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Defining accounting requirements for HUD’s new Rental Assistance Demonstration (RAD) program is complicated by the fact that there are multiple options available to PHAs that are converting to RAD.   Each PHA’s deal can be unique.  Therefore agencies that are converting to RAD are encouraged to seek at least some level of individualized one-on-one technical assistance – either face-to-face or remote.  
A few of the most common setups for RAD transactions are as follows:
· Conversion under PBV with Debt
· Conversion under PBV without Debt
· Conversion under PBRA with Debt
· Conversion under PBRA without Debt
· Conversion utilizing Low Income Housing Tax Credits (LIHTC) PBV
· Conversion utilizing Low Income Housing Tax Credits (LIHTC) PBRA
Notes:
Under the first four options above i.e. no Low Income Housing Tax Credits, the PHA or an affiliate (such as an instrumentality of the PHA, such as an LLC with the PHA as sole member, or a 501c3) will typically be the owner of the property.  Under the last two options above i.e. the deal includes Low Income Housing Tax Credits, a Limited Partnership (LP) will typically be the owner of the property.  This occurs because PHAs do not pay income tax and therefore cannot benefit from the LIHTC.  A LP is formed with investors that do pay income tax, who can benefit from the tax credits and in return make capital contributions to provide additional funding for needed improvements.  
Under PBV the RAD property receives a contract rent, including HAP payments from your PHA’s (or another PHA’s) Housing Choice Voucher program.  The Vouchers are still project based, but the funding is from the HCV program and is subject to related program rules such as rent reasonableness and contract rent caps.  The PHA also receives the Admin Fee for administering the Vouchers under its HCV Program.  Note that these are considered “PHA-Owned” units, so although the PHA is receiving the Admin Fee it also must arrange for an independent agency or firm to set rents and perform inspections.  
Under PBRA the RAD property receives a contract rent, including HAP payments, through HUD’s Multifamily Housing program, not HCV.  You are subject to the rules and requirements of the PBRA program, which does not include rent reasonableness as defined under HCV and also has more lenient rent caps, but includes new reporting requirements (see separate discussion on PBRA vs PBV).
PBV, without LIHTC, structure and ledgers
Property Ownership is under a new fund you will establish to be reported on the FDS under Component Unit (if owned by an LLC or 501c3) or Business Activities (if the PHA owns the property outright). A transfer of the property and any other applicable assets and liabilities will need to be recorded from the AMP(s) to this new fund.  This fund includes the fixed assets and debt, also any other balance sheet items that are eligible to be transferred into the RAD property would be here (e.g. reserves, capital funds, etc).  A management fee and possibly other fees (e.g. bookkeeping fee) can be paid to the PHAs Central Office Cost Center.  The amount of the management fee is determined by the PHA unless there are other constraining factors such as HUD insurance or lender restrictions.  If the PHA has HUD insurance, a REAC Multifamily submission may be required and management fees will likely be limited to what is allowed under the Multifamily program.  There is no asset management fee per se but if there is excess cash, these funds can also be taken out of the property as income to the PHA.
Additional vouchers will be added to your HCV program.  The Admin Fees would show up as revenue under the HCV program.  You would also receive HAP funding from HUD and would pay out HAP to yourself, a payment from the HCV program to the RAD Property.  The HCV can pay management fee to COCC on these additional vouchers.
You will need a new G/L for the RAD property.  Accounting for the project based vouchers will occur in your normal voucher program, no new G/L needed on that side.
PBRA, without LIHTC, structure and ledgers
Property Ownership is also under a new fund that you will establish, to account for the Multifamily property and related fixed assets, and other assets and liabilities.  A transfer of the property and any other applicable assets and liabilities will need to be recorded from the AMP(s) to this fund.  The property will be reported to REAC on the Multifamily submission.  This is completely different than the FDS and will require some homework on your part to determine how to get set up and do the required reporting.  A management fee and possibly other fees (e.g. bookkeeping fee) can be paid to the PHAs Central Office Cost Center.  
The amount of the management fee and any other fees are limited to what is allowed under HUD’s PBRA/Multifamily program.  There is no asset management fee per se but if there is excess cash, in this case in accordance with Multifamily rules, these funds can also be taken out of the property as income to the PHA. 
You will need a new G/L for the RAD property, and I recommend reviewing the Multifamily reporting requirements for Assets, Liabilities, Revenue and Expense to make sure your chart of accounts for this new fund is organized and grouped in such a way as to allow crosswalk to the Multifamily submission without a lot of manual work.
PBV and PBRA – effect on structure and ledgers when LIHTC is added in
When LIHTC is introduced into the transaction, the structure becomes a lot more complicated.   The property is “sold” by the PHA to the ownership entity.  This occurs in a couple of steps: (1) the declaration of trust (DOT) is removed allowing the property to be transferred to Business Activities (in some cases a 501c3 is part of the transaction), in our opinion this is step one, (2) the property is then sold by business activities to the owner-entity (LP or LLC), and this is usually not a cash sale but a sale with take back financing (a note receivable).  This note receivable will reside on the business activity fund.  These are typically cash flow notes, meaning that the note is not repaid unless the property has net cash flow and then only in the order stipulated in the partnership agreement or LLC operating agreement.  
You will need a new G/L under business activities to hold the note receivable due back from the LP or the LLC (the take-back financing).  This G/L often reflects the PHA’s role as General Partner in the Limited Partnership entity – in many cases in the LP agreement the General Partner (the PHA) agrees to sell the property to the partnership in exchange for a note and may loan other funds into the LP as well.  We don’t recommend booking the Notes Receivable in Public Housing, because if any payments are received from the Cash Flow notes you want those to be defederalized.  Also, when the property eventually comes back to the PHA you want it to come back to Business Activities, not Public Housing.
You will also need to establish books for the LP or LLC owner-entity.  Who is responsible for establishing and keeping those books is most likely addressed in the management agreement.  Speaking of the management agreement, note that when employing LIHTC the property is sometimes managed by the PHA but many times by a property management firm / managing agent.  In that case the lion’s share of the management fees will not come to the PHA but will go to the managing agent, and the employees managing and maintaining the property will not be PHA employees but will work for the management firm.


Accounting for RAD when you are the owner of the property (no Low Income Housing Tax Credits / LIHTC)


Transferring assets and liabilities from Public Housing to RAD

Public Housing / AMP
Dr Equity or Special Item
Dr Liabililities as applicable
Cr Fixed Assets
Cr Other Assets as applicable

RAD Property (Component Unit or Business Activities)
Dr Fixed Assets
Dr Other Assets as applicable
Cr Liabilities as applicable
Cr Equity or Special Item

Borrowing funds for improvements

RAD Property (Component Unit or Business Activities)
Dr Cash
Cr Note Payable

Completing Improvements

RAD Property (Component Unit Business Activities)
Dr Building Improvements
Cr Cash

Operating Activity

RAD Property (Component Unit or Business Activities)
Normal accounting as in Public Housing, receivables, payables, receipts, disbursements

Replacement Reserve

RAD Property (Component Unit or Business Activities)
Dr Replacement Reserve (restricted cash)
Cr Cash



Accounting for RAD when property is sold to LP (you are using Low Income Housing Tax Credits / LIHTC)


Transfer Property from AMP to Business Activities

Public Housing / AMP
Dr Equity
Dr Liabililities as applicable
Cr Fixed Assets
Cr Other Assets as applicable

Business Activities Fund Established to hold Note Receivable
(might be the LLC that serves as General Partner in the Limited Partnership, or serves as Managing Member of the owner-entity LLC)
this could also occur on a 501c3 controlled by the PHA if that is who serves as General Partner and will hold the Note Receivable – like I said, lots of options and hard to come up with standard accounting procedure!

Dr Fixed Assets
Dr Other Assets as applicable
Cr Liabilities as applicable
Cr Equity

Sale of RAD Property to owner-entity LP

Business Activities Fund or 501c3 Established to hold Note Receivable
Dr Note Receivable
Cr Fixed Assets
Cr Other Assets as applicable
Dr Liabilities as applicable
Cr Gain or Loss on Sale (depending upon circumstances and as defined by GAAP)

Purchase of Property by owner-entity LP

LP or LLC that owns the RAD property (this is the LIHTC entity)
Dr Fixed Assets
Dr Other Assets as applicable
Cr Liabilities as applicable
Cr Note Payable to PHA or 501c3
Cr Other Notes Payable for other transaction debt

Tax Credit Investor Contributions

Dr Cash
Cr Capital Contributions

Improvements from borrowings and/or capital contributions
RAD Property (LP)
Dr Building Improvements
Cr Cash

Operating Activity

RAD Property (LP)
Normal accounting as in Public Housing, receivables, payables, receipts, disbursements

Replacement Reserve

RAD Property (LP)
Dr Replacement Reserve (restricted cash)
Cr Cash

Other Remarks on LIHTC

As indicated above, the Note Receivable (“take-back financing” if it exists) on the PHA, should typically be held in a business activities fund (or 501c3 depending on agreements and how the transaction is structured).  This is because any payments received by the PHA on the Note Receivable can be treated as discretionary funds.

When the PHA eventually takes the property back again, after the end of the LIHTC, one option will be for the property to then become a Business Activity of the PHA.

More Information

As stated, it is difficult to come up with standard training materials on this subject.  Our aim is to enable our seminar attendees to leave with the most information possible to be able to carry out the tasks required of them most effectively and with the least outside assistance.  However, this is one that is really complex such as when the PHA converted to Asset Management / Project Based Accounting in 2007, or when the PHA converted to GAAP in 1999.

We are offering one-on-one technical assistance / training to PHAs in order to help you through this.  We can provide assistance on-site at your PHA or remotely via email, conference call etc, all of this offered on a per-hour contract basis.

For information concerning these services please contact Jason Casterline, CPA, at (800)337-5088, on my cell phone at (484)390-4798, or at Jason@Casterline.Net.
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