s edge” because the projected general fund balance 
and reserves are inadequate and susceptible to any unanticipated economic or fiscal shocks. 

 Officials in Delaware, New Hampshire, Ohio, and Oregon are cautiously optimistic regarding their respective 
fiscal situations. 

 In Kansas, officials noted that the state economy is showing consistent, but slow growth. 



 Officials in Maine describe their fiscal situation as precarious with little on the horizon that would result in an 
improvement. 

 North Carolina officials reported that revenues have stabilized and are returning to long-term growth trends. 

 Officials in Oklahoma noted that their fiscal situation is stable with a sense of optimism. 
 

Job Creation Outlook 

 In January, 2013, many media outlets reported that job creation is steady, despite concerns about tax increases 
and spending cuts 

 In December, 2012, 155,000 jobs were created/added in the U.S. 

 February 2013 236,000 new jobs were created 

 Many still worry about economic uncertainty.  Many large American corporations, like Honeywell, are reducing 
staff through attrition.  Rather than filling the five open spots, they only hire one or two people 

o GDP still remains stagnant and not where it should be 

 Start-ups and tech companies are the future and hold the key to job creation and job growth 

 There’s a trend where U.S. employers have vacancies at the organization, but are hesitant to fill the position due 
to the slowly improving economy.  Many are just simply not hiring and waiting for the “perfect” candidate. 

o “There’s a fear that the economy is going to go down again, so the message you get from C.F.O.’s is to 
be careful about hiring someone,” said John Sullivan, a management professor at San Francisco State 
University who runs a human resources consulting business. “There’s this great fear of making a 
mistake, of wasting money in a tight economy.” 

 

State Revenues 

 Revenue performance is a key indicator of a state’s fiscal stability 

 More states reported strength rather than weakness in the three major taxes (personal, income, sales & 
corporate income) 

 Only Idaho, Maine, and New Jersey are performing below forecast for revenue generation 
o Seven states are currently pessimistic about meeting their goal 
o 33 states reported stable revenues and will likely meet the 2013 target 

 Although states are stable, the PEW Charitable Trust does warn that the worst is not over just yet. Scott 
Pattison, executive director of the National Association of State Budget Officers, says those numbers hide the 
reality states are wrestling with. "You might have some ridiculously high-sounding revenue growth … but that's 
because the base is so low," Pattison says. 



 
 

Spending 

 More states are facing overspending this year than in 2012 
o 18 states reported at least one area of spending is significantly over budget in FY 2013 compared to the 

11 states in FY 2012 
o Perhaps last year, states were a bit more eager to decrease the budget shortfall.  Could be a false sense 

of security 

 Medicaid and other healthcare programs are far over budget in 10 states, compared to 6 at this time last year 

 Education spending is over budget in 5 states 
 

Fees and Taxes May Increase 

 States will probably continue to increase taxes and create or increase fees  

 Particularly with regard to aging infrastructure, states need to update these systems.  In recent years, states 
have seen money for transportation slow to a trickle while critical transportation projects languished on 
engineers' drawing boards, the inventory of dilapidated and dangerous bridges swelled, and trains and buses got 
older and creakier. 

 This means gas taxes may increase 

 Sales taxes may jump in some states 

 Texas hasn’t increased gas tax in 21 years, however in December, a House committee reported that the state 
was broke and may not have the funding for infrastructure project if they didn’t generate some revenue  

 California has seen an influx of legislation aimed at raising taxes on things from soda and sweet beverages to gun 
owners to people who frequent strip clubs.  Essentially, everything is a target to create or raise a tax or fee. 

 Ohio has incorporated into their budget bill (House Bill 59), a tax provision that would make the 5% sales tax 
apply to most services, including insurance and legal services.  This tax would heavily impact the real estate 
management industry. 



o This one is being heavily lobbied against by CCIM Institute, IREM and NAR members as well as a myriad 
of other industries and organizations. 

 
Conclusion 
State budgets are in a much better “fiscal place” than they were three years ago.  States worked diligently in 2012 to cut 
unnecessary spending and decrease their budget gaps.  They still have a lot of headway to make, but if state officials can 
create prudent budget goals, and achieve them, it seems like states’ fiscal situation, including job creation, will continue 
to improve.  Unfortunately, the budgetary effects of the Great Recession will be felt by states for decades. 



ATTACHMENT A: Requirement to Buy Coverage Under ACA in 2014 
 

 
Source: http://healthreform.kff.org/en/the-basics/requirement-to-buy-coverage-flowchart.aspx 
 

 

http://healthreform.kff.org/en/the-basics/requirement-to-buy-coverage-flowchart.aspx


ATTACHMENT B: State Budget Gaps FY 2013 
 
 

 


