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June 8, 2008

City Council, Housing Authority and
Redevelopment Agency of the City of Sacramento

Board of Supervisors, Housing Authority and
Redevelopment Agency of the County of Sacramento

Sacramento Housing and Redevelopment Commission
Sacramento Housing Development Corporation
Sacramento, California

State law requires that the Sacramento Housing and Redevelopment Agency (the Agency) publish a
complete set of financial statements presented in conformity with the accounting principles generally
accepted in the United States of America (GAAP) applied to governmental entities. The financial
statements are to be audited by certified public accountants in accordance with auditing standards
generally accepted in the United States and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. Pursuant to
that requirement, we hereby issue this Comprehensive Annual Financial Report (CAFR) of the Agency
for the year ended December 31, 2007.

Management assumes full responsibility for the completeness and reliability of the information
contained in this report. To provide a reasonable basis for making these representations, the
management of the Agency has established a comprehensive internal control framework that is
designed both to protect the Agency’s assets from loss, theft or misuse and to compile sufficient
reliable information for the preparation of the Agency’s financial statements in conformity with
GAAP. Because the cost of internal controls should not outweigh their benefits, the Agency’s
comprehensive framework of internal controls has been designed to provide reasonable, rather than
absolute, assurance that the financial statements will be free from material misstatement. As
management, we assert that, to the best of our knowledge and belief, this financial report is complete
and reliable in all material respects.

The Agency’s financial statements have been audited by Macias Gini & O’Connell LLP, a firm of
licensed certified public accountants. The goal of the independent audit was to provide reasonable
assurance that the financial statements of the Agency for the year ended December 31, 2007, are free
of material misstatement. The independent audit involved examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement
presentation. The independent auditor concluded, based upon the audit, that there was a reasonable
basis for rendering an unqualified opinion that the Agency’s financial statements for the year ended
December 31, 2007, are fairly presented in conformity with GAAP. The independent auditor’s report
is presented as the first component of the financial section of this report, which can be found on pages
1 and 2.

P.O. Box 1834
Sacramento, CA 95812-1834

916.444.9210
www.shra.org
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The primary sources of non-local revenue are from numerous programs sponsored by the U.S.
Department of Housing and Urban Development (HUD). The federal government continues to revise
HUD practices, programs and overall appropriation levels. Consequently, the Agency anticipates the
impact of these revisions may result in reductions in revenues from HUD sources, particularly the
Community Development Block Grant Program and the Public Housing Program.

The demand for affordable housing in Sacramento City and County, and in the entire Sacramento
region, has increased as household income continues to fall seriously behind the steady increase in
single family sales prices and rents. This has the result of pricing more and more households out of the
housing market. The increase in demand for affordable housing affected the entire continuum of
housing assistance provided by the Agency, from homeless and other special populations, low and very
low-income renters, to first time homebuyers, and low and moderate income homeowners. The Agency
is committed to increasing the supply of affordable housing and has worked closely with the City and
County in the development of inclusionary ordinances, to develop a ten year plan to end homelessness,
and other policies that will help increase rental housing production and homeownership opportunities.

As a lender and developer, we strive to efficiently manage our resources in order to address the range
of need and reach special populations, the workforce population, and those who are moving out of the
rental market and buying their first homes.

There is a definite link between the fiscal health of the State of California (State) and local government
in the Sacramento region. When the State was facing deficits a few years ago, the State enacted the
Education Revenue Augmentation Fund (ERAF) shift as a partial solution. The Agency made an
ERAF payment of $3.15 million in 2006. At this time, no additional ERAF payments are anticipated.

Long-term financial planning

In response to the negative impacts of the conditions outlined above, the Agency has taken a proactive
approach and instituted a strategic planning effort to assure continued viability and relevance to the
Agency’s housing and community development missions. Revenue enhancements and expenditure
mitigation measures are continually being evaluated.

In preparation of GASB Statement No. 45, Accounting and Financial Reporting by Employers for Post
Employment Benefits Other Than Pensions, the Agency commissioned a new actuarial valuation of
current post retirement medical benefits in 2007. The valuation is critical for the Agency to develop
strategies to identify resources to fund the projected costs and/or to identify methods to reduce the
potential obligations. In 2007, the Agency obtained governing board approval to participate in the
California Employers’ Retiree Benefit Trust (CERBT) fund and contribute $1.5 million to the CERBT
fund. The Agency intends to appropriate the cost of retiree medical based on the 2007 actuarial study,
amortized over 30 years using the discount rate of 7.75%.

Relevant financial policies

The Agency since the 1980s has been funded primarily by four major programs. From HUD, the
Housing Choice Voucher (HCV) program is the largest by dollar volume, the Public Housing program
(including Capital Fund) is our most labor intensive program, and the community development
programs (CDBG and HOME) are the most versatile community development program. The fourth
major funding source is the redevelopment agency tax increment revenues.
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Within the HUD programs, HUD dictates financial framework by which the Agency is to expend the
funds that it receives. After several years of major changes to the HCV program, the HCV program
was left relatively unchanged in 2007; however, in 2008 HUD and Congress have enacted several
changes related to funding allocations for housing assistance payments (HAP) and the calculation of
administrative fees for the HCV program. Locally, the allocation of HAP funding has increased due to
improved program lease up and the addition of an annual adjustment factor; however, this funding
increase will be offset by a recapture of excess HAP reserves accumulated from prior years. HUD will
require the utilization of reserves in lieu of 2008 annual funding. The new administrative fee
calculation which is prorated at 86% will still likely result in slightly increased funding for HCV
operations.

HUD implemented dramatic changes to the Public Housing program in 2007 moving from the
allowable expense level funding methodology used since the 1970s to the project based management
model. Under this model, projects are managed independently and the regulatory requirements for
compliance with the new model require a major shift in the way public housing is managed and
funded.

With any shift in funding methodology, there are those that will receive more funding and those that
will receive less funding. Unfortunately for the Agency, we will be one that will be receiving less.
The reduction will be implemented during a five-year phase-in period. For the County Public Housing
program, the loss is expected to be about five percent while the City is expected to lose about ten
percent of its federal assistance. During the implementation phase of project based management, HUD
allowed for the submission of “stop loss” packages for housing authorities that are loosing money
based upon the new HUD funding formula if they can prove that they are in compliance with the new
management model. In November 2007, the Agency submitted a year 1 “Stop Loss” package to HUD
in an effort to limit the amount of the funding loss during the phase in period. HUD is still in the
process of reviewing our submission.

The HUD community development programs make up 9 percent of the Agency revenues and include
the CDBG, HOME, and miscellaneous special grants the Agency receives from HUD. In 2008, it is
anticipated that the overall CDBG and HOME revenues will remain relatively unchanged.

There is some bright news with respect to the Agency’s major funding sources. Our total tax
increment revenue was $61.5 million for the 2006-07 property tax year, an increase of 17 percent from
the previous fiscal year’s revenues. For 2008, $63 million is budgeted. Due to the recent downturn in
the real estate market, we anticipate nominal growth in tax increment in 2008.

INITIATIVES

The Agency will continue to partner with the City and County of Sacramento to initiate projects and
policies to maximize affordable housing opportunities for low-income, very low-income, and extremely
low-income households and revitalize low-income communities. A major focus of our housing
initiatives will be the development of housing for the chronic homeless and the rehabilitation and
replacement of single-room occupancy (SRO) units in the City of Sacramento. We will also continue
strategies to revitalize low-income communities, older commercial corridors, and converted military
bases. Our initiatives include infrastructure and community facility improvements, financial assistance
for commercial development, homeownership and housing rehabilitation assistance, and intervention to
transform troubled rental properties into safe and affordable housing that complements the surrounding
neighborhoods.
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AWARDS AND ACKNOWLEDGEMENTS

Certificate of Achievement for Excellence in Financial Reporting

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Agency for its comprehensive
annual financial report for the year ended December 31, 2006. This was the Fifteenth consecutive year
that the Agency has achieved this prestigious award. In order to be awarded a Certificate of
Achievement, a government must publish an easily readable and efficiently organized comprehensive
annual financial report. This report must satisfy both generally accepted accounting principles and
applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.

The preparation of this report could not be accomplished without the efficient and dedicated services
of the entire staff of the Finance Department. Their dedication to professional excellence is reflected
in an improved comprehensive annual financial report. We would also like to commend the Agency's
Commission, the City Council and the County Board of Supervisors for their interest, support of this
substantial effort, and shared commitment to assuring the financial viability of an Agency which
remains progressively committed to meeting the economic, redevelopment and housing needs of the
communities we serve.

Respectfully submitted,
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