Guidance on

Resident Paid Utilities for

HUD Approved Energy Performance Contracts

1. Background:  The Federal Register published September 19, 2005 reissued 24 CFR 990 allows the use of resident-paid utilities in EPC contracts.

2. Regulations:  
Federal regulations at 24 CFR 990.185 (a) state: 
(2) PHAs undertaking energy conservation measures that are financed by an entity other than HUD may include resident-paid utilities under the consumption reduction incentive, using the following methodology: 

(i) The PHA reviews and updates all utility allowances to ascertain that residents are receiving the proper allowances before energy savings measures are begun; 

(ii) The PHA makes future calculations of rental income for purposes of the calculation of operating subsidy eligibility based on these baseline allowances. In effect, HUD will freeze the baseline allowances for the duration of the contract; 

(iii) After implementation of the energy conservation measures, the PHA updates the utility allowances in accordance with provisions in 24 CFR part 965, subpart E.  The new allowance should be lower than baseline allowances; 

(iv) The PHA uses at least 75 percent of the savings for paying the cost of the improvement (the PHA will be permitted to retain 100 percent of the difference between the baseline allowances and revised allowances);

(v) After the completion of the contract period, the PHA begins using the revised allowances in calculating its operating subsidy eligibility; and 

(vi) The PHA may exclude from its calculation of rental income the increased rental income due to the difference between the baseline allowances and the revised allowances of the projects involved, for the duration of the contract period.
3. Guidance

a. Federal regulations 24 CFR 990 provides four (4) different energy related financial incentives to Housing Authorities.  The following list is a summary of the four incentives offered:

i. Frozen rolling base 

ii. Resident Paid Utilities 

iii. Add-on subsidy

iv. Rate reduction.
b. The resident paid utilities incentive is an incentive that is distinctly different from the frozen rolling base incentive and the add-on subsidy incentive.  
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c. This incentive allows a PHA to exclude from its calculation of rental income the increased rental income due to the difference between the baseline allowances and the revised allowances of the projects involved, for the duration of the contract period.
d. HUD Field Office Actions – 
i. Initial Approval –
1. The HUD Field Office allows the PHA to utilize the resident paid utility incentive which excludes from its calculation of rental income the increased rental income due to the difference between the baseline allowances and the revised allowances of the projects involved.
2. We verify that at least 75% of the excluded income is being used to pay the debt service payment.
ii. Yearly Review - We verify that at least 75% of the excluded income is being used to pay the debt service payment.
e. PHA Responsibility:

i. Initially:

1. The PHA must verify that their current utility allowances are correct.

2. The PHA must establish new utility allowances (reference 24CFR965) after installation of the energy conservation measures.

3. The PHA must develop a written procedure which defines how yearly utility allowances will be reviewed.

4. The PHA is to provide HUD documentation that:

a. The written utility allowance procedure should be submitted to the HUD Field Office for approval.

b. The PHA is to provide HUD copies of the pre and post utility allowances.

5. The PHA assumes all risk and must fully understand the measurement and verification process that the ESCo is going to undertake to insure that energy savings are realized.
ii. Yearly Review:

1. The PHA is to review their utility allowances as per 24 CFR 965 requirements.  The review process should be in accordance with their written procedure.

The PHA must calculate the amount of money to be excluded from its calculation of rental income.  This amount is the difference between the baseline allowances and the revised allowances of the projects involved. 
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	To calculate the amount excluded from rental income after the first year of the EPC contract for the project(s) covered under the contract, the PHA must subtract the yearly utility consumption from the baseline utility consumption and multiply it by the current utility rate.  It is assumed that the number is a positive amount, resulting from a decrease in utility consumption.  This number should be reflected on Section 3, Part B, line 02 of form HUD- 52723 (PUM change in utility allowances) as a negative number for each year of the contract term.  Note: The total consumption difference is multiplied by the current rate, because if the amount calculated reflects only the difference between the baseline utility allowance and the revised utility allowances, this amount will erode as utility rates increase.


2. The PHA must insure yearly that at least 75% of excluded rental income amount is being used to pay the dept service.
3. The PHA is to provide HUD documentation that:

a. Certifies that the utility allowances have been reviewed as per their approved written procedure.

b. Copies of any revised utility allowances.

c. A breakdown of how “excluded rental income” was calculated.

d. Certifies that at least 75% of the excluded rental income is being used to pay annual dept service.
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