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December 15, 2008

The Honorable Board of Supervisors
County of Los Angeles

383 Kenneth Hahn Hall of Administration
500 West Temple Street

Los Angeles, California 90012

Dear Supervisors:

In accordance with Section 25253 of the Government Code of California, | hereby submit
the Comprehensive Annual Financial Report (CAFR) of the County of Los Angeles for the
year ended June 30, 2008. The report contains financial statements that have been
prepared in accordance with generally accepted accounting principles prescribed for
govemnmental entities, and provides a comprehensive overview of the County's financial
operations and financial positon. The accuracy, completeness and fairness of the
presentation of all information in this report are the responsibility of the County.

The Independent Auditor’'s Report is presented at the front of the financial section of this
report. Management's Discussion and Analysis (MD&A), immediately follows the
Independent Auditor’s Report and provides a narrative introduction, overview, and analysis
of the basic financial statements. The MD&A complements this letter of transmittal and
should be read in conjunction with it.

The report includes financial data for all County funds and the following additional entities
which are considered part of the County for purposes of meeting the reporting entity
requirements prescribed by the Govermmental Accounting Standards Board:

Fire Protection District Regional Park and Open Space District

Flood Control District Garbage Disposal Districts

Street Lighting Districts Sewer Maintenance Districts

Improvement Districts Waterworks Districts

Community Development Various Joint Powers Authorities
Commission (including the  Los Angeles County Employees Retirement Association
Housing Authority of the Los Angeles County Capital Asset Leasing Corporation
County of Los Angeles) Los Angeles County Securitization Corporation

First 5 LA

“To Enrich Lives Through Effective and Caring Service”
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The above entities are regarded as component units of the County and have been included
in the County’s basic financial statements because the Board of Supervisors is financially
accountable for them. All component units have been blended into the basic financial
statements except for First 5 LA, which is discretely presented. Note 1 to the basic financial
statements contains additional information regarding the relationship between the County
and these entities.

Other local governmental entities provide public services to the residents of the County,
including over eighty cities, one hundred school districts and numerous special districts that
provide specialized services to the County's residents. The operations of these entities
have not been included in the County's reporting entity since each entity is responsible for
conducting its own day-to-day operations and is compelled to answer to its own separately
elected governing board. Significant entities that do not meet the criteria for inclusion in this
report include the City of Los Angeles, Los Angeles Unified School District and Los Angeles
County Sanitation Districts. The Los Angeles County Superior Court is not included due to
legislation (AB233) which transferred oversight responsibilities for Court operations to the
State in 1997-98. However, AB233 requires the County to continue to fund certain Court-
related expenditures, and the County continues to receive certain Court collections.
Accordingly, the County's financial statements include various Court-related financial
transactions.

LOS ANGELES COUNTY AND ITS SERVICES

Los Angeles County was established by an act of the State Legislature on February 18,
1850 as one of California's original 27 counties. Located in the southern portion of the
State, the County covers 4,083 square miles. With a population of over 10.3 million, its
population is the largest of any county in the nation.

Los Angeles County was a general law county until 1913 when it became a charter county
as a result of local election. The County is governed by a five member Board of
Supervisors who are elected by district to serve alternating four-year terms. The Assessor,
District Attorney and Sheriff are also elected officials while all other departments are headed
by appointed officials. On March 5, 2002, County voters approved two charter amendments
providing for term limits for members of the Board of Supervisors. The affected officials are
limited to three consecutive terms commencing December 2002.

On March 27, 2007, the Board of Supervisors (Board) amended the County Code by
adopting the Interim Govemance Structure Ordinance. This new governance structure
provides delegated authority to the Chief Executive Office (CEO) to oversee, evaluate, and
recommend for appointment and removal certain Department Heads and County Officers.
The departments that continue to report directly to the Board (rather than to the CEO) are
the Fire Department, Auditor-Controller, County Counsel, Executive Officer of the Board,
and the CEO. The change in administrative structure was designed to improve the
operational efficiency of County governance. The Board has retained the exclusive
responsibility for establishing County policy, regulations, and organizational direction.
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There are over one million residents in the unincorporated areas of the County. These
residents receive all municipal services from the County, including law enforcement, fire
protection, land use and zoning, building and business permits, local road building and
maintenance, animal care and control, and public libraries. In addition, the County provides
a wide range of services to all County residents.

The County also provides municipal services to many incorporated cities within its
boundaries under the Contract Services Plan. Established in 1954, the Plan allows cities to
provide municipal services without incurring the cost of creating numerous city departments
and facilities by having the County provide, at cost, any or all municipal services within a
city at the same level as provided in unincorporated areas, or at any higher level the city
may choose. Although the Plan was developed to assist new cities, the great majority of the
cities in the County now contract for one or more services.

The County’s principal functions include seven major areas as required under the County's
charter, County ordinances, or by State or federal mandate: general government, public
protection, public ways and facilities, health and sanitation, public assistance, education and
recreation and cultural services. The State and federal governments mandate certain
minimum levels of services in the public assistance and health areas.

ECONOMIC OVERVIEW

With a 2007 Gross Product estimated at $461 billion, Los Angeles County’s economy is
larger than that of 42 states and all but 16 countries. The County serves as the central
trade district for the western United States and controls nearly 75% of the Pacific Coast
trade with Asia. It is a leader in the communications industry, has established itself as a
leading financial center, and serves as the western headquarters for many national firms.
The County’'s economy expanded at moderate pace in 2007, with an increase of 3.6% in
Gross Product, but has experienced lower growth in 2008 with a slow-down in the housing
sector being the primary factor.

The County’s 2006 unemployment rate of 4.7% was the lowest in the County since 1988. In
2007, the unemployment rate increased slightly to 5.0%. The County’s economy was
expected to generate moderate job growth in 2008. However, the unexpected severity of
the economic downturn has resulted in higher unemployment rates as the year has
progressed. Despite the economic challenges, there are major construction projects that
continue to remain in progress, including the expansion of port facilities, light rail projects,
school construction programs, and the “LA Live” entertainment complex.
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INTERNAL AND BUDGETARY CONTROLS

The County has developed a system of internal accounting controls designed to provide
reasonable, but not absolute, assurance that assets are safeguarded against loss from
unauthorized use and to provide reliable records for preparing financial statements and
maintaining accountability for assets. The concept of reasonable assurance recognizes that
the costs of a system of internal accounting controls should not outweigh related benefits
and that the evaluation of costs and benefits requires estimates and judgments by
management. All internal accounting control evaluations occur within the above framework.
We believe that the County's system of internal accounting controls adequately safeguards
assets and also provides reasonable assurance of proper recording of financial
transactions.

In accordance with the provisions of Section 29000-29144 of the Government Code,
commonly known as the County Budget Act, the County prepares and adopts a budget on
or before August 30 of each fiscal year. Expenditures are controlled at the object level for
all budget units within the County, except for capital asset expenditures which are controlled
at the sub-object level.

Encumbrance accounting is utilized to ensure effective budgetary control and accountability.
Unencumbered appropriations lapse at year-end and encumbrances outstanding at the time
are reported as reservations of fund balance for subsequent year expenditures.

The Board of Supervisors must approve all transfers of appropriations between budget units
and transfers exceeding $250,000 within budget units. The Board must also approve
necessary supplemental appropriations, normally financed by unanticipated revenues
earned during the year.

In addition to these procedural controls, the Auditor-Controller's Audit Division performs
periodic internal control, operational and management audits of the various departments to
help ensure that prescribed procedures are followed and that operations are conducted in
an efficient manner. The Countywide Contract Monitoring Division provides oversight of
various social service contract providers to enhance accountability and performance
effectiveness. In addition, the Auditor-Controller operates the County's federal HIPAA
Privacy Program, providing supervision and oversight of the County’s HIPAA covered
departments. A fraud hotline provides County employees and citizens with a way to
anonymously report perceived fraudulent activites by County employees, vendors,
contractors, inspectors, etc. Allegations reported over the hotline are evaluated and
investigated, as appropriate.
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MAJOR INITIATIVES

During the three fiscal years ended June, 30, 2008, the County was able to significantly
increase funding for public protection, children and family programs, health services,
homeless services, unincorporated services and capital improvements. These investments
in County programs were bolstered by the strong real estate market and a healthy local
economy. The County’s approach to the 2008-2009 Budget was highly influenced by
economic uncertainties and a widening State budget deficit. The County’s conservative
approach to managing the budget in prior years has positioned it favorably for the
uncertainty surrounding the extent and duration of the current economic downturn. Despite
the weakened economy, the 2008-2009 Budget funded a number of critical programs and
continued development of high-priority capital improvements.

PUBLIC PROTECTION

The 2008-2009 Budget continued to focus on the Sheriff's custody system as well as patrol.
In the custody area, a final year allocation of $10 million was provided to conclude a four-
year plan to improve medical services within the County jails. In addition, $7.5 million was
targeted for gang enforcement and suppression programs and $5.6 million was allocated to
increase patrols in unincorporated County areas. The Board appropriated $6.5 million for
the Fire Protection District to handle increased demands for emergency and preventive
services.

CHILDREN AND FAMILIES WELL-BEING

The Board appropriated $30.6 million to provide for cost increases associated with the In-
Home Supportive Services program; $17.7 million for caseload increases related to the
General Relief program; $12.4 million of funding to implement corrective actions that
resulted from a lawsuit settlement (referred to as the Katie A. Settlement); and $3.7 million
to handle an 8.3% increase in caseloads in the adoption assistance program.

HEALTH SERVICES

The 2008-2009 budget process for the Department of Health Services began with a deficit
of over $100 million. To establish a balanced budget, 240 budgeted positions were
eliminated. Efficiency initiatives have been established, such as registry staff utilization
reductions, operating room products and equipment standardization, and pharmaceutical
cost reductions. Additional revenue sources have also been factored into the budget,
including additional Medi-Cal and mental health revenues for psychiatric inpatient services
and additional revenues from the Cost Based Reimbursement Clinic program. Measure B
Special Revenue Funds have also been used to supplement the funding requirements,
$32 million of which is one-time carryover funding and $37.1 million of ongoing funding.
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CAPITAL ASSET INITIATIVES

The County has continued to allocate a significant portion of the budget for capital asset
acquisitions and improvements. The 2008-2009 Proposed Budget provided $1.4 billion for
the continued development, design, and construction of projects that address high-priority
health, public safety, recreation, and infrastructure needs. The following notable capital
asset projects were included in the 2008-2009 Budget:

e $523 million for public protection facilities, such as the refurbishment of Men’s
Central Jail, construction of new barracks at Pitchess Detention Center, construction
at Sybil Brand Institute, new construction at the Biscailuz Center Training Academy,
construction of new fire stations in the Santa Clarita Valley, refurbishment and
expansion of the Coroner’s facility, security improvements at juvenile halls and
camps, a new animal shelter in the east Antelope Valley, and new spay and neuter
clinics at three animal shelters.

e $261.7 million for general government facilities highlighted by the construction of a
new Countywide data center in Downey.

e $194.1 million for recreational facilities, including construction of community rooms
and refurbishment of swimming pools at County parks, and facility refurbishments at
County beaches.

e $193.6 million for health and mental health facilities, including refurbishment of the
South Health Center, construction of a Mental Health Urgent Care Center on the
Olive View Medical Center site, and construction of a new multi-service ambulatory
care center in Lancaster.

e $110.4 million for high priority infrastructural improvements at County flood control
and aviation facilities.

e $87 million for construction of new or replacement libraries and refurbishment of the
historic Patriotic Hall.

OTHER INFORMATION
INDEPENDENT AUDIT

The basic financial statements have been audited by Macias Gini & O’Connell LLP. In
accordance with the requirements of the Office of Management and Budget Circular A-133,
as revised, the auditors are also in the process of completing an annual financial and
compliance audit of federal funds received by the County in fiscal year 2007-2008. The
County's single audit for 2006-2007 has been completed.
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AWARDS

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the County of
Los Angeles for its Comprehensive Annual Financial Report for the past twenty-six fiscal
years.

In order to be awarded a Certificate of Achievement, a government unit must publish an
easily readable and efficiently organized Comprehensive Annual Financial Report, whose
contents conform to program standards. The report must satisfy both generally accepted
accounting principles (GAAP) and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current
report continues to conform to Certificate of Achievement Program requirements, and we
are submitting it to GFOA to determine its eligibility for another certificate.

ACKNOWLEDGEMENTS
| would like to express my appreciation to my Accounting Division, the various County
departments who assisted in the preparation of this report, and also acknowledge the efforts

of our independent auditor.

Sincerely,

(Dot F ()t

Wendy L. Watanabe
Acting Auditor-Controller
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MACIAS GINI & O'CONNELL wur

CERTIFIED PUBLIC ACCOUNTANTS & MANAGEMENT CONSULTANTS

3000 S Street, Suite 300
Sacramento, CA 95816
916.928.4600

2175 N. California Boulevard, Suite 645
Walnut Creek, CA 94596
925.274.0190

515 S. Figueroa Street, Suite 325
Los Angeles, CA 90071
213.286.6400

402 West Broadway, Suite 400
San Diego, CA 92101
619.573.1112

INDEPENDENT AUDITOR’S REPORT

The Honorable Board of Supervisors
County of Los Angeles, California

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund, and the aggregate remaining fund
information of the County of Los Angeles, California (County), as of and for the year ended June 30,
2008, which collectively comprise the County’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the County’s management. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the financial
statements of the Community Development Commission (CDC) and the Los Angeles County Employees
Retirement Association (LACERA), which represent the following percentages of the assets, net assets or
fund balances, and revenues/additions of the following opinion units:

Net assets or Revenues/

Opinion Unit Assets fund balance Additions
Governmental Activities 1% 2% 1%
Business-type Activities 4% 7% 11%
Aggregate Remaining Fund Information 70% 71% 1%

Those financial statements were audited by other auditors whose reports thereon have been furnished to
us, and our opinions, insofar as they relate to the amounts included for CDC and LACERA, are based
solely on the reports of other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the County’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes 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, as
well as evaluating the overall financial statement presentation. We believe that our audit and the reports
of other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the discretely presented component unit, each major fund, and the
aggregate remaining fund information of the County, as of June 30, 2008, and the respective changes in
financial position and, where applicable, cash flows thereof and the respective budgetary comparison for
the General Fund, the Fire Protection District, the Flood Control District, the Public Library, and the
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Regional Park and Open Space District, for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

As discussed in Note 2 to the basic financial statements, the County implemented the provisions of
Governmental Accounting Standards Board (GASB) Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pensions, and GASB Statement No. 50,
Pension Disclosures — An Amendment of GASB Statements No. 25 and 27, for the year ended June 30,
2008. The provisions of GASB Statement No. 45 required the County to restate beginning fund
balances/net assets as of July 1, 2007, and is discussed in detail in Note 2 to the basic financial statements.

The management’s discussion and analysis on pages 3 through 21 and the schedules of funding progress
on pages 102 and 103 are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We
and the other auditors have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we and the other auditors did not audit the information and express no opinion
on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the County’s basic financial statements. The introductory section, combining and individual
fund financial statements and schedules, and statistical section are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The combining and individual fund
financial statements and schedules have been subjected to the auditing procedures applied by us and the
other auditors in the audit of the basic financial statements and, in our opinion, based on our audit and the
reports of other auditors are fairly stated in all material respects in relation to the basic financial
statements taken as a whole. The introductory and statistical sections have not been subjected to the
auditing procedures applied by us and the other auditors in the audit of the basic financial statements and,
accordingly, we and the other auditors express no opinion on them.

hscins @i 5O Condl] P
Certified Public Accountants

Los Angeles, California
December 15, 2008



COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the County’'s Comprehensive Annual Financial Report (CAFR) presents a
narrative overview and analysis of financial activities for the fiscal year ended June 30, 2008.
We recommend that this information be used in conjunction with additional information
contained in the letter of transmittal.

Financial Highlights

At the end of the current year, the net assets (total assets less total liabilities) of the County were
positive $17.313 billion. However, net assets are classified into three categories and the
unrestricted component is negative $773 million. See further discussion on page 7.

During the current year, the County’s net assets decreased by a total of $462 million. Net
assets related to governmental activities decreased by $314 million, while net assets related to
business-type activities decreased by $148 million. The County implemented Governmental
Accounting Standards Board Statement No. 45, “Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions” (GASB 45). GASB 45 had a
material effect on the County’s changes in net assets during the current year. See further
discussion on page 7.

At the end of the current year, the County’s General Fund reported a total fund balance of
$3.374 billion. The amount of unreserved fund balance was $2.777 billion. Of the unreserved
total, $1.153 billion was designated.

The County's capital asset balances were $17.525 billion at year-end and increased by
$267 million during the year.

During the current year, the County’s total long-term debt decreased by $191 million. Bond
maturities of $566 million exceeded the $375 million of newly issued and accreted long-term
debt.

Overview of the Basic Financial Statements

~ This discussion and analysis are intended to serve as an introduction to the County’'s basic
financial statements, which are comprised of the following three components:

e Government-wide financial statements
o Fund financial statements
e Notes to the basic financial statements

This report also includes other supplementary information in addition to the basic financial
statements.



COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements are designed to provide readers with a broad
overview of the County’s finances, in a manner similar to a private-sector business.

The Statement of Net Assets presents information on all County assets and liabilities, with the
difference representing net assets. Over time, increases and decreases in net assets may
serve as an indicator of whether the financial position of the County is improving or
deteriorating.

The Statement of Activities presents information that indicates how the County's net assets
changed during the fiscal year. All changes in net assets are reported as soon as the underlying
events giving rise to the change occur, regardless of the timing of related cash flows. Therefore,
revenues and expenses are reported in these statements for some items that affect cash flows
in future periods. For example, property tax revenues have been recorded that have been
earned but not yet collected and workers’ compensation expenses have been accrued but not
yet paid.

The government-wide financial statements report the following different types of programs or
activities:

e Governmental Activities - The majority of County services are reported under this
category. Taxes and intergovernmental revenues are the major revenue sources that
fund these activities which include general government, public protection, public ways
and facilities, health and sanitation, public assistance, recreation, and cultural services.

¢ Business-type Activities - County services that are intended to recover costs through user
charges and fees are reported under this category. The County Hospitals, the
Waterworks Districts, the Aviation Fund, and housing programs operated by the
Community Development Commission, a blended component unit, are regarded as
business-type activities.

e Discretely Presented Component Unit - Component units are separate entities for which
the County is financially accountable. First 5 LA is the only component unit that is
discretely presented.

FUND FINANCIAL STATEMENTS

The fund financial statements contain information regarding major individual funds. A fund is a
fiscal and accounting entity with a balanced set of accounts. The County uses separate funds to
ensure compliance with fiscal and legal requirements.



COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

FUND FINANCIAL STATEMENTS-Continued

The County’s funds are classified into the following three categories:

Governmental Funds - These funds are used to account for essentially the same services
that were previously described as governmental activities above. However, the fund
financial statements focus on near-term inflows and outflows of spendable resources, as
well as on balances of spendable resources available at the end of the fiscal year. Such
information may be useful in evaluating the County’s near-term financing requirements.
Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental funds
balance sheet and the governmental funds statement of revenues, expenditures and
changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities. Governmental funds include the
General Fund, as well as Special Revenue Funds, Debt Service Funds, Capital Project
Funds, and Permanent Funds.

Proprietary Funds - These funds are used to account for functions that were classified as
“business type activities” in the government-wide financial statements. The County’s
Internal Service Funds are also reported within the proprietary fund section. The
County’s five Hospital Funds and Waterworks Funds are all considered major funds for
presentation purposes. The remaining proprietary funds are combined in a single
column, with individual fund details presented elsewhere in this report.

Fiduciary Funds - These funds are used to report assets held in a trustee or agency
capacity for others and cannot be used to support the County’s programs. The Pension
Trust Fund, the Investment Trust Funds, and Agency funds are reported in this fund
category, using the accrual basis of accounting.

NOTES TO THE BASIC FINANCIAL STATEMENTS

The notes to the basic financial statements provide additional information that is essential to a
full understanding of the data provided in the government-wide and the fund financial
statements.

REQUIRED SUPPLEMENTARY INFORMATION

In addition to the basic financial statements and accompanying notes, this report presents
certain required supplementary information concerning the County’s progress in funding its
obligation to provide pension benefits and other postemployment benefits to employees.



COUNTY OF LOS ANGELES

MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government'’s
financial position. In the case of the County, assets exceeded liabilities by $17.313 billion at the
close of the most recent fiscal year.

Summary of Net Assets

(in thousands)

As of June 30, 2008 and 2007

Govemnmental Business-type
Activities Activities Total
2008 2007 2008 2007 2008 2007
Current and other assets $ 8,052,812 $ 7,517,376 $ 994,087 $ 854,182 $ 9,046,899 $ 8,371,558
Capital assets 15,074,565 14,929,975 2,450,785 2,328,116 17,525,350 17,258,091
Total assets — 23127377 ___ 22447351 __ 3444872 __ 3,182,208  _26572249 __ 25629649
Current and other
liabilities 1,377,389 1,321,963 218,966 198,490 1,596,355 1,520,453
Long-term liabilities 6,179,573 5,684,764 1,483,193 1,247,234 7,662,766 6,931,998
Total liabilities 7,556,962 7,006,727 1,702,159 1,445,724 9,259,121 8,452,451
Net assets:
Invested in capital
assets, net of
related debt 13,913,070 14,192,494 2,259,617 2,190,999 16,172,687 16,383,493
Restricted net assets 1,605,763 1,443,083 307,985 186,266 1,913,748 1,629,349
Unrestricted net
assets (deficit) 51,582 (194,953) (824,889) (640,691) (773,307) (835,644)
Total net assets 15,570,415 15,440,624 1,742,713 1,736,574 17,313,128 17,177,198
Total liabilities
and net assets $ 23127377 § 22447351 $ 3444872 §$ 3182208  §$ 26572249 § 25,620,649
Significant changes in assets and liabilities included the following:
Current and Other Assets
Current and other assets increased for governmental activities by $535 million. The major
changes were associated with health and mental health services program receivables

($323 million) and other postemployment benefits (OPEB) related receivables ($120 million).
Various other changes comprised the remaining increase of $92 million. The County's newly
established managed care rate supplement provided increased receivables of $129 million.
Mental health program receivables (primarily from federal and State sources) grew by $106 and
Mental Health Services Act (Proposition 63) receivables increased by $88 million as certain
collections were received shortly after year-end in the current year. OPEB related receivables
were recognized in the current year for the first time in conjunction with implementing GASB 45,
as discussed in Note 2 to the basic financial statements.



COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

Long-Term Liabilities

Long-term liabilities increased by $495 million for governmental activities and by $236 million for
business-type activities. Newly established liabilities for OPEB, net of reductions to previously
recorded liabilities as discussed in Note 2 to the basic financial statements, significantly
increased the County’s long-term liabilities. Specific adjustments related to OPEB and other
changes in long-term liabilities are discussed and referenced in Notes 2 and 10 to the basic
financial statements.

The County’s total net assets consist of the following three components:

Capital Assets, Net of Related Debt

The largest portion of the County’s net assets ($16.173 billion) represents its investment in
capital assets (i.e., land, structures and improvements, infrastructure, and equipment, net of
related depreciation), less any related debt used to acquire those assets that is still outstanding.
The County uses these capital assets to provide services to citizens; consequently, these assets
are not available for future spending. Although the County’s investment in its capital assets is
reported net of related debt, it should be noted that the resources needed to repay this debt
must be provided from other sources, since the capital assets themselves cannot be used to
liquidate these liabilities.

Restricted Net Assets

The County’s restricted net assets at year-end were $1.914 billion. Asset restrictions are
primarily due to external restrictions imposed by State legislation and bond covenants. Net
assets that pertain to the various separate legal entities included in the basic financial
statements are also generally restricted because their funding sources require that funds be
used for specific purposes.

Unrestricted Net Assets (Deficit)

The County's total unrestricted net assets are negative $773 million. This amount consisted of a
positive balance for governmental activities ($52 million) and a negative balance for business-
type activities ($825 million). The deficits related to business-type activities are primarily due to
unfunded liabilities related to workers’ compensation, accrued vacation and sick leave, litigation
and self-insurance claims, medical malpractice, and third party payors. As discussed in Notes 2
and 8 to the basic financial statements, the County implemented provisions of GASB 45 and
unfunded other postemployment benefit (OPEB) liabilities of $1.234 billion arose during the
current year, of which $214 million pertained to business-type activities. The ongoing financial
losses incurred by the County’s healthcare business activities have limited the opportunities to
accumulate reserves or incremental funding to address long-term accounting liabilities.



COUNTY OF LOS ANGELES

MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

The following table indicates the changes in net assets for governmental and business-type

activities:

Revenues:

Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues:
Taxes
Unrestricted grants and
contributions
Investment earnings
Miscellaneous
Total revenues
Expenses:
General government
Public protection
Public ways and facilities
Health and sanitation
Public assistance
Education
Recreation and cultural services
Interest on long-term debt
Hospitals
Aviation
Waterworks
Community Development Commission
Total expenses
Excess (deficiency) before transfers
and special item
Transfers
Special item
Changes in net assets
Net assets — beginning, as restated

Net assets - ending

Summary of Changes in Net Assets
For the Years Ended June 30, 2008 and 2007
(in thousands)

Governmental Business-type
Activities Activities Total

2008 2007 2008 ___ 2007 2008 2007
$ 2738552 $ 2,396,868 $ 1,806,747 $ 1,957,979 $ 4545299 § 4,354,847
7,113,135 6,980,549 263,471 304,720 7,376,606 7,285,269
184,502 25,135 2,897 12,992 187,399 38,127
5,034,399 4,688,595 4,405 3,782 5,038,804 4,692,377
778,936 761,705 37 35 778,973 761,740
324,132 335,851 14,073 18,043 338,205 353,894
229,810 259,357 24,950 50443 254760 309,800
16,403,466 15,448,060 2,116,580 2,347,994 __ 18,520,046 17,796,054
1,171,448 807,155 1,171,448 807,155
5,799,593 4,872,413 5,799,593 4,872,413
299,304 282,827 299,304 282,827
2,638,135 2,223,695 2,638,135 2,223,695
5,061,367 4,539,458 5,061,367 4,539,458
112,035 99,136 112,035 99,136
290,669 266,967 290,669 266,967
191,551 239,608 191,551 239,608
3,092,682 2,894,493 3,092,682 2,894,493
4,182 5,761 4,182 5,761
74,810 97,504 74,810 97,504
246,195 211,077 246,195 211,077
15,564,102 13,331,259 3,417,869 3,208,835 18,981,971 16,540,094
839,364 2,116,801 (1,301,289) (860,841) (461,925) 1,255,960

(1,152,946) (1,049,213) 1,152,946 1,049,213

267,473 267,473
(313,582) 1,335,061 (148,343) 188,372 (461,925) 1,523,433
15,883,997 14,105,563 1,891,056 1,548,202 17,775,053 15,653,765
$ 15570415 § 15440624 § 1742713 § 1,736,574 § 17313128 $ 17,177,198



COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

REVENUES BY SOURCE - ALL ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2008

z Operating grants and
contributions
40%

~

% Taxes
27%

& Unrestricted grants and
contributions

Charges for services 4%

25%

4%

EXPENSES BY TYPE — ALL ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2008
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COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

As discussed in Note 2 to the basic financial statements, the County restated beginning net
asset balances in conjunction with implementing GASB 45. The beginning net assets were
increased from the amounts previously reported for governmental and business-type activities
by $443 million and $154 million, respectively. During the current year, net assets decreased for
both governmental activities ($314 million) and business-type activities ($148 million). Following
are specific major factors that resulted in the net asset changes.

Governmental Activities

Revenues from governmental activities grew by $955 million (6.2%) over the prior year. The
most significant changes in revenue were experienced in the following areas:

o Taxes, the County’s largest general revenue source, were $346 million higher than the
previous year. The additional growth in tax revenues was concentrated in property taxes
($372 million). However, documentary transfer taxes decreased by $31 million as real
estate transfer activity declined during the current year. The continued property tax
growth was attributable to the early lien date (January 1, 2007), which preceded the start
of the fiscal year by six months. This gap, combined with the stabilizing effect of
Proposition 13, enabled the County to continue to experience growth in this area. The
net increase in other taxes was $5 million in comparison to the prior year.

¢ Program revenues recognized from charges for services increased by $342 million. The
largest source of this increase ($189 million) was associated with health and sanitation
programs. The County successfully concluded a multi-year effort to secure an agreement
with the State to provide supplemental funding to Medi-Cal managed care capitation
rates. The supplemental funding resulted in a $140 million increase in current year
revenues, of which $56 million was attributable to FY 2006-2007 services. In addition,
charges for public protection services (primarily law enforcement) were $84 million higher
than the previous year as charges were adjusted due to cost increases. Charges for
various other governmental services increased by $69 million compared to the prior year.

Expenses related to governmental activities increased by $2.233 billion during the current year.
As discussed in Note 8 to the basic financial statements, the County began to measure OPEB
costs in accordance with GASB 45 during the current year. The County continued to fund
OPEB costs on a pay-as-you go basis and there are newly recognized OPEB obligations of
$1.234 billion in the current year for all activities. Of this amount, $1.020 billion was related to
governmental activities. The following table summarizes total increased expenses by category,
the amount related to other postemployment benefit costs, and changes related to all other
expenses (in thousands):



COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

Governmental Activities-Continued

Increase Expense Increase
in Total Related to Increase (Decrease)
Expense Category Expenses OPEB Accruals in All Other Expenses
General Government $ 364,293 $ 141,422 $ 222,871
Public Protection 927,180 446,845 480,335
Health and Sanitation 414,440 117,491 296,949
Public Assistance 521,909 286,448 235,461
All other areas 5,021 27,774 (22,753)
Total $2,232,843 $ 1,019,980 $1,212,863

Excluding accrued OPEB obligations, expenses increased by $1.213 billion. The largest
increase was related to the public protection category, which grew by $480 million. Of this
amount, salaries and employee benefits increased by $402 million, primarily due to previously
negotiated increases that became effective in the current year. Other factors that contributed to
the increase were expanded medical services for inmates, additional staffing for jails and patrol
of unincorporated areas, and additional positions to improve various operational areas of the
Probation Department.

Health and sanitation expenses (excluding accrued OPEB costs) increased by nearly
$300 million. Major factors contributing to this variance included higher salary and benefit costs
($71 million), a newly established managed care intergovernmental transfer expense
($65 million), and increases in contracted mental health services ($62 million).

Business-type Activities

Revenues from business-type activities decreased in comparison to the prior year by
$231 million (9.9%). The most significant change was in the area of charges for services, which
decreased by $151 million. The County’s business-type healthcare activities experienced a
$134 million reduction in charges for services. This decrease was consistent with the downturn
in average daily hospital census, from 1,415 in the prior year to 1,317 in the current year. The
reduced revenues and census figures were concentrated at the Martin L. King facility. This
facility was converted from a full service hospital to a multi-service ambulatory care center,
thereby eliminating inpatient services in August 2007. This change coincided with the net
decrease in average daily census as noted above.

Expenses related to business-type activities increased from the previous year by $209 million.
The increased expenses were principally related to the Hospitals, where expenses were higher
by $198 million. The recognition of accrued OPEB costs (as previously discussed for
governmental activities) increased Hospital expenses by $214 million. Therefore, despite
negotiated salary and employee benefit increases, expenses were very comparable to the prior
year as cost increases were offset by the downsizing of the Martin Luther King Jr. facility.

11
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COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

Financial Analysis of the County’s Funds

As noted earlier, the County uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds

The focus of the County’s governmental funds is to provide information on near-term inflows,
outflows, and balances of resources that are available for spending. Such information is useful
in assessing the County’s financing requirements. In particular, unreserved fund balance may
serve as a useful measure of a government’s net resources available for spending at the end of
the fiscal year. Types of governmental funds reported by the County include the General Fund,
Special Revenue Funds, Debt Service Funds, Capital Project Funds, and the Permanent Funds.

As of the end of the current fiscal year, the County’s governmental funds reported combined
total fund balances of $6.003 billion, an increase of $348 million in comparison with the prior
year. Of the total fund balance, $1.532 billion is reserved to indicate the extent that funds have
been committed or are otherwise unavailable for spending. An additional $1.725 billion has
been designated and set aside for intended spending purposes as indicated in the financial
statements. The remaining $2.746 billion of the balances are unreserved and undesignated.

Revenues from all governmental funds for the current year were $16.273 billion, an increase of
$1.035 billion (6.8%) from the previous year. Expenditures for all governmental funds in the
current year were $14.880 billion, an increase of $1.031 billion (7.4%) from the previous year. In
addition, other financing uses exceeded other financing sources by $1.045 billion as compared
to $1.028 billion in the prior year.

The General Fund is the County’s principal operating fund. During the current year, the fund
balance in the General Fund increased by $201 million (6.3%). At the end of the current fiscal
year, the General Fund’s total fund balance was $3.374 billion. Of this amount, $597 million
was reserved and therefore unavailable for spending. Of the unreserved total of $2.777 billion,
$1.153 billion has been designated (earmarked) and the remaining $1.624 billion is considered
both unreserved and undesignated.

General Fund revenues during the current year were $13.627 billion, an increase of $757 million
(5.9%) from the previous year. General Fund expenditures during the current year were
$12.744 billion, an increase of $985 million (8.4%) from the previous year. Other financing
sources/uses-net was negative $683 miillion in the cumrent year as compared to negative
$770 million in the prior year.



COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

Governmental Funds-Continued

Following are significant changes in General Fund revenues and expenditures:

Revenues from taxes increased by $223 million (6.3%). Of this net increase, property
taxes increased by $254 million. However, documentary transfer taxes decreased by
$31 million as real estate activity declined during the current year. As previously
mentioned, property tax revenues were not immediately impacted by the downturn in the
housing market and provisions of Proposition 13 are also a stabilizing factor when
housing prices decrease.

Intergovernmental revenues from federal sources increased by $249 million. Of this
amount, $209 million was related to public assistance programs operated by the
Departments of Public Social Service and Children and Family Services. The increased
revenues were driven by higher levels of reimbursable expenditures. There was also a
shift in funding sources for certain programs, whereby federal revenues provided funding
for costs that were previously reimbursed from State revenues.

Revenues from charges for services increased by $227 million. The largest source of
this increase ($140 million) was associated with the County’s managed care program.
An additional increase ($35 million) was recognized in the Sheriff's Department and was
related to recoveries of increased salaries and benefits from contracting agencies. The
remaining increase in this revenue category ($52 million) was recognized from a variety
of programs that charge for services.

Current expenditures increased by $875 million (7.6%), and there were increases in all
functional areas. The most significant increase was in the area of public protection,
where expenditures were higher by $367 million. Of this amount, salaries and employee
benefits increased by $331 million. These costs were notably higher in the Sheriffs
Department ($222 million) and Probation Department ($48 million), and were largely due
to negotiated salary and benefit increases, as there was limited program expansion in
these areas. Expenditures also increased in the areas of health and sanitation
($219 million) and public assistance ($209 million).

The Fire Protection District reported a year-end fund balance of $170 million, which represented
an increase of $23 million from the previous year. Revenues increased by $40 million, of which
$31 million was attributable to property taxes and the remaining increase was associated with a
variety of other revenues. Expenditures were higher by $22 million, of which $19 million was
related to salaries and benefits. Transfers out were $15 million lower than the previous year as
there were reduced transfers made to capital projects funds for future facilities’ needs.

The Flood Control District reported a year-end fund balance of $162 million, which was
$14 million higher than the previous year. Revenues and expenditures were mostly unchanged
from the prior year, with each decreasing approximately $3 million or 1.1% and 1.5%,
respectively.

13
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COUNTY OF LOS ANGELES
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

Governmental Funds-Continued

The Public Library Fund reported a year-end fund balance of $29 million, which was $8 million
higher than the previous year. The principal factors associated with the fund balance growth
were higher property tax revenues and “transfers in,” which increased by $4 million and
$6 million, respectively.

The Regional Park and Open Space District reported a year-end fund balance of $286 million,
which was $25 million higher than the previous year. Current year revenues ($93 million) were
similar to the previous year ($91 million) while expenditures declined by $9 million.

Proprietary Funds

The County’s proprietary funds provide the same type of information found in the government-
wide financial statements, but in more detail.

The County’s principal proprietary funds consist of four hospital enterprise funds and an
additional fund (Martin L. King Jr. Ambulatory Care Center) which was converted from a full-
service hospital in the current year to a multi-service ambulatory care center. Each of these
funds incurred a net loss prior to contributions and transfers.

The County is legally required to provide local matching funds to the health care system in order
to remain eligible for federal and State assistance. Such funds were provided to the hospitals as
operating subsidies from the County General Fund during the year. The amount of subsidy, per
facility, ranged from $76 million for M. L. King Ambulatory Care Center to $501 million for the
LAC+USC Medical Center. The total subsidy amount was $1.001 billion and is reflected in the
Statement of Revenues, Expenses and Changes in Fund Net Assets as “transfers in.” By
comparison, the total General Fund subsidy in the prior year was $883 million.

An additional source of local funding for the Hospitals is the Health Services Measure B Special
Revenue Fund (“Measure B Fund”). The Measure B Fund receives voter approved property
taxes for trauma and emergency services. In each of the current and prior years, the
Measure B Fund provided $147 million of transfers to the Hospitals.

The Waterworks Funds reported year-end net assets of $895 million, a $2 million reduction from
the previous year. However, the District's cash and investment position improved in the current
year by $7 million.

General Fund Budgetary Highlights

The accompanying basic financial statements include a Statement of Revenues, Expenditures,
and Changes in Fund Balances - Budget and Actual on Budgetary Basis for the County’s
General Fund. The County’'s budgetary basis of accounting is discussed in Notes 1 and 15 to
the basic financial statements. There are approximately 100 separate budget units within the
General Fund, excluding capital improvement projects, which are individually budgeted.
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The data presented below represents the net budgetary changes for the General Fund in a
highly summarized format. Accordingly, in certain instances, budgets have been increased for
programs within a category even though actual amounts have not been realized for the category
in its entirety. Under the budgetary basis, there was a net increase of $102 million in the
General Fund’s available (unreserved and undesignated) fund balance from the previous year.

Budgetary Summary - Revenues/Financing Sources

Following is a summary of current year budgetary changes and actual results (on the County’s
budgetary basis) for General Fund revenues and other financing sources (in thousands):

Increase (Decrease) Variance-
From Original Final Budget Actual Positive
Category Budget Amount Amount (Negative)
Taxes $ 14877 $ 3,842,971 $ 3,826,908 $ (16,063)
Intergovernmental
revenues 65,800 7,855,542 7,243,478 (612,064)
Charges for services 13,820 1,758,279 1,695,004 (63,275)
All other revenues 124,586 654,505 899,843 245,338
Other sources and
transfers 13,630 493,733 307,274 (186,459)
Total $ 232713 $14,605,030 $13,972,507 $(632,523)

Changes from Amounts Originally Budgeted

During the year, net increases in budgeted revenues and other financing sources approximated
$233 million. The most significant changes occurred in the following areas:

e Estimated revenues from intergovernmental sources were increased by $66 million. The
increase was primarily associated with additional revenues from Homeland Security grant
funds ($43 million). The remaining $23 million was related to additional funding that was

targeted to the Sheriff's Department, social service programs and services for children and
families.

e The increase of $125 miillion related to “all other revenues” was mostly attributable to
tobacco settlement revenues of $105 million. The County’s policy is to budget tobacco
settlement revenues after they have been received. Estimated revenues from investment
income were increased by $14 million as a result of higher than anticipated investment yield
and miscellaneous revenue increases accounted for the remaining $6 million.

Actual Revenues/Financing Sources Compared with Final Budget Amounts

Actual revenues and other financing sources recognized by the General Fund were approximately
$633 million, or 4.3%, lower than budget. As discussed below, most of this variance was
concentrated in the areas of intergovernmental revenues and “other sources and transfers” and
was partially offset by “all other revenues” which exceeded the amount budgeted.
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Actual Revenues/Financing Sources Compared with Final Budget Amounts-Continued

Actual intergovernmental revenues were $612 million lower than the amount budgeted.
Social service programs, including children and family services, accounted for
approximately $188 million of this variance, which was mostly attributable to lower than
anticipated caseloads and reimbursable social service related expenditures.
Approximately $187 million (mostly federal assistance) was associated with mental health
services, due to lower than expected reimbursable costs. An additional $164 million
pertained to anticipated reimbursement of capital improvement, disaster recovery and
homeland security projects and programs that were not completed prior to year-end. The
remaining variance of $73 million was related to a variety of other programs that received
intergovernmental revenues.

The actual amount of “other sources and transfers” was $186 million lower than the
amount budgeted. Of this amount, “transfers in” totaling $117 million were assumed in
the budget for capital improvements and extraordinary building maintenance projects
which did not incur expected costs. Mental health programs funded by the Mental Health
Services Act Fund (Proposition 63) did not fully materialize at the budgeted level and
“transfers in” were $52 million lower than budgeted. There were various other sources
and transfers that comprised the remaining variance of $17 million.

The amount budgeted for “all other revenues” was exceeded by $245 million. Investment
income exceeded the amount budgeted by $103 million as the yield on investments was
higher than anticipated. Miscellaneous revenues were $94 million higher than budget,
half of which was related to health and mental health services and the remainder from
various sources. Revenues from property tax penalties exceeded the budgeted amount
by approximately $46 million and the remaining variance of $2 million was generated by
diverse revenue sources.

Budgetary Summary - Expenditures/Other Financing Uses

Following is a summary of current year budgetary changes and actual results (on the County’s
budgetary basis) for General Fund expenditures, transfers out, contingencies, reserves, and
designations (in thousands):

Increase (Decrease)

From Original Final Budget Actual Variance-
Category Budget Amount Amount Positive
General government $ 62,645 $ 1,363,585 $ 912,999 $ 450,586
Public protection 94,808 4,575,551 4,414,810 160,741
Health and sanitation (19,114) 2,693,857 2,469,110 224,747
Public assistance 31,598 5,016,098 4,739,945 276,153
All other expenditures (56,059) 1,624,864 436,851 1,188,013
Transfers out 63,653 1,088,103 1,064,589 23,514
Contingencies 302 302 302
Reserves/designations-net 54,880 (50,973) (168,244) 117,271

Total $ 232713 $ 16,311,387 $13.870,060 $2.441.327
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Changes from Amounts Originally Budgeted

During the year, net increases in General Fund appropriations, reserves and designations were
approximately $233 million. As discussed below, the most significant changes occurred in the
following areas:

e Appropriations were increased for the public protection category by approximately
$95 million. Funding was added to the Emergency Preparedness and Response budget
($44 million) and the Sheriff's Department ($33 million). The source of the additional
funding was primarily grant revenues that were added to the original budget. The
remaining $18 million consisted of a variety of supplemental allocations.

e Appropriations for “transfers out” were increased by $64 million. Of this amount, General
Fund operating subsidies to the Hospital Funds were increased by $46 million (from
$946 million originally budgeted to $992 million). The remaining $18 miillion increase was
related to various transfers to Special Revenue Funds.

e Overall appropriations were increased for the general government category by
$63 million. The most significant factor associated with this net change was an increase
of $65 million to the Judgment and Damages budget unit for estimated settiement
payments.

Actual Expenditures/Other Financing Uses Compared with Final Budget Amount

Actual expenditures/other financing uses for the current year were $2.441 billion lower
(approximately 15%) than the final total budget of $16.311 billion. Although there were
budgetary savings in all categories, following are the functional areas that recognized the largest
variations from the final budget:

e The category referred to as “all other expenditures” reflected actual spending of
$1.188 billion less than the budgeted amount. Nearly all ($1.177 billion) of this variance
was related to the capital outlay category. There were many capital improvements
anticipated in the budget that remained in the planning stages and did not incur
expenditures during the year. Most of the unused balance has been reestablished in the
following year’s budget to ensure the continuity of the projects, many of which are muiti-
year in nature.

e The general government function reported actual expenditures that were $451 million
less than the amount budgeted. Of this amount, $265 million represented budgetary
savings for items that are not associated with specific County departments, such as
provisional appropriations, central non-departmental appropriations, and extraordinary
maintenance and repairs. The remaining $186 million was spread across virtually every
department comprising general government and was mostly related to savings in the
areas of salaries and services and supplies.
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Actual Expenditures/Other Financing Uses Compared with Final Budget Amount-Continued

e Actual public assistance expenditures were $276 million lower than the final budget. Of
this amount, $236 million was concentrated in social service, children, and family
programs. Administrative costs were lower than anticipated due to vacant positions,
hiring delays, and delays in implementing certain programs. As information became
available during the year regarding potential cuts in State funded programs, there was a
corresponding slowdown in hiring. The remaining variance amount of $40 million was

related to other public assistance programs.

e Overall expenditures for the health and sanitation category were $225 million less than
the budgeted amount. Appropriations related to mental health services exceeded actual
expenditures by $167 million, primarily due to less than anticipated costs for services and
supplies and to a lesser extent, salary savings. The remaining variance of $58 million
was associated with a variety of health care programs administered by the Departments

of Health Services and Public Health Services.

Capital Assets

The County’s capital assets for its governmental and business type activities as of June 30,
2008 were $17.525 billion (net of depreciation). Capital assets include land, easements,
buildings and improvements, equipment, and infrastructure. The major infrastructure network

elements are roads, sewers, water, flood control, and aviation.

The total increase in the County’s capital assets (net of depreciation) for the current fiscal year

was $267 million, as shown in the following table.

Changes in Capital Assets, Net of Depreciation
Primary Government - All Activities
(in thousands)

Current Prior Increase
Year Year (Decrease)
Land and easements $ 7,262,068 $ 7,240,287 21,781
Buildings and improvements 3,059,365 3,044,116 15,249
Infrastructure 5,197,564 5,291,789 (94,225)
Equipment 437,770 370,197 67,573
Construction-in-progress 1,568,583 1,311,702 256,881

Total $17,525.350 $17,258,091 $ 267,259
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The County’s most significant capital asset activity during the current year was concentrated in
the area of construction-in-progress. For governmental activities, there were additions of
approximately $78 million to flood and road infrastructure projects that remained in progress.
For business-type activities, the new LAC+USC Medical Center neared completion and its
capitalized costs during the current year approximated $70 million and its outstanding
contractual commitments as of June 30, 2008 approximated $21 million. The Harbor/UCLA
Medical Center Surgery/Emergency Replacement Project continued to progress and its
capitalized costs during the current year were $30 million.

Debt Administration
The following table indicates the changes in the County’s long-term debt during the year:
Changes in Long-Term Debt

Primary Government - All activities
(in thousands)

Current Prior Increase
Year Year (Decrease)

Bonds and Notes Payable $ 1,942,453 $1,848,630 $ 93,823
Pension Bonds Payable 900,824 1,185,197 (284,373)
Total $2.843277 $3.033,827 $(190,550)

During the current year, the County’s liabilities for long-term debt decreased by $191 million, or
6.3%. Specific changes related to governmental and business-type activities are presented in
Note 10 to the basic financial statements. During the current year, significant long-term debt
transactions were as follows:

¢ Refunding bonds totaling $94 million, along with other funding sources, were used to
advance refund outstanding bond principal of $127 million.

¢ New debt of $50 million was issued to finance the acquisition of equipment. Equipment
debt totaling $53 million was redeemed during the year in accordance with maturity
schedules.

e New debt of $203 million was issued to finance the construction of various hospital
improvements.

¢ Pension bonds totaling $284 million were redeemed during the year.

In addition to the above borrowing, the County continued to finance General Fund cash flow
shortages occurring periodically during the fiscal year by selling $500 million in tax and revenue
anticipation notes which reached maturity on June 30, 2008, and by periodic borrowing from
available trust funds.
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Bond Ratings

The County's debt is rated by Moody's, Standard and Poor's, and Fitch. The following is a
schedule of ratings:

Moody's Standard and Poor's Fitch

General Obligation Bonds Aa3 AA-
Pension Bonds A1 A+
Facilities A2 A+ A
Equipment/Non-Essential Leases A2 A+ A
Short-Term MIG1 SP-1+ F-1+
Commercial Paper P-1 A-1+
Flood Control District General

Obligation Bonds Aal AA
Flood Control District Revenue

Bonds Aa1 AA- AA
Regional Park and Open Space

District Bonds Aa2 AA AA+

During the current year, the County’s Equipment/Non-Essential Leases were upgraded by
Moody's from A3 to A2. All other bond ratings were maintained at the same level as the
previous year.

Economic Conditions and Outlook

The Board of Supervisors adopted the County’s 2008-2009 Budget on June 17, 2008. The
Budget was adopted based on estimated fund balances that would be available at the end of
2007-2008. The Board updated the Budget on October 7, 2008 to reflect final 2007-2008 fund
balances and other pertinent financial information. For the County’s General Fund, the 2008-
2009 Budget, as updated in October 2008, utilized $1.809 billion of available fund balance,
which exceeded the previously estimated fund balance of $1.419 billion. Of the additional fund
balance of $390 million, $155 million was used to carryover lapsed appropriations and
$48 million was appropriated for one-time purchases of a critical nature. The remaining surplus
of $187 million was set aside to manage potential State funding reductions and the impact of the
ongoing economic downturn.

The County's economic outlook mirrors the rest of the nation as it faces the challenges of a
recessionary environment. The County’s new homebuilding and resale housing market has
been, and continues to be, in decline. The resale housing market presents the biggest risk to
the County, which could have a negative impact on property tax revenues. For the year ended
June 30, 2008, property tax revenues represented 27.5% of total revenues recognized from
governmental activities. These revenues are the County’s single most important source of
funding and are vital to programs which rely on discretionary funding sources. County
management is closely monitoring changes in assessed property values and adjusting revenue
estimates as new information becomes available. For 2008-2009, a five-percent (5%) growth
assumption was used for property tax revenues, down from the nine-percent (9%) growth factor
that was used in 2007-2008.
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As a result of growth limits on assessed values imposed by Proposition 13, there is a significant
amount of home value appreciation that occurred over the last five years that has not been
reflected on the property tax rolls. This increase will likely help offset any future valuation
reductions. Unless the housing decline extends for several years or becomes more severe, the
County’s property tax base is not likely to be materially affected.

The County’s financial outlook is also affected by ongoing and severe budget problems at the State
level. The State Legislative Analyst's Office (LAO) has estimated that the State’s budget deficit will
be approximately $8.4 billion by the end of 2008-2009. The deficit is att<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>