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Examples of Eligible Projects in Extremely High Energy Cost Communities

RUS has developed the following examples of communities and projects that may qualify under this program.  The examples are illustrative only and do not reflect any actual grant proposals.  The examples demonstrate how the eligibility requirements of this NOFA can be satisfied using alternative measures for a variety of projects.

Example 1.  Electric Distribution System Upgrade and Replacement of Bulk Fuel Storage Facilities in Rural and Remote Village

Target Community A is a remote rural Alaskan village of less than 2,000 inhabitants.  It is served by a municipal utility.  Its county median household income is 75 percent of the statewide average.

The primary residential energy sources used in the community are electricity and fuel oil.  The average revenue per kilowatt hour (kWh) for residential customers is 21 cents per kilowatt-hour. The typical residential customer uses 500 kilowatt hours per month.  Annual household electricity bills average $1,260.  Because of its remote location, fuel oil is more than twice as expensive in this community as in more urban areas.  In recent years fuel oil has averaged over $2.25 per gallon, delivered.  Because of the harsh climate, the average household uses over 1,000 gallons of fuel oil per year and the average annual household fuel oil bill totals over $2,250.  

The local government-owned utility of Community A submits a proposal to repair and replace segments of its electric distribution system and to replace and upgrade the village’s deteriorated fuel oil storage tanks and bulk fuel handling system to comply with Federal environmental requirements.  Use of grant funds for the project will avoid increases in home energy costs, enhance the reliability of the village energy infrastructure, and remedy an imminent environmental hazard.  Total cost of the project is estimated at $ 1.5 million.  The applicant proposes to contribute $250,000 towards project costs from a combination of loan funds and a State grant.

Is Community A an eligible applicant?

Yes.  A local government body is an eligible applicant.

Is Community A an eligible extremely high energy cost community?

Yes.  The average annual household consumption in Community A totals over 1,000 gallons of fuel oil per year and the average annual household fuel oil bill is over $2,250.  This expenditure is substantially over the RUS benchmark of $1,870 per year representing 275 percent of the national average annual household expenditure for fuel oil.  Therefore, the community qualifies as an extremely high energy cost under this NOFA based on average commercial energy costs.

The other reported average household energy costs in Community A, while substantially above the national average, do not meet the RUS eligibility benchmarks shown in Table 1 in the NOFA.

Is Community A’s proposed grant project an eligible purpose?

Yes.  Repair, replacement, and upgrades to bulk fuel storage facilities and to electric distribution systems are eligible purposes under this program.

Does Community A qualify for priority points?

Yes.  Under the provisions of the NOFA, Community A would qualify for 12 points for rurality based on its population of less than 2,500 persons.  Its median household income would qualify it for 8 points as an economically distressed community.  Because the proposal involves urgent repairs to correct an imminent hazard to public safety and the environment, it qualifies for 2 points.  Because the applicant’s proposed cost contributions exceed 10 percent of the project costs, the application will receive 2 points.  Community A qualifies for 24 priority points in its project score.

Example 2.  Rural Electrification Project - Native American Reservation 

Target Community B is located in an extremely rural area of an Indian Reservation that currently does not have central station electric service.  Less than 5,000 people live within the boundaries of this Federally-recognized reservation.  The largest Census Designated Place (CDP) within the reservation has a population of 1,100 people.  The median household income of the county in which the reservation is located is 65 percent of the statewide average.  About 3,000 people live in the proposed target area.

Households in the target area rely on a variety of fuels and technologies for energy services.  Some households rely on gasoline-driven electric generators to provide electricity for their individual homes.  Members of the community also rely on wood, kerosene, and propane for heating and cooking.  A small, densely settled area on the boundaries of the reservation receives electric service from a neighboring investor-owned electric system under the utility’s state-approved residential rate.  Monthly electricity use in this area averages about 500 kWh.  Three quarters of the homes on the reservation lack on-grid electric service. Because of the widespread lack of commercial energy services, there is little available information on average community energy costs.

The Indian Tribe proposes to create a tribal utility to construct and operate an electric distribution system within the unserved areas of the reservation.  The Tribal Government submits an application for grant funds for system design and planning, development of a management and expansion plan, construction of the first phase of the electric distribution system with a substation and interconnection with the neighboring utility system to serve community facilities and approximately 300 residences.  Utility revenues and conventional financing will support subsequent expansion of the system.  The Tribe believes that an important benefit of the project will be that the availability of modern utility infrastructure on the reservation will support economic development and encourage younger members of the tribe to make their homes on the reservation.

A preliminary engineering study is available providing cost estimates for building the tribal distribution system, future wholesale power costs, and projected electricity demand.  If the project is completed, electricity is expected to be the major source of home energy.

The estimated costs of constructing phase I of the distribution system to serve 300 residential customers is $5,000,000.  Estimated monthly electricity use for new residential customers after project completion is about 421 kWh based on characteristics of similar communities.  The engineering study reports the average regional cost of wholesale power is $0.042 and the average cost of distribution expenses is $0.016 kWh for residential customers.  Assuming that the $5,000,000 project cost is financed at 6 percent interest over a period of 35 years, estimated costs to serve the target area (excluding margins) can be calculated.

Annual system electric usage (including losses) 
1,515,600 kWh

Net annual system electric usage


1,439,820 kWh

Annual debt service




$342,113
Annual power purchase costs (Net)


$  60,472
Annual distribution system expenses (Net)

$  23,037
Total Costs





$425,623
Cost per kWh





$0.296

Is Community B an eligible applicant?

Yes.  An Indian tribe or a tribal utility owned, controlled by, or sanctioned by the tribal government is an eligible applicant under this program.

Is Community B an eligible extremely high energy cost community?

Yes.  Because the target community does not have established energy utilities, determination of eligibility will have to be based on the projected costs of constructing the new system and procuring power supplies.  In this example, Community B is able to demonstrate that the average revenue per kWh cost for a new on-grid electric distribution system with a small customer base is projected to be $0.296 per kWh.  This estimated residential electric cost exceeds the RUS benchmark for per unit electricity costs of $0.229 per kWh.  Community B’s target area qualifies as an extremely high energy cost community under this program.

Is Community B’s proposed grant project an eligible purpose?

Yes.  The proposed construction of a distribution system under the tribe’s electrification project qualifies as an eligible purpose.

Does Community B’s proposed project qualify for priority points?

Yes.  Community B would qualify for 12 points for rurality because the population of the largest place in its target area is less than 2,500 persons.  Based on its median household income, it would qualify it for 10 points as an economically distressed community.  Because the project is bringing electricity to unserved areas, it qualifies for 2 points.  The project may also qualify for 2 points for cost contribution if the project budget documents that customer revenues will provide more than 10 percent of project costs.

In addition, the project is sponsored by and supports the Tribal Government’s economic development efforts and satisfies the rural development coordination requirement that may qualify the proposal for up to 5 points under project evaluation criteria for technical merit.

Example 3.  Rural Electrification Project with Renewable Energy

Target Area C is located in a sparsely populated rural area and encompasses portions of an Indian Reservation.   Applicant C a local electric distribution utility that serves the reservation and surrounding areas, proposes to provide electricity to unserved areas in its service territory by providing a package of an off-grid renewable generator and energy efficient electric appliances to provide basic home energy services in lieu of extending distribution lines and central station service.  The grant would help reduce the costs for participating households.  The grant will benefit scattered rural communities of predominantly Native Americans that, although they live within the service area of an existing electric utility, do not have any central station electric service.  Together these scattered households comprise the grant’s proposed target areas.  These unserved areas consist of clusters of up to ten single-family units in close proximity.  These household clusters are isolated from each other and are located over a large geographical area.  Some of these households have gasoline-driven electric generators that serve their individual homes or family-communities.  Other sources of energy, such as wood, oil, and propane are also used for heating and cooking.  Because of the lack of centralized utility services, there is little available information on total household energy costs.  Eligibility of the target community will be determined based on the estimated incremental costs of extending service to these new customers.

The service area extends over several counties has more than 15,000 customers.  Most of the service area, including all of the proposed target area, however, is located outside CDPs.  The largest incorporated town in the target area has a population of 3,400 persons.  County median household income is 74 percent of the statewide average.

The utility’s planning and engineering studies document the high costs of extending service to these remote settlements in sparsely populated areas.  The utility estimates that costs of extending its distribution system to connect these settlements will range from $15,000 to $60,000 per household, excluding costs of power supply.  Extending service is not cost-effective for the local utility.  The average household with electric service uses 350 kWh per month at a residential rate of $0.084 per kWh and the average monthly bill averages about $30.  Annual revenues from typical residential loads in the unserved areas would likely fall substantially below the $100/month or more needed to recover the initial investment to extend distribution service.  The inability of many low incomes residents to afford the additional customer contribution above the utility’s standard line extension allowance has proved to be a significant deterrence to electrification.  The utility could not average service extension costs to all unserved areas across its customer rate base without substantially raising consumer rates to other mostly low-income consumers.

The utility estimates that it could provide a modest level of electric service to a typical off-grid home by installing individual renewable energy generation systems (such as solar or wind) and back up energy systems to will provide electricity for a single family or cluster of households.  The cost of a solar power installation is estimated at approximately $10,000 per household – significantly less than the costs of line extension.  Even so, the utility estimates that cost recovery for the solar system would require a payment of slightly over $100 per month over a 15 year period – or more than triple the average residential electric bill.  

The grant application proposes to use a combination of customer revenues, utility cost contributions, and grant funds to support the off-grid electrification project.  As an additional benefit, the project will create several new community-based jobs in installing and servicing the household energy systems.  The project also benefits the utility and its existing ratepayers by avoiding the higher costs of extending the utility’s distribution system into these sparsely-populated areas and the costs of procuring wholesale power to serve the new loads.

The applicant documents that distributed generation is the lowest cost option for providing basic electric service to residences in the target area.  The applicant’s engineering study clearly describes the units that will be required and the costs associated with operating the facilities.  Because these solar units will be operated off-grid, the costs of providing and operating each unit will not vary greatly.  Therefore, an analysis of one unit will be sufficient to show feasibility and cost of service.

Each installation is assumed to have a total project cost of about $10,000 and will supply average household electricity usage of 210 kWh per month.  The analysis assumes costs will be recovered over a 15 year period at an interest rate of 6 percent with a monthly payment of $111.  Total annual household electricity use is 2520 kWh at an annual cost of $1332.  The cost of electric service is thus $0.529 per kWh.  This exceeds the RUS benchmark of $0.229 per kWh and establishes the target area as an eligible extremely high energy cost area even though it is located in the service territory with per unit electricity costs that are close to the national average.

Is Applicant C an eligible applicant?

Yes.  Applicant C as a local electric utility organized under State law is an eligible applicant.

Is Applicant C’s proposed target community an eligible extremely high energy cost community?

Yes.  The annual average cost for providing a modest level of electric service to the households in the target area is $0.529 per kWh and exceeds 275 percent of the national average on a per unit basis.  The target community qualifies as an extremely high energy cost community.

Is Applicant C’s proposed off-grid electrification project an eligible purpose?

Yes.  Applicant C proposes to extend and improve household energy services through a combination of off-grid renewable generation, battery storage, and efficient appliances.  This is an eligible purpose under this program.

Does Community C’s proposed project qualify for priority points?

Yes.  Community C would qualify for 10 points for rurality because the population of the largest place in its target area is between 2,501 and 5,000 persons.  Based on its median household income, it would qualify it for 8 points as an economically distressed community.  Because the project is bringing electricity to unserved areas, it qualifies for 2 points.  In addition, if the project budget documents that the utility and customer cost contributions exceed 10 percent of project costs, an additional 2 points will be awarded.

