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at least 50% of the cost savings to pay
the contractor. With this type of con-
tract, the PHA may take advantage of
a frozen AUCL under paragraph (c)(4)
of this section, and it may use the full
amount of the cost savings, as de-
scribed in §990.110(b)(2)(ii).

(2) If the contract does not allow the
PHA’s payments to be dependent on
the cost savings it realizes, then the
AUCL will continue to be calculated in
accordance with paragraphs (c)(1)
through (c)(3) of this section, as appro-
priate; the PHA will be able to retain
part of the cost savings, in accordance
with §990.110(b)(2)(i); and the PHA will
qualify for additional operating sub-
sidy eligibility (above the amount
based on the allowable expense level)
to cover the cost of amortizing the cost
of the energy conservation measures
during the term of the contract, in ac-
cordance with §990.110(c).

§990.108 Other costs.

(a) Cost of independent audits. (1) Eli-
gibility to receive operating subsidy
for independent audits is considered
separately from the Operating Fund
Formula. However, the PHA shall not
request, nor will HUD approve, an oper-
ating subsidy for the cost of an inde-
pendent audit if the audit has already
been funded by subsidy in a prior year.

(2) A PHA that is required by the Sin-
gle Audit Act (31 U.S.C. 7501-7507) (see
24 CFR part 85) to conduct a regular
independent audit may receive oper-
ating subsidy to cover the cost of the
audit. The actual cost of an inde-
pendent audit, applicable to the oper-
ations of PHA-owned rental housing, is
not included in the Allowable Expense
Level, but it is allowed in full in com-
puting the amount of operating subsidy
under §990.104, above.

(3) A PHA that is exempt from the
audit requirements under the Single
Audit Act (24 CFR part 85) may receive
operating subsidy to offset the actual
cost of an independent audit charge-
able to operations (after the End of the
Initial Operating Period) if the PHA
chooses to have an audit.

(b)(1) Costs attributable to units that
are approved for deprogramming and
vacant may be eligible for inclusion,
but must be limited to the minimum
services and protection necessary to
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protect and preserve the units until the
units are deprogrammed. Costs attrib-
utable to units temporarily unavail-
able for occupancy because the units
are utilized for PHA-related activities
are not eligible for inclusion. In deter-
mining operating subsidy calculations
under the Operating Fund Formula,
these units shall not be included in the
calculation of Unit Months Available.
Units approved for deprogramming
shall be listed by the PHA, and sup-
porting documentation regarding di-
rect costs attributable to such units
shall be included as a part of the Oper-
ating Fund Formula calculation in
which the PHA requests operating sub-
sidy for these units. If the PHA re-
quires assistance in this matter, the
PHA should contact the HUD Field Of-
fice.

(2) Units approved for nondwelling
use to promote economic self-suffi-
ciency services and anti-drug activities
are eligible for operating subsidy under
the conditions provided in this para-
graph (b)(2), and the costs attributable
to these units are to be included in the
operating budget. If a unit satisfies the
conditions stated in paragraphs (b)(2)(i)
through (v) of this section, it will be el-
igible for subsidy at the rate of the
AEL for the number of months the unit
is devoted to such use. Approval will be
given for a period of no more than 3
years. HUD may renew the approval to
allow payments after that period only
if the PHA can demonstrate that no
other sources for paying the non-util-
ity operating costs of the unit are
available. The conditions the unit must
satisfy are:

(i) The unit must be used for either
economic self-sufficiency activities di-
rectly related to maximizing the num-
ber of employed residents or for anti-
drug programs directly related to rid-
ding the development of illegal drugs
and drug-related crime. The activities
must be directed toward and for the
benefit of residents of the development.

(i) The PHA must demonstrate that
space for the service or program is not
available elsewhere in the locality and
that the space used is safe and suitable
for its intended use or that the re-
sources are committed to make the
space safe and suitable.
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(iii) The PHA must demonstrate sat-
isfactorily that other funding is not
available to pay for the non-utility op-
erating costs. All rental income gen-
erated as a result of the activity must
be reported as income in the operating
subsidy calculation.

(iv) Operating subsidy may be ap-
proved for only one site (involving one
or more contiguous units) per public
housing development for economic self-
sufficiency services or anti-drug pro-
grams, and the number of units in-
volved should be the minimum nec-
essary to support the service or pro-
gram. Operating subsidy for any addi-
tional sites per development can only
be approved by HUD Headquarters.

(v) The PHA must submit a certifi-
cation with its Operating Fund For-
mula Calculation that the units are
being used for the purpose for which
they were approved and that any rental
income generated as a result of the ac-
tivity is reported as income in the op-
erating subsidy calculation. The PHA
must maintain specific documentation
of the units covered. Such documenta-
tion should include a listing of the
units, the street addresses, and project/
management control numbers.

(3) Long-term vacant units that are
not included in the calculation of Unit
Months Available are eligible for oper-
ating subsidy in the Requested Budget
Year at the rate of 20% of the AEL. Al-
lowable utility costs for long term va-
cant units will continue to be funded in
accordance with §990.107.

(c) Costs attributable to changes in Fed-
eral law or regulation. In the event that
HUD determines that enactment of a
Federal law or revision in HUD or
other Federal regulation has caused or
will cause a significant increase in ex-
penditures of a continuing nature
above the Allowable Expense Level and
Utilities Expense Level, HUD may in
HUD’s sole discretion decide to pre-
scribe a procedure under which the
PHA may apply for or may receive an
increase in operating subsidy.

(d)(1) Costs resulting from combination
of two or more units. When a PHA rede-
signs or rehabilitates a project and
combines two or more units into one
larger unit and the combination of
units results in a unit that houses at
least the same number of people as

§990.108

were previously served, the AEL for
the requested year shall be multiplied
by the number of unit months not in-
cluded in the requested year’s unit
months available as a result of these
combinations that have occurred since
the Base Year. The number of people
served in a unit will be based on the
formula ((2 x No. of Bedrooms) minus
1), which yields the average number of
people that would be served. An effi-
ciency unit will be counted as a one
bedroom unit for purposes of this cal-
culation.

(2) An exception to paragraph (d)(1)
of this section is made when a PHA
combines two efficiency units into a
one-bedroom unit. In these cases, the
AEL for the requested year shall be
multiplied by the number of unit
months not included in the requested
year’s unit months available as a re-
sult of these combinations that have
occurred since the Base Year.

(e) Funding for resident participation
activities.—(1) Funding amount. Each
PHA shall include in the operating sub-
sidy eligibility calculation, $25 per oc-
cupied unit per year for resident par-
ticipation activities, including (but not
limited to) those described in part 964
of this title. For purposes of this sec-
tion, a unit may be occupied by a pub-
lic housing resident, a PHA employee,
or a police officer. If, in any fiscal
year, appropriations are not sufficient
to meet all funding requirements under
this part, then the $25 will be subject
to pro-ration.

(2) Use of vacant rental units. If there
is no community or rental space avail-
able for providing resident participa-
tion activities, HUD may approve, at
the request of the PHA, the use of one
or more vacant rental units for resi-
dent participation purposes. A unit
that satisfies the following conditions
will be eligible for operating subsidy at
the rate of the AEL for the number of
months the unit is devoted to such use:

(i) The PHA must demonstrate that
safe and suitable space for the resident
participation activities is not other-
wise readily available;

(ii) One or more contiguous units
may be used for resident participation
activities. However, the units must be
located on a single site per public hous-
ing development. Further, the number
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of units involved must be the minimum
necessary to support the resident par-
ticipation activities;

(iii) The PHA must submit a certifi-
cation with its Operating Fund For-
mula calculation that the units are
being used for the purpose for which
they were approved and that any rental
income generated as a result of the ac-
tivity is reported as income in the op-
erating subsidy calculation; and

(iv) The PHA must maintain specific
documentation of the units covered.
Such documentation must include a
listing of the units, the street address-
es, and project/management control
numbers.

§990.109 Projected operating income
level.

(a) Policy. The Operating Fund For-
mula determines the amount of oper-
ating subsidy for a particular PHA
based in part upon a projection of the
actual dwelling rental income and
other income for the particular PHA.
The projection of dwelling rental in-
come is obtained by computing the av-
erage monthly dwelling rental charge
per unit for the PHA, and applying an
upward trend factor (subject to updat-
ing). This amount is then multiplied by
the Projected Occupancy Percentage
for the Requested Budget Year. There
are special provisions for projection of
dwelling rental income for new
projects.

(b) Computation of projected average
monthly dwelling rental income.—(1) Gen-
eral. The projected average monthly
dwelling rental income per unit for the
PHA is calculated as follows:

(i) Step 1: Calculation of the current
year and three year averages. The PHA
calculates:

(A) The average monthly dwelling
rental charge per unit for the current
budget year (the “‘current year aver-
age’ calculated in accordance with
paragraph (b)(2) of this section); and

(B) The average monthly dwelling
rental charge per unit for the current
budget year and the immediate past
two budget years (the ‘“three year aver-
age’ calculated in accordance with
paragraph (b)(3) of this section).

(ii) Step 2: Adjustment for any increase
in dwelling rental income. If the current
year average is greater than the three
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year average, the PHA has increased
dwelling rental income. If a PHA has
increased dwelling rental income, it
shall perform the following calcula-
tion. The PHA shall:

(A) Subtract the three year average
from the current year average;

(B) Divide the result by 2; and

(C) Add this sum to the three year
average.

(iii) Step 3: Calculating the amount of
increased rental revenue that may be re-
tained. PHAs shall be allowed to retain
50% of any increases in dwelling rental
income, so long as the PHA uses the in-
creased revenue for the provision of
resident-related improvements and
services as described in §990.116. The
retained income will not be recognized
in the PHA'’s calculation under the Op-
erating Fund Formula. The annual
amount of increased revenue retained
by the PHA is calculated by sub-
tracting the three year average from
the current year average, dividing the
result by two, and multiplying the re-
sult by the projected occupancy per-
centage (see §990.109(b)(6)), and the unit
months available (see §990.102).

(iv) Step 4: Applying the rental income
adjustment factor. The lower of the
amount calculated under paragraph
(b)(i)(A) or (b)(ii) of this section is then
adjusted by the dwelling rental income
adjustment factor described in para-
graph (b)(5) of this section.

(2) Average monthly dwelling rental
charge per unit. (i) The average month-
ly dwelling rental charge per unit shall
be computed using the total dwelling
rental charges for all Project Units, as
shown on the Tenant Rent Rolls which
the PHA is required to maintain, for
the first day of the month which is six
months before the first day of the Re-
quested Budget Year. However, if a
change in the total of the Rent Rolls
has occurred in a subsequent month
which is before the beginning of the
Requested Budget Year, and before the
submission of the Requested Budget
Year calculation of operating subsidy
eligibility, the PHA may use the latest
changed Rent Roll for the purpose of
the computation.

(ii) This aggregate dollar amount
shall be divided by the number of occu-
pied dwelling units as of the same date.
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