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Older associations are finding more reasons than ever to switch to energy-saving equipment. Check out those tax breaks. 

Rising prices of energy and water—and the possibility of mandatory water reductions—prompted the board of Ocean Hills Country Club Homeowners Association in Oceanside, Calif., to search for ways to reduce energy consumption and protect its natural resources. 

Six years ago, the association installed solar panels on the clubhouse roof. Energy efficient stage lights were added in the auditorium. A new irrigation system now continuously monitors water usage to avoid waste. 

The board also is considering a wind turbine demonstration project that would take advantage of the Pacific Ocean breezes to reduce the association's electric bills. 

"The hump to get over is no longer whether to 'green' the community, but rather what payback is acceptable for investments in new technology," says Joe Winkler, general manager of Ocean Hills, an active-adult community of 1,632 attached and single-family houses built in the mid-1980s. 

Ocean Hills received a rebate from the state to help pay for the solar panels, which in turn save the community enough on its utility bills to pay for heating the pool. The board plans to take advantage of more state and federal government incentives to continue reducing its energy use—a critical move as some estimate electricity prices will triple in the next 20 years. 

Of the $789 billion federal economic stimulus package passed by Congress earlier this year, more than $20 billion is expected to help spur investment in energy-saving projects. States and local communities will get most of their money in federal fiscal year 2010, which begins Oct. 1. 

Community associations can benefit directly and indirectly. By investing in energy-saving equipment, associations can help offset the rising costs of heating, cooling and lighting in condominium buildings, clubhouses, swimming pools and other community facilities. 

In addition, encouraging individual homeowners to reduce their energy consumption can leave them in a better financial position to pay their association assessments. 

ENERGY AID 

So what help is out there? A 30 percent federal income tax credit is available for individual homeowners who install energy efficient residential equipment in 2009 and 2010. The maximum amount of the credit is $1,500. A tax credit reduces the amount of tax owed dollar-for-dollar in contrast to a tax deduction, which reduces the amount of income that is taxed. 

The tax credit is available to homeowners who purchase and install equipment, such as energy efficient water heaters, furnaces, boilers, heat pumps, air conditioners, insulation, windows, doors, roofs and circulating fans used in a qualifying furnace. The equipment must be new and comply with applicable performance and safety standards as described in the tax code. 

For example, if a homeowner installed insulation, an energy efficient water heater and other equipment totaling $5,000, the net cost would be $3,500. The 30 percent tax credit would save $1,500 in federal income tax. The net investment ultimately would be recovered through savings on energy bills. A typical U.S. household could save about one-fourth of its $1,900 annual energy costs by using energy-efficient appliances and equipment, according to the U.S. Department of Energy. 

While insulation, windows, doors and roofs are eligible for the tax credit, the cost of labor to install these items is not. Insulation is a low-cost project that achieves significant energy savings, but labor costs account for about 75 percent of the total project costs, according to Energy Design Group, a St. Louis firm. 

A 30 percent federal income tax credit also is available to homeowners who retrofit existing dwellings with renewable energy equipment, with no upper limit on the amount of the credit that can be received. Renewable resources include solar panels, solar water heaters, geothermal heat pumps, small wind energy systems and fuel cells placed in service through the year 2016. 

Some states and power companies have their own incentive programs to promote solar and other renewable energy resources. California, for example, offers incentives for solar installations based on the expected performance of the system installed. 

Winkler, who is employed by Professional Community Management of California, plans to promote these incentives to individual homeowners in Ocean Hills by providing information they can easily apply because of their homes' similarity in age and design. In condominiums, the association itself can undertake energy-reducing improvements and pass the tax savings on to unit owners. For example, a condominium association of 40 owners could invest $200,000 to install energy efficient equipment and pass the 30 percent tax credit—a savings of $60,000—to the unit owners. Each owner could receive a tax credit up to $1,500. The tax savings would effectively reduce the project's cost to $140,000—in addition to the annual savings from lower energy costs. The association itself is not eligible to take the tax credit. 

To pass on that tax savings to unit owners, condominium boards should segregate the funds spent for the improvements and keep accurate records of each owner's share of the expenditures, says Richard Blalock, a certified public accountant in St. Louis. By assessing owners individually for the project and keeping those funds separated from operating and reserve funds, the association receives an additional tax benefit. This allows the assessments that unit owners pay for the project to be treated as capital contributions to the association, removing the risk that the assessments will be taxed as income, he says. 

An association can use existing reserves to fund the project. But, if the project is not in the reserve study, the board should notify members in advance that it intends to change how the reserve money is to be used, Blalock says. (While this usually is a board decision, check your governing documents to be sure.) Nonresident owners don't qualify for the tax credit even though they pay a share of the expenditures. 

The stimulus package also provides $300 million for rebates to homeowners who replace older appliances with efficient Energy Star products. For example, Energy Star central air conditioners are at least 20 percent more efficient than other new air conditioners and may be twice as efficient as some existing systems, according to the Consumer Federation of America. 

Another $5 billion will be added over the next three years—nearly eight times the current annual level—to the Weatherization Assistance Program. The program provides funds to local agencies to insulate dwellings of low-income homeowners. In most states, families earning double the poverty level, or $44,100 for a family of four, would qualify. The program has reduced energy consumption by more than 20 percent in about 6.2 million homes since its creation in the mid-1970s. Last year, the typical home saved $400. 

Energy efficiency and conservation block grants are funded at $3.2 billion nationally. The grants are aimed at reducing fossil fuel emissions and total energy use and improving energy efficiency in transportation, buildings and other sectors. Funds could be used for residential and commercial energy audits, for buildings and facilities of public schools and for public water supply and waste water systems. Much of the funding will be available to larger cities and counties. An additional $500 million will go to states, which must send at least 60 percent to cities and counties not receiving direct funding. With federal approval, states will distribute the remaining 40 percent of the funds for use in revolving loans and grants to nongovernmental organizations. 

WHERE TO START? 

An energy audit is the best way for community associations to begin exploring their options. It can help identify the most cost-effective ways to conserve energy in residential buildings and community facilities. 

Homeowners can use do-it-yourself audits found online. The Energy Department provides one. Another is offered by the Alliance to Save Energy. 

But a professional energy audit should be used for condominium buildings because it offers more detailed information. An energy audit measures a building's energy loss and evaluates the type of walls, windows and other components to suggest the most cost-effective ways to cut energy costs. 

Using a powerful fan called a "blower door" to pressurize the building, energy auditors can find the places where hot or cool air escapes the building, according to Mitchell H. Frumkin, PE, RS, CGP, president of Kipcon Inc. in North Brunswick, N.J. Sealing these leaks with caulking or weather stripping can achieve major energy savings, Frumkin says. 

Along with the blower-door test, energy auditors may use infrared cameras to measure building surface temperature, which can help to identify air leaks and missing insulation. Insulation is a relatively inexpensive item that can reduce energy costs by up to 30 percent, according to the Energy Department. Updating to an energy-efficient furnace also can achieve great savings. Replacing single-pane windows with double-pane windows that have high-performance glass can cut heat loss, Frumkin says. 

One simple step that any community association can take is to replace incandescent light bulbs with compact fluorescent bulbs. They're more expensive, but use less power and last longer. An Energy Star-qualified fluorescent bulb will save about $30 over its lifetime and pay for itself in about six months, according to the Energy Department. 

Locate a professional energy auditor by contacting a state or local government energy or weatherization office. Local electric or gas companies may also conduct residential energy audits. Also, the Energy Department website offers guidance. 

Improving energy efficiency calls for association boards to take a long-term view. These are investments in financial stability. Of course, it also requires associations to obtain additional funding for improvements that have an extended return on investment. Many banks offer loans for such projects and should factor in the energy savings to determine whether an association qualifies because the savings improves the association's ability to repay the loan. 

"Every community association board and management company should explore every possible option to reduce their carbon footprint and conserve energy," says Margey Meyer, CMCA, PCAM, vice president of Associa in Houston. "Not only is it good for the environment but, with the tax credits available, it's good for the association's bottom line as well." 

Rising energy prices alone create a great financial incentive for community associations to choose to become more energy efficient. The economic stimulus package, with its array of financial incentives, creates a greater opportunity. With more than 20 percent of all U.S. residences, homeowners and condominium associations are in a unique position to help the environment and their budgets at the same time. 

Marvin J. Nodiff is an attorney in St. Louis and a member of CAI's College of Community Association Lawyers. 
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