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SUBJECT: REVIEW OF THE CONSOLIDATED FIRE PROTECTION DISTRICT
BUDGET AND FINANCIAL POSITION FOR FISCAL YEAR 2011-12
(Board Agenda Item 45, September 4, 2012)

On September 4, 2012, the Board of Supervisors (Board) instructed the Auditor-
Controller (A-C), with assistance from the Chief Executive Office (CEO), to review the
Fiscal Year (FY) 2011-12 budget and financial position of the Los Angeles County
(County) Consolidated Fire Protection District (Fire or District). Specifically, the Board
requested the A-C to:

(1) Validate Fire’s reported operating revenue and expenditures for FY 2011-12,

(2) Compare Fire’s actual financial performance for the fiscal year to its budget,

(3) Review Fire’s reported deficit, and

(4) Compare the District's services and amounts paid by property owners in the
cities/areas served by the District.

We expanded our review to include the following three areas:

(5) Evaluate the future outlook of Fire's revenues and expenditures,

(6) Compare Fire’s Fund Balance to other counties’ fire districts, and

(7) Review discounts (salary credits) the District gives to independent cities that
contract for Fire services (Contract Cities).
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Background

Fire operates, under State law, as a Special District governed by the Board. The
District's resources are accounted for within a Special Revenue Fund that is
independent of the County General Fund. Fire is funded primarily by the District’s share
of Countywide property taxes, and a voter-approved Special Tax. The District also
receives revenue from the State and federal governments, and from Contract Cities.
For FY 2011-12, Fire had over 4,500 budgeted positions, and an annual budget of
$989.6 million.

As a Special District, Fire maintains its own Special District fund. At the end of each
fiscal year, with the Board’s approval, Fire can reserve unspent funds from that year
and carry them over for future use to meet unanticipated emergencies, funding
shortfalls, and other needs. Fire’s reserves include the following:

e Fund Balance - Fund Balance is an accumulation of unspent funds from prior
years as a result of the District's revenue exceeding its expenditures. At the
beginning of FY 2011-12, Fire’s Fund Balance totaled $81.3 million.

¢ Committed Designations (Designations) - Designations are portions of Fund
Balance set aside from year-to-year for tentative plans for committed future
spending. The amounts recommended for movement to and from Designations,
and the purposes for the use of Designations, are based on plans established by
Fire and the CEO, and are subject to Board approval. Fire’s Designations
include three internal accounts: 1) Budget for Uncertainties; 2) Infrastructure
Growth/Fixed Assets; and 3) Capital Projects. At the beginning of FY 2011-12,
the District maintained $118.8 million in Designations.

e Accumulated Capital Outlay (ACO) Funds - Fire has ACO funds that the
District can transfer funds in and out of for specific capital projects and
infrastructure needs. ACO funds are technically not “reserve” funds because
they are intended for committed expenses for identified capital outlays. At the
beginning of FY 2011-12, Fire’s ACO funds had a balance of $49.3 million for
capital improvements/replacements.

On March 28, 2013, the CEO reported to your Board separately on projected changes
in the District's revenue and expenditures that could materially impact Fire’s financial
condition, and provided multi-year estimates of the District's reported structural deficit
and future fiscal challenges. The CEO provided updated revenue and expenditure
forecasts on May 8, 2013. The CEO’s revised projections have been incorporated
within this report, where applicable.
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Review Summary

This report includes significant analysis of Fire's budgetary performance and historical
revenue and spending trends. Throughout the report are references to various Tables
that summarize calculations in support of financial conclusions. These Tables are
provided within a single Attachment to provide ease of reference. A more detailed
analysis of each review area and recommendations are described in the Review Detail
section of this report.

(1) Validate Fire’s Reported Operating Revenue and Expenditures for FY 2011-12
(Table 1): Our review determined that Fire accurately reported its operating revenue
and expenditures for FY 2011-12. We reviewed supporting documentation for $788.0
million (92%) of Fire’s operating revenue, which totaled $860.3 million, and all of Fire's
operating expenditures, totaling $871.6 million, and determined the amounts reported
were reasonable and accurate.

(2) Compare Fire’s Actual Financial Performance to Budget for FY 2011-12 (Tables
1 and 2): Fire's routine/ongoing operating revenues exceeded operating expenditures
by $9.6 million. However, decisions to purchase needed fixed assets and equipment
generated an additional $20.9 million of expenditures, resulting in an $11.3 million net
operating deficit (excluding carry-over fund balance).

Fire’s actual expenditures (including routine operating expenditures and purchases of
fixed assets and equipment) of $918.5 million exceeded their actual revenue of $884.0
million, after including the impact of fund transfers to and from reserves and ACO funds,
resulting in a $34.5 million shortfall. However, technically speaking, Fire operated within
its budget because it ended FY 2011-12 with a $46.8 million surplus due to an $81.3
million carry-over fund balance from the previous fiscal year. The $46.8 million surplus
became the year-end Fund Balance that carried forward as the District's FY 2012-13
beginning Fund Balance.

It is important to distinguish between an assessment of one year's operating
performance, and a snapshot of cumulative fund balance/deficit. The former is isolated
to one annual budget cycle, and the latter is more applicable to the adequacy of
ongoing cash flows.

(3) Review Fire’s Reported Deficit (Table 2): Irrespective of Fire's carry-over fund
balance, Fire could have entirely avoided any deficit in FY 2011-12 by utilizing reserve
funds (i.e., Designations) to offset expenditures, including expenditures due to Fire’s
decisions to purchase fixed assets and equipment. The CEO reported that Fire had a
FY 2011-12 operating deficit of $16.8 million. However, we calculated the deficit to be
$11.3 million. The difference in operating deficits is due to the CEO’s inclusion of $5.5
million in net transfers out to Fire’s Capital Project ACO Fund and Helicopter ACO
Fund, which included an $874,000 transfer for scheduled helicopter lease payments.
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For the FYs 2013-14 through 2016-17, the CEO projects that Fire will have an ongoing
deficit, with a surplus projected in FY 2017-18. Fire provides critical services, and must
be able to purchase fixed assets and equipment when needed. However, Fire may be
able to minimize or avoid deficits through strategic timing of its acquisition of fixed
assets and capital improvements, consideration of potential market-based financing
options to pay for these acquisitions, and decisions about how to use its Fund Balance,
Designations, and/or ACO funds to smooth the cyclical impact of economic downturns.

(4) Compare Services and Amounts Paid by Property Owners Served by the
District (Table 3): Our review compared services and amounts paid by property
owners in the cities/areas served by the District. Fire management indicated that the
District provides an equal level of fire protection and emergency medical services to all
areas, and responds to calls from the closest available fire station, regardless of the
location of the emergency.

We also determined that the average per parcel amount paid by property owners within
the unincorporated areas is less than the amount paid in independent cities that pass
through a portion of their property tax revenue to the County (Property Tax Cities) and
Contract Cities served by the District. The difference in these amounts is due primarily
to the lower average assessed value per parcel in the unincorporated areas. Given the
difference in these assessed values, the amount paid within unincorporated areas
compared to cities appears reasonable. We also determined that a portion of the
difference between the average amounts paid in Property Tax and Contract Cities is
due to salary credits given to some Contract Cities, which we explain in detail later in
this report.

(5) Evaluate Fire’s Future Outlook of Revenue and Expenditures (Tables 4 and 5):
We reviewed the most significant operating revenue and expenditure sources for the
District, and evaluated the reasonableness of the CEO’s projections. Based on our
review of the CEO’s methods, and related forecasts and analysis, we concluded that
operating projections appear reasonable. However, Fire needs to work with the CEO to
refine its existing plans for fixed assets and capital improvement needs, including
consideration of financing alternatives that will meet the District's requirements, while
minimizing deficits.

(6) Compare Fire’s Fund Balance to Other Counties’ Fire Districts (Table 6): We
compared the reasonableness of Fire’s Fund Balance for FY 2011-12 to three other
counties’ fire districts, and determined that the District maintains a significantly lower
Fund Balance as a percentage of its expenditures than the other counties. Fire needs
to establish criteria for the amount that should be maintained in its Fund Balance,
Designations, and ACO funds, and a strategy for use of long-term financing for major
acquisitions and capital outlays.
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(7) Review Discounts (Salary Credits) the District Gives to Independent Cities that
Contract for Fire Services (Contract Cities): Fire informed us that they provide
salary credits to some Contract Cities based on criteria such as Fire's experience and
knowledge of operations, population density, proximity to other fire stations, and
negotiations with each city. We could not conclusively determine if salary credits are a
prudent business model because the program’s limited structure relies on significant
subjectivity. Fire needs to reevaluate the amount of salary credits given to Contract
Cities to ensure relative parity between amounts paid by cities/areas, and to address
the District's projected deficits.

Review Detail

(1) Validate Fire’s Reported Operating Revenue and Expenditures for FY 2011-12
(Table 1)

Based on our review of Fire’s financial records and external information, Fire accurately
reported its operating revenue and expenditures for FY 2011-12. We reviewed
supporting documentation for $788.0 million (92%) of Fire’s total operating revenue, and
all of Fire’s operating expenditures, totaling $871.6 million, and determined the amounts
reported were reasonable and accurate.

(2) Compare Fire’s Actual Financial Performance to Budget for FY 2011-12 (Tables
1 and 2)

Fire’s routine/ongoing operating revenues exceeded operating expenditures by $9.6
million. However, decisions to purchase needed fixed assets and equipment generated
an additional $20.9 million of expenditures, resulting in an $11.3 million net operating
deficit (excluding carry-over fund balance).

Our review noted that in FY 2011-12, Fire collected less operating revenue than
budgeted by $25.8 million (3%), primarily in State and Federal funding, and charges for
services. Fire under spent its operating expenditures compared to its budget by $71.1
million (8%), primarily in Services and Supplies (S&S), and Salaries and Employee
Benefits (S&EB) expenditures. We also noted that Fire spent $6.2 million less than
budgeted for fixed asset purchases.

The $25.8 million operating revenue shortfall was mainly due to the following:

e Intergovernmental Revenue - The actual revenue received was $16.8 million
less than budgeted. Fire indicated that the reduced revenue included $9.3
million because of grant-funded purchases being deferred to the following fiscal
year, and staffing vacancies that resulted in reimbursement claims being delayed
until FY 2012-13.
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e Charges for Services - The actual revenue received was $8.0 million less than
budgeted, primarily due to lower billable services in major fire and emergency
assistance to other jurisdictions, lower ambulance revenue from fewer
ambulance calls, and lower college affiliation agreement revenue. This amount
also includes an $874,000 decrease in Contract City revenue, primarily due to
prior-year billing adjustments, which amounted to approximately 1% of total
Contract City revenue.

The $71.1 million savings in operating expenditures were related to several factors,
including:

e Services & Supplies - Actual expenditures were $44.9 million less than
budgeted. The District indicated that the savings were due to Fire’s self-imposed
greater scrutiny on all purchasing, and changes in District priorities.

e Salaries & Employee Benefits - Actual net expenditures were $15.3 million less
than budgeted. The District had $25.0 million in savings due to fewer major fires
and emergency deployments than in prior years (reducing overtime expense),
and vacant positions, as a result of a self-imposed freeze on hiring administrative
staff. These savings were partially offset by $9.6 million in higher than expected
Workers’ Compensation, Choices, and Horizons costs.

¢ Fixed Assets/Equipment - The $6.2 million in fixed asset savings were due to
changes in the District's fixed asset priorities, and carryover of items to the
following fiscal year. In FY 2011-12, the District spent $20.9 million for fixed
assets, paid for with $3.7 million from its Designations, and $17.2 million in
operating revenue.

We concluded that overall, Fire operated within budget. Fire’s actual expenditures of
$918.5 million exceeded their actual revenue of $884.0 million, which resulted in a
$34.5 million shortfall. However, Fire’s carry-over Fund Balance from the prior year of
$81.3 million helped reduce the shortfall, which resulted in overall savings of $46.8
million. The $46.8 million became the FY 2011-12 year-end Fund Balance, and was
carried forward to FY 2012-13 as the District’s beginning Fund Balance.

As previously indicated, Fire management can set aside funds in reserves and ACO
funds for tentative future spending plans, unanticipated emergencies, funding shortfalls,
capital improvements, and other needs. We noted that the $34.5 million shortfall,
discussed above, could have been further reduced or eliminated if Fire decided to retain
funds for its Operating Budget, rather than transfer out a net total of $23.2 million, which
includes $17.7 million in transfers to their ACO Fund and $5.5 million to their
Designations.
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It is important to distinguish between an assessment of one year's operating
performance, and a snapshot of cumulative fund balance/deficit. The former is isolated
to one annual budget cycle, and the latter is more applicable to the adequacy of
ongoing cash flows.

(3) Review of Fire’s Reported Deficit (Table 2)

FY 2011-12 CEO’s Reported Deficit: Irrespective of Fire’s carry-over fund balance,
Fire could have entirely avoided a deficit in FY 2011-12 by utilizing reserve funds (i.e.,
Designations) to offset expenditures, including expenditures due to Fire’s decisions to
purchase fixed assets and equipment. The CEO reported that Fire had a FY 2011-12
operating deficit of $16.8 million. We calculated the deficit to be $11.3 million. The
difference in operating deficits is due to the CEOQO’s inclusion of $5.5 million in net
transfers out to Fire’'s Capital Project ACO Fund and Helicopter ACO Fund, which
included an $874,000 transfer for scheduled helicopter lease payments.

The $16.8 million deficit reported by the CEO for FY 2011-12 was based on Fire using
their operating funds to pay for their fixed assets and capital projects. Specifically, Fire
spent $20.9 million on fixed assets and equipment, and transferred out a net of $5.5
million to their ACO Fund reserves. We determined that the $5.5 million should not be
included to determine Fire’s operating surplus or deficit, as this fund was preserved and
transferred out to generally build up Fire’s overall reserves (see chart below).

COMPARISON OF OPERATING SURPLUS/DEFICIT CALCULATIONS
FISCAL YEAR 2011-12

{Amounts in millions)

CEO’s Calculation | A-C’s Calculation
Operating Revenue $ 860.3 $ 860.3
Less: Operating Expenditures (850.7) (850.7)
Less: Fixed Asset/Equipment Expenditures (20.9) (20.9)
Less: Net Transfers to Fire ACO Funds (5.5) -
Operating Surplus/(Deficit) $ (16.8) $ (11.3)

Determining Fire’s Deficit/Surplus: Determining Fire's year-end results, either a
deficit or surplus, largely depends on decisions made by Fire management to purchase
fixed assets and specialized fire-fighting and safety equipment, and transfer out unspent
funds into ACO funds for capital improvement expenditures. For example, in FY 2011-
12, we noted that Fire transferred out a total of $17.7 million to their ACO funds. Fire
could have reduced or avoided their reported $16.8 million deficit if Fire decided to
retain those funds in their Operating Budget.
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Understandably, Fire provides critical services, and must be able to purchase fixed
assets and equipment when needed. However, Fire may be able to minimize or avoid
deficits through strategic timing of its acquisition of fixed assets and capital
improvements, consideration of potential market-based financing options to pay for
these acquisitions, and decisions of how to use its Fund Balance, Designations, and/or
ACO funds to smooth the cyclical impact of economic downturns.

Fire management indicated that, while they reported a deficit in FY 2011-12, the District
has made substantial efforts over the past few years to continue to provide the same
level of protection. These efforts are despite a reduction in property tax revenue, and
$50.3 million in spending cuts implemented as Fire's contribution toward Countywide
budget reductions.

According to Fire management, the District strives to balance funding constraints with
priority needs for fixed assets, specialized fire-fighting and safety equipment, and critical
long-term infrastructure needs. Fire has identified approximately $423.8 million in
critical infrastructure needs, such as repair and replacement of fire stations, and
modification of facilities to accommodate privacy and access issues. The majority of
these needs are not addressed in the District’'s operating budget.

Based on Fire’s projected operating revenue and expenditures, including fixed asset
and capital project requirements for future years, the CEO and Fire conclude that the
District has an ongoing deficit. However, as noted earlier, Fire's year-end results (i.e.,
reporting a deficit) depend largely on decisions by Fire regarding the amount and
funding source for its fixed asset and capital project expenditures, transfers to/from its
accumulated Fund Balance, Designations, or ACO funds, and/or financing options. For
example, if Fire were able to delay some fixed asset and capital improvement
expenditures, and/or decide how to use its Fund Balance, Designations, or ACO funds,
and/or utilize bonds to pay for those expenditures, the District could minimize or avoid
reporting a deficit.

A-C’s Review of CEO Projections: As noted in Table 2, the CEO’s May 2013 updated
projections indicate that Fire will have deficits from FY 2013-14 through FY 2016-17,
with a surplus projected in FY 2017-18. Fire may be able to minimize or avoid deficits
through strategic timing of its acquisition of fixed assets and capital improvements,
consideration of market-based financing options to pay for these acquisitions, and
decisions about how to use its Fund Balance, Designations, and/or ACO funds to
smooth the cyclical impact of economic downturns.

Fire management indicated that the recent and projected future deficits were primarily
due to lower property tax revenue, as a result of Countywide reductions in property
values over the last few years. For example, Fire’s secured and unsecured property tax
revenue decreased from FY 2008-09 to FY 2010-11 by $14.1 million (3%). These
projections have changed since the CEO’s March 2013 report, based on expected
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increases in property tax revenue, and increases in expenditures due to negotiated
salary increases and other cost increases.

Property taxes are Fire’s major source of funding, and projections are based on
economic indicators of anticipated property tax revenues, as forecasted by the Office of
the Assessor (Assessor). Both the Assessor and the CEO project that property tax
revenue will increase over the next few years. We reviewed the Assessor's economic
evaluation, including forecasts of property values and resultant property taxes, and
agree with their assessment. Additionally, the State’s dissolution of Community
Redevelopment Agencies will result in an increase in property tax revenue for the
District. We also reviewed Board correspondence, State legislation, and associated
contracts related to other major revenue categories and conclude these sources provide
a reasonable basis for forecasting CEO’s projections.

A-C’s Review of Fire’s Designations: Although CEO reports a deficit moving forward,
we noted that there is sufficient funding projected to be available within Fire’s
Designations to offset its projected deficits in each of the fiscal years that the CEO
projects a deficit. One of the purposes of Designations is for budget uncertainties that
Fire may experience. While we recognize that Fire needs an appropriate amount of
reserves for unexpected emergencies and critical infrastructure needs, a key issue is
the adequacy of reserves. We will discuss reserves later in this report within the context
of comparing Fire’s reserves to other counties’ fire districts.

A-C’s Review of Fire’s Fixed Asset and Capital Project Expenditures: Fire’s fixed
asset expenditures, and transfers to and from the District's Designations and its ACO
funds vary from year to year. As discussed earlier, Fire may be able to limit its deficits
through a combination of delaying action on fixed assets and capital improvements, or
deciding how to use its available Fund Balance, Designations, or ACO funds, and/or
developing a plan to use long-term financing for major acquisitions and capital
improvements. Fire management has indicated their need to balance available funding
with priority fixed assets, specialized fire-fighting and safety equipment, and critical
long-term infrastructure needs. Fire management further indicated that the changes in
purchases and transfers from year to year are due in part to the District adjusting its
outlays based on its financial status. For example, Fire shared with us that they intend
to purchase some fire-fighting vehicles every three years, instead of every year, to
address the District’s financial issues.

Fire provides essential fire protection and emergency medical services to cities/areas
within the District, and must make fixed asset purchases and capital improvements, as
deemed necessary by the District. Fire also needs to have appropriate reserves for
unexpected emergencies. In addition to periodic replacement of fire-fighting vehicles,
the District also has approximately $423.8 million in long-term unmet infrastructure
needs, which include remodeling/replacing some fire stations, and replacing the
District's headquarters.
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We reviewed Fire's inventory of fixed assets (primarily Fire vehicles) and critical
infrastructure needs, and the corresponding amounts within the CEQO's spending
forecasts for each of the projected budgets through FY 2017-18. The fixed asset costs
are consistent with Fire's recent purchases and plans to purchase vehicles every three
years, and infrastructure pricing is based on the expertise of the Department of Public
Works, and engineering and construction estimates previously obtained for proposed
projects.

Based on our review, the cost of Fire's projected expenditures appears to be consistent
with pricing within the competitive marketplace. However, the timing of the acquisition
of fixed assets and capital improvements is based on factors such as industry
recommended replacement schedules, and the expertise of Fire and the CEOQO, in
conjunction with the District's preparation of their annual budget. We noted that most of
the anticipated critical infrastructure needs are not included in the budget projections in
Table 2. Fire management indicated that they are working with the CEO to enhance the
accuracy of forecasting by clarifying plans to address their critical needs, including
financing some capital projects using bonds.

Fire and the CEO should continue to evaluate the District’'s fixed asset and critical
infrastructure needs, review the District's transfers to/from its Fund Balance,
Designations, and ACO funds, explore financing options, and develop a financial plan
(e.g., including project prioritization, timeframes, funding sources, etc.) that will meet the
District's needs, while minimizing deficits.

Recommendation

1. Fire management and the CEO continue to evaluate the District’s fixed
asset and critical infrastructure needs, review the District’s transfers
to/from its Fund Balance, Designations, and ACO funds, explore
financing options, and develop a financial plan (e.g. including project
prioritization, timeframes, funding sources, etc.) that will meet the
District’s needs, while minimizing deficits.

(4) Compare Services and Amounts Paid bv Property Owners in the Cities/Areas
Served by the District (Table 3)

The District provides fire protection and emergency medical services to unincorporated
areas of the County, 47 Property Tax Cities, and 11 Contract Cities. The Contract
Cities are independent cities that have been added to the District’'s service area since
1978, and receive fire and emergency medical services under contract with the District.
The District received approximately $91.7 million from Contract Cities in FY 2011-12,
and $545.1 million in property taxes and $73.8 million from the Special Tax on parcels
in Property Tax Cities and unincorporated areas.
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The Board asked the A-C to compare the services provided and amounts paid by
property owners in the cities/areas served by the District. Fire management indicated
that they provide an equal level of fire protection and emergency medical services to all
areas, and respond to calls from the closest available fire station, regardless of the
location of the emergency.

As noted in Table 3, Fire’s analysis of its FY 2011-12 revenue, including property tax
and the Special Tax, indicates that the average Fire-related tax per parcel in Property
Tax Cities is approximately 11% more than the average in Contract Cities: $673 for
Property Tax Cities, compared to $600 for Contract Cities. However, the Fire-related
tax paid per parcel in unincorporated areas, $458, is much less than the amount paid in
Property Tax and Contract Cities. The lower average amount paid in unincorporated
areas is due to the lower average assessed value per parcel in the unincorporated
areas, $254,000, compared to $392,000 in Property Tax Cities, and $403,000 in
Contract Cities.

Given the difference in assessed values, the difference in amounts paid between
unincorporated areas and the Cities appear reasonable. However, the difference
between the average amount paid in Property Tax and Contract Cities is much more
than the difference between the average assessed values ($392,000 versus $403,000,
a 3% difference). As discussed later in the report, another reason for the difference
between the average amounts paid in Property Tax and Contract Cities may be related
to salary credits given to some Contract Cities.

(5) Evaluate Fire’s Future Outlook of Revenue and Expenditures (Tables 4 and 5)

As noted earlier, the District reported $860.3 million in operating revenue and $871.6
million in operating expenditures for FY 2011-12. We reviewed the most significant
revenue sources for the District, amounting to $788.0 million (92%) of Fire’s total
revenue, and all of Fire's expenditures to evaluate the reasonableness of the CEQO’s
projections. Attached is a summary of the District's significant revenue (Table 4) and
expenditure (Table 5) categories for FY 2011-12, and the future outlook and expected
changes in those amounts.

As previously mentioned, current projections indicate that the District's property tax
revenue may increase over the next few years. Based on our review of the CEO’s
methods and related forecasts from the Assessor, and our review of Board
correspondence, State legislation, and associated contracts related to other major
revenue categories, the CEO’s revenue estimates for future fiscal years appear
reasonable. Fire management indicated that they are also evaluating potential sources
of increased revenue from health care reform (Affordable Care Act), user fees, and
assessments for responses to vehicle accidents.
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Our review of Fire’s FY 2011-12 expenditures indicates that combined S&S and S&EB
costs of approximately $849.0 million will be incurred on an ongoing basis. The CEO
projects Fire’s ongoing operating expenditures for FY 2012-13 to be $866.7 million. The
$17.7 million difference is due to projected increases in employee benefits. Based on
our analysis of Fire’s fixed asset needs, comparisons of year-to-year S&S needs, and
recently negotiated wage increases, the CEO’s expenditure projections appear
reasonable.

Fire’s fixed asset expenditures may vary based on the District's purchasing decisions.
For example, Fire management indicated that they plan to purchase fire engines and
other vehicles every three years beginning in FY 2013-14, instead of purchasing
vehicles every year, as they have in the past. However, the actual amount of fixed
asset expenditures will depend on the reliability of Fire’'s existing major equipment, the
need for additional equipment, management’s decisions about financially substantive
purchases, and how to fund these expenditures. Fire management also indicated that
they are continuing to look at ways to reduce their expenditures, such as leasing fire-
fighting equipment and identifying internal efficiencies.

(6) Compare Fire’s Fund Balance to Other Counties’ Fire Districts (Table 6)

At the beginning of FY 2011-12, Fire had $81.3 million in Fund Balance and $118.8
million in Designations. At the end of FY 2011-12, the Districts Fund Balance
decreased to $46.8 million, and Designations increased to $125.9 million. The
accumulated Fund Balance and Designations for Budget Uncertainties provide a margin
of financial safety, allowing the District to meet unanticipated emergencies and funding
shortfalls.

To determine the reasonableness of Fire’s Fund Balance, we compared the District’s
beginning Fund Balance as a percentage of its expenditures for FY 2011-12 to the
Orange County Fire Authority, and the San Bernardino and Ventura County Fire
Protection Districts. Our comparison indicates that the District maintains a significantly
lower Fund Balance as a percentage of its expenditures than the other counties. ltis a
substantial challenge to find any fire entity in California or nationwide that is closely
comparable to Los Angeles County Fire due to differences in legal structure, size,
demographics, geographic diversity, accounting methods, etc. Our comparison of Fire
with other entities is intended to provide a measure of perspective given the unique
aspects of each entity.

In our 2005 audit of Fire’s budget, we indicated that the District did not have a formal
policy on how much should be maintained in its Fund Balance. In our current review,
we noted that Fire has not developed the recommended formal policy for its Fund
Balance. However, the CEO indicated that based on Government Finance Officers
Association (GFOA) guidelines, Fire should have operating reserves equal to two
months (17%) of the District’s operating expenses, or $148.2 million.
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As noted in Table 6, Fire’s Fund Balance of $81.3 million, or 5%, is less than the 17% in
reserves recommended by the GFOA. However, if Fire's Designations balance of
$118.8 million (excluding ACO funds) is added to the Fund Balance, Fire’s total
reserves of $200.1 million, or 22%, exceeds the GFOA guidelines.

In addition, we noted that Fire has not established formal criteria for how much should
be maintained in its Infrastructure Growth or Capital Project Designations. Fire also has
not developed a formal plan to fund its infrastructure needs, including projects such as
the proposed replacement headquarters building that could be paid for with long-term
financing. Without appropriate criteria to prioritize competing needs, and evaluation of
financing alternatives, Fire may accumulate insufficient or excessive funds to pay for
major items, such as improvements to Fire facilities (i.e., capital projects), and
replacement of high-cost equipment (e.g., fleet vehicles, large-scale communication
systems, etc.).

Fire should work with the CEO to: 1) establish criteria for the amount that should be
maintained in the Districts Fund Balance, Designations, and ACO funds; and 2)
develop a formal plan to use Designations, ACO funds, and/or long-term financing to
facilitate the acquisition of its equipment and infrastructure/capital improvement needs.

Recommendations

Fire management work with the CEO to:

2. Establish criteria for the amount that should be maintained in the
District’s Fund Balance, Designations, and ACO funds.

3. Develop a formal plan to use Designations, ACO funds, and/or long-term
financing to facilitate the acquisition of its equipment and infrastructure/
capital improvement needs.

(7) Review Discounts (Salary Credits) the District Gives to Independent Cities that
Contract for Fire Services

Fire management indicated that the contractual agreements Fire has with each Contract
City per year include salary credits, in part because the Cities help the District fund
stations in their areas. According to Fire, this allows the District to have more stations,
and provides better geographic coverage to all areas of the District.

In FY 2011-12, the salary credits provided by Fire to nine of the 11 Contract Cities
totaled $19.9 million (approximately 22% of Fire’s FY 2011-12 Contract Cities revenue).
The credits vary, and are based on Fire’s experience and knowledge of operations and
negotiations with each Contract City. Fire explained that the credits determination
considers factors such as population, incident levels, land use, and availability of nearby
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District resources. Fire believes the incremental value of the Contract Cities’ resources
exceeds the Cities’ revenue stream by over $40 million annually. For example, Fire
described that the District moved an existing engine, Engine 15, into a station newly
built in the City of La Mirada (Station 194). The City of La Habra funded 50% of the
construction cost for the station, so the staffing for Station 194 is included on the annual
fee calculation for the City of La Habra. The District incurred no additional operating
cost to staff Station 194. The merits of the District’'s cost share are determined on a
city-by-city basis, and justification provided is based on each city’s benefits to the
District.

We could not conclusively determine if salary credits are a prudent business model
because the program’s limited structure relies on significant subjectivity. Fire should
reevaluate the salary credits given to Contract Cities to ensure relative parity between
the amounts paid among Contract and Property Tax Cities, and to address the District’'s
projected deficits.

Recommendation

4. Fire management reevaluate the salary credits given to Contract Cities
to ensure relative parity between the amounts paid among Contract and
Property Tax Cities, and to address the District’s projected deficits.

Review of Report

We discussed the results of our review with Fire and the CEO. Fire and CEO
management each expressed their commitment to resolving the District's projected
deficits, including working together to identify additional revenue streams, financing
plans, and efficiencies to curtail costs. The District’'s response is attached (Attachment
II) and indicates that Fire will provide the A-C with an action plan, including timeframes
for implementing the recommendations, within 90 days.

We thank Fire and the CEO for their cooperation and assistance during our review.
Please call me if you have any questions, or your staff may contact Robert Smythe at
(213) 253-0101.

WLW:RS

c: William T Fujioka, Chief Executive Officer
Daryl L. Osby, Fire Chief
Sachi A. Hamai, Executive Officer, Board of Supervisors
John F. Krattli, County Counsel
Santos H. Kreimann, Chief Deputy Assessor
Gail Farber, Director of Public Works
Justice Deputies
Public Information Office
Audit Committee
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BUDGET TO ACTUAL FINANCIAL COMPARISON DETAIL

FISCAL YEAR 2011-12
TABLE 1 (AMOUNTS IN MILLIONS)

Over or (Under)

Budget Actual Budget
Beginning Fund Balance $ 81.3 § 81.3 § =
Operating Revenue
Property Taxes $ 5447 $ 5451 $ 04
Charges for Services 1711 163.1 (8.0)
Voter-Approved Special Tax 73.6 73.8 0.2
Intergovernmental - State & Federal 66.1 493 (16.8)
Licenses & Permits 13.0 13.0 -
ERAF Tax 9.7 9.7 -
Fines & Forfeitures 58 4.1 (1.7)
Interest & Rents 1.6 11 (0.5)
Misc & Other Financing 0.5 1.1 0.6
Total Operating Revenue $ 886.1 $ 860.3 $ (25.8)
Designations (1)
Capital Projects $ 147 $ 147 $ -
Budget Uncertainties/Commit Cancel 3.8 53 1.5
Infrastructure Growth/Fixed Assets 3.7 3.7 -
Total Designations/Cancellations - 222 § 23.7 $ 1.5
Total Revenue $ 908.3 $ 884.0 $ (24.3)
Operating Expenditures
Salaries & Employee Benefits $ 7562 $ 7409 $ (15.3)
Services & Supplies 153.0 108.1 (44.9)
Fixed Asset/Equipment Expenditures 271 20.9 6.2)
Other Charges 49 1.7 (3.2)
Contingency Appropriation/S&S Expenditure 1.5 - (1.5)
Total Operating Expenditures $ 942.7 § 871.6 $ (71.1)
Capital Projects
Total Transfers to Fire ACO Funds $ 177  $ 177  $ -
Total Capital Projects $ 17.7 $ 177 $ -
Designations (1) $ 29.20 % 29.20 $ -
Total Expenditures $ 989.6 $ 918.5 $ (71.1)
Funding Shortfall $ g $ (34.5) $ -
Ending Fund Balance $ - $ 468 § 46.8

(1) As a Special District, Fire includes Operating Revenue and transfers from Designations in Total Revenue, and Operating
Expenditures and transfers to Designations in Total Expenditures. When Fire needs funding from its Designations, the funding is
transferred to the Department's operating budget, where it is reflected as a revenue source, and correspondingly, Designations

increases are reflected in the operating budget as an expenditure.
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FIRE'S STRUCTURAL DEFICIT REPORTED BY CEO (AS OF MAY 2013)
ASCAL YEARS 2011-12 THROUGH 2017-18
TABLE 2 (AMOUNTS IN MILLIONS)

FY 2011-12 FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18

Actual Projection Projection Projection Projection Projection Projection

Operating Revenue $ 8603 $§ 9080 $ 8983 $ 8995 $ 9213 $ 9443 $ 9671
Operating Expenditures (850.7) (866.7) (916.7) (924.7) (940.7) (949.8) (960.9)

Fixed Asset/Equipment (20.9) (13.6) (14.1) (1.0 (1.0 (8.6) (1.0)
Operating Surplus/Deficit $ (113) § 277 § (325) § (26.2) § (204) $ (141) § 5.2

Total Transfers to Fre ACO $§  (17.7) § (48) $ 3.1 $ (09) $ (09 $ (06) $ (0.0

One-time Transfer to ACO 12.2 39 2.3 - - - -
Overall Deficit/Surplus $ (168) $ 268 $ (333) % (271) $§ (213) $ (147) $ 5.2
Fund Balance

Ending Fund Balance $ 468 §$ 845 § 186 § (85) $§ (213) $ (147) $ 52
Cumulative Fund Balance - - - $ (85) $ (298) $ (445 $ (39.3)
Designations

Total From Designations $ (237) $ (353 $ (2.2) - -

Total To Designations 29.2 20.4 32.5 - - -
Net Designations $ 55 $§ (149) § 30.3 - - -
Ending Designations $ 1259 $ 1119 $§ 1422 $ 1422 $§ 1422 $ 1422 $ 1422

PER PARCEL COST
FISCAL YEAR 2011-12
TABLE 3 (AMOUNTS IN MILLIONS)

Property Tax Special Tax Total Number Per Parcel

Revenue (1) Revenue Revenue of Parcels Cost
Property Tax Cities $ 3237 $ 516 $ 375.3 558,000 $ 673
Unincorporated Areas 130.1 21.4 151.5 331,000 458
Contract Cities (2) - - 93.0 155,000 600

(1) Fire reduced property tax revenue by $91.0 million for Forester and Fire Warden services not related to Fire station activity.
(2) Contract Cities Total Revenue is based on annual contract amounts.
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DISTRICT REVENUE - FUTURE OUTLOOK
BASED ON FISCAL YEAR 2011-12 ACTUALS

TABLE 4 (AMOUNTS IN MILLIONS)

Revenue (3)

Description

FY 2011-12

Future Outlook

Property Taxes Portion of property tax (1%) 3 525.4| CEO projects increase in
levied by the County property tax revenue of 3%
annually
Fee-For-Service (FFS) Cities Payment for fire protection and 91.7| Stable Board-approved
emergency medical services contract amounts
Special Taxes Voter-approved tax 73.8 Potential 2% increase
annually with Board
approval
Lifeguard Operations County General Fund share to 256 Stable General
pay 70% of Lifeguard Operations Fund share
Community Redevelopment CRA pass-through payments 22.5 |With CRA dissolution, CRA
Agencies (CRA) revenue decrease will be
offset with increase in
property tax revenue
California Department of Forestry Payment for fire protection 14.9| Fixed allocation amount
and Fire Protection (CAL Fire) services in State established by the State
Responsibility Areas
Educational Revenue Augmentation Final payment from lawsuit 9.7 | Final payment received in
Fund (ERAF) (1) between the State and Fire FY 2011-12
Assistance by Hire (ABH) (2) Payments for firefighting services 6.1 Dependent on fire
in State and activity/need
federal jurisdictions
Advanced Life Support (ALS) (2) Payment for 6.0| Dependent on emergency

paramedic services

activity/need

(1) Final ERAF payment of $9.7 million received in FY 2011-12. ERAF will no longer be available in future years.
(2) ABH and ALS revenue, totaling $12.1 million, depends on level and location of fire activity.
(3) District Revenue Table does not include Fire's other revenue sources, totaling $79.3 million (three-year average).

DISTRICT EXPENDITURES - FUTURE OUTLOOK

BASED ON FISCAL YEAR 2011-12 ACTUALS
TABLE 5 (AMOUNTS IN MILLIONS)

Expenditure Description FY 2011-12 Future Outlook
Salaries & Employee Benefits Wages and benefits for District | $ 740.9 | Projected increases of no more
employees than 2% each year related to
employee benefits and increases
in wages
Services & Supplies Includes contracts, purchase 108.1 Projected amounts generally
orders, and services from other appear stable and exclude one-
County departments time purchases
Fixed Assets Includes fire trucks, engine 20.9 Set to reduce with fire
pumpers, dual band radios, and engines/quints to be purchased
dispatch consoles every 3 years after FY 2013-14
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FUND BALANCE COMPARISON
FISCAL YEAR 2011-12
TABLE 6 (AMOUNTS IN MILLIONS)
San
District (2) Bernardino Orange Ventura
Beginning Fund Balance $ 813 $ 396 $ 852 $ 88.1
Total Revenue 884.0 119.3 257.8 128.4
Total Expenditures 918.5 113.8 256.8 129.8
Ending Fund Balance $ 468 $ 451 $ 86.2 $ 86.7
Fund Balance/Expenditures 5% 40% 34% 67%
Beginning Fund Balance and Designations (1) $ 200.1
Fund Balance & Designations/Expenditures 22%

(1) The District's Beginning Fund Balance and Designations total of $200.1 million includes $81.3 million in beginning Fund Balance and
$118.8 miillion in Designations, and excludes all ACO funds.

(2) The District's Revenue and Expenditures includes Designations.
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COUNTY OF LOS ANGELES
FIRE DEPARTMENT

1320 NORTH EASTERN AVENUE
LOS ANGELES, CALIFORNIA 90063-3294

(323) 881-2401
DARYL L. OSBY
FIRE CHIEF
FORESTER & FIRE WARDEN
August 15, 2013
TO: WENDY L. WATANABE fﬁ
AUDITOR-CONTROLLER ® & /C.L) 0 O
FROM:  DARYL L. OSBY, FIRE CHIEF

REVIEW OF THE CONSOLIDATED FIRE PROTECTION DISTRICT BUDGET AND
FINANCIAL POSITION FOR FISCAL YEAR 2011-12 (BOARD AGENDA ITEM 45,
SEPTEMBER 4, 2012)

In response to your draft report provided to us on August 6, 2013, | have reviewed and
discussed it with my staff. Additionally my staff has communicated with your staff, Robert
Smythe, to discuss the findings and recommendations. The District is in general agreement
with the findings identified in the report.

The District will continue to evaluate the fixed asset and critical infrastructure needs and
explore financing options for these needs. Last year, the District developed a financial plan
to address our critical infrastructure needs. We will work with the Chief Executive Office
(CEO) to develop a plan to use the Designations, Accumulated Capital Outlay (ACO) funds,
and/or long-term financing, and provide this information in updates to the Financial Plan
(Recommendations No. 1 and No. 3).

As discussed with Mr. Smythe, in response to the January 21, 2005, Fire Protection District
Budget Review report, we met with the then Chief Administrative Office and agreed to
establish a budgetary designation for operating contingencies at an amount equal to
approximately 4% of the District’s total expenditures. Since then, the District has maintained
the Designation for Budget Uncertainties for this purpose. We will, however, work with the
CEO to develop criteria for the amount that should be maintained in the District's Fund
Balance, all Designations, and ACO funds (Recommendation No. 2).

SERVING THE UNINCORPORATED AREAS OF LOS ANGELES COUNTY AND THE CITIES OF:

AGOURA HILLS CALABASAS DIAMOND BAR HIDDEN HILLS LA MIRADA MALIBU POMONA SIGNAL HILL

ARTESIA CARSON DUARTE HUNTINGTON PARK LA PUENTE MAYWOOD RANCHO PALOS VERDES SOUTH EL MONTE
AZUSA CERRITOS EL MONTE INDUSTRY LAKEWOOD NORWALK ROLLING HILLS SOUTH GATE
BALDWIN PARK CLAREMONT GARDENA INGLEWOOD LANCASTER PALMDALE ROLLING HILLS ESTATES TEMPLE CITY

BELL COMMERCE GLENDORA IRWINDALE LAWNDALE PALOS VERDES ESTATES ROSEMEAD WALNUT

BELL GARDENS COVINA HAWAIIAN GARDENS LA CANADA FLINTRIDGE LOMITA PARAMOUNT SAN DIMAS WEST HOLLYWOOD
BELLFLOWER CUDAHY HAWTHORNE LA HABRA LYNWOOD PICO RIVERA SANTA CLARITA WESTLAKE VILLAGE

BRADBURY WHITTIER
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Many factors, such as incident level, proposed jurisdictional boundaries, development, the
availability of existing District resources, are utilized in our decision-making related to
Contract City salary credits. The merits of the District's cost share are determined on a
city-by-city basis and justification provided based upon each city’'s specific benefit to the
District, which is predominately based upon the proximity of a city's fire station to existing
District service areas and the service needs in those areas. We, therefore, recommend
revising Recommendation No. 4 to require the District to document the factors considered for
the salary credits provided to each Contract City.

We will provide your office with an action plan, including timeframes for implementing the
recommendations, within 90 days.

If you have any questions, please contact me or your staff may contact Deputy Chief
Dawnna Lawrence at (323) 881-2426.

DLO:trb

Attachments
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COUNTY OF LOS ANGELES
DEPARTMENT OF AUDITOR-CONTROLLER

KENNETH HAHN HALL OF ADMINISTRATION
500 WEST TEMPLE STREET, ROOM 525
LOS ANGELES, CALIFORNIA 90012-2766
PHONE: (213) 974-8301 FAX: (213) 626-5427

J. TYLER McCAULEY
AUDITOR-CONTROLLER

January 21, 2005

TO: Supervisor Gloria Molina, Chair
Supervisor Yvonne B. Burke
Supervisor Zev Yaroslavsky
Supervisor Don Knabe
Supervisor Michael D. Antonovich

FROM: J. Tyler McCauley |
Auditor-Controller -

SUBJECT: FIRE PROTECTION DISTRICT BUDGET REVIEW

At your request, we have reviewed the budget performance of the County Fire
Protection District (Fire or District). The purpose of our review was to identify reasons
for the District’s fiscal year (FY) 2003-04 year-end fund balance of approximately $71
million. Our review included comparing the Fire District's budget to actual financial
performance for the last three fiscal years. We also reviewed the District's budget
monitoring procedures, grants, contract city billings, trust, and revenue and expenditure
accounting. We also compared the District's financial position with two other county fire
agencies.

Review Summary

Overall, the District's financial performance compared to its budget has resulted in
favorable variances. In addition, the District is doing a good job of accounting for their
revenues and expenditures and maintains adequate controls over their grants and trust
funds. We noted some areas where the District can improve their budget development
and monitoring.

Our review indicates that the District's higher than anticipated ending fund balance was
primarily due to 1) higher than expected revenue as a result of a continued increase in
property tax revenues and 2) the District including the prior year-end fund balance in
their expenditure budgets which exceed their projected expenditures. We have
recommended that the District discontinue including these excess amounts in their
budgets and use budgetary designations to manage amounts in excess of projected
expenditures.

“To Enrich Lives Through Effective and Caring Service”
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Our review also indicated that the District needs to ensure that it uses the most up-to-
date information available to monitor its financial status. In addition, our comparison of
the Fire District's financial position to two other county fire agencies indicates that the
District’s year-end fund balance appears reasonable.

The following are the detailed results of our review and our recommendations for
corrective action. '

Backqround

The District provides fire prevention and suppression, rescue services, management of
hazardous materials incidents, and ocean lifeguard services in the County. The District
has 4,097 budgeted positions and a FY 2004-05 budget totaling $748 million. The
District is funded primarily through the County-wide tax levy (1% property tax) and the
Voter Approved Special Tax that the Board establishes each year based on
recommendations by the District. Fire also receives some revenue from the State and
federal governments and contract cities. The District is a separate legal entity from the
County and accounts for its operations separately in a special revenue fund. District
management indicated that, because they are a special district, they operate with
budgetary caution to ensure they can maintain essential service levels. Management
indicated that this includes trying to maintain a reasonable level of fund balance to help
finance the following year’s budget.

The District indicated that part of their financial management process is reviewing their
projected fund balance and working with the CAO and the Independent Citizens’
Oversight Committee (ICOC) to review the appropriate level of the Voter Approved
Special Tax to ensure adequate levels of funding are available to meet fire and
emergency medical service needs. The District indicated that they evaluate their
operational needs and financial condition in making recommendations to the Board of
Supervisors for changes in the tax rate.

Budgetary Performance

We compared the District's actual financial results to its budget for the last three fiscal
years. For the three years, the District had an ending fund balance of $71.5 million,
$27.3 million and $19.5 million. It should be noted that the budget amounts and
corresponding variances are presented prior to the effect of the Auditor-Controller's
year-end closing budget adjustments. The results are summarized below:

AUDITOR-CONTROLLER
COUNTY OF LOS ANGELES
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Fund Balance, Beginning
Revenue

(Expenditures)

Total Financing Available
Fund Balance, Ending

Fund Balance, Beginning
Revenue )
(Expenditures)

Total Financing Available
Fund Balance, Ending

Fund Balance, Beginning
Revenue

(Expenditures)

Total Financing Available
Fund Balance, Ending
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Fiscal Year 2003-04
Over or
(Under)
Budget Actual Budget
$ 27,338,820 §$ 27,338,820
$632,168,000 $ 647,314,948 $(15,146,948)
$(648,259,000) $ (603,110,674) $ 45,148,326
$(16,091,000) $ 44,204,274 $(60,295,274)
$ 11247820 $ 71,543,094 $(60,295,274)
Fiscal Year 2002-03
Over or
(Under)
Budget Actual Budget
$ 19,533,903 §$ 19,633,903
$ 583,769,000 $ 582,291,011 - $ -1,477,989
$(600,716,000) $ (574,486,094) $ 26,229,906
$(16,947,000) $ 7,804,917 $(24,751,917)
$ 2586903 $ 27,338,820 $(24,751,917)
Fiscal Year 2001-02
Over or
(Under)
Budget Actual Budget
$ 17441249 $ 17,441,249
$ 540,355,000 $ 540,462,739 $ (107,739)
$(557,483,000) $ (538,370,085) $ 19,112,915
$( 17,128,000) $ 2,092,654 $(19,220,654)
$ 313249 § 19,533,903  $(19,220,654)

For FY 2003-04, the District overrealized their revenue budget by approximately $15
million (2%) and underspent their expenditure budget by approximately $45 million
(7%). The revenue variance was mostly due to an increase in property tax revenues.
The $45 million expenditure variance was due to several factors including the following:

e The District includes amounts in their expenditure budgets in excess of their
County departments and districts are supposed to
develop their expenditure budgets based on their historical expenses, plus

projected expenditures.

expected increases in expenses.

However, our review indicates that the Fire

District overestimates their expenditure budget by adding their projected prior
year-end fund balance to their expenditure appropriations as provisional

amounts.

In FY 2003-04, the District included provisional amounts of $11.1

AUDITOR-CONTROLLER

COUNTY OF LOS ANGELES
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million in its salaries and employee benefits (S&EB) budget and $2.5 million in
the services and supplies (S&S) budget.

e In 1992, the State required counties and districts to shift part of their property tax
revenues to the Educational Revenue Augmentation Fund (ERAF) for eventual
distribution to schools. A 1999 State Controller (SCO) audit of Los Angeles
County’s allocation of property tax revenues concluded that the District owed
ERAF millions of dollars. The SCO audit finding was based on a narrow
interpretation of a 1997 law passed by the State Legislature which exempted the
Fire District from the 1992 ERAF shift. The issue was litigated and the District
received a judgment of approximately $137 million plus interest, to be paid
annually in $18 million installments. The first installment was received in FY
2003-04.

The District prepared a budget adjustment to increase their revenue budget by
$18 million and appropriated $16.7 million to S&EB and $1.3 million to S&S.
However, the $16.7 million appropriated to S&EB was not spent. The District
should have elected to place the ERAF money in “Appropriation for
Contingencies,” or alternatively, they should have designated the money for a
particular District future need.

e The District's budget overestimated retirement and workers’ compensation costs
by $8 million. These costs were budgeted based on the levels recommended by
the Chief Administrative Office (CAO).

o Purchasing delays in the District resulted in $6 million in unspent funds.

For 2002-03 and 2001-02, the District over-budgeted their expenditures by $26 million
(4%) and $19 million (3%), respectively. These variances were due in part to including
excess amounts in their expenditure budgets, which totaled $11.9 million in FY 2002-03
and $12.8 million in FY 2001-02.

Overall, the District’s financial performance compared to its budget has resulted in
favorable variances. The FY 2002-03 and 2001-02 variances were relatively minor and
several of the FY 2003-04 variances were outside the District's control. However, the
excess amounts included in the budget can misstate the District’s financial position and
do not represent the best estimate of actual expected costs. We recommend that the
District discontinue including excess amounts in their expenditure budget and develop
the District’s expenditure budget based upon the projected expenditures for the budget
year. If the District wants to have funds available for unmet needs or unexpected
events, the additional funds should be established as budgetary designations (see
discussion later in this report).

AUDITOR-CONTROLLER
COUNTY OF LOS ANGELES
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Recommendation

1. District Financial Management discontinue including amounts in their
expenditure budgets in excess of their projected expenditures and
develop their expenditure budget based upon the projected
expenditures for the budget year.

Budget Monitorin

The District prepares several monthly and quarterly management reports at the District
and unit levels to monitor budget and actual performance. The District also prepares
Budget Status Reports (BSRs) for submission to the CAO, usually three times a year,
after the 5™, 9" and 11" months. In addition, the District prepares three-year fiscal
forecasts based on historical and current year trends. The forecasts are used to assist
in developing the projected amounts included in the BSRs.

We reviewed the District’'s FY 2003-04 budget monitoring process and the District's May
2004 (11" month) BSR and noted several factors which resulted in the BSR
underestimating the District's FY 2003-04 ending fund balance. For example:

e Fire did not use the most current available actual data to prepare the May 2004
month BSR. We noted that the District used March data rather than May data to
project their services and supplies expenditures. As a result, the BSR overstated
the estimated expenditures by $6.8 million.

e Fire included $5.2 million in their projected S&EB expenditures. $3 million was
for proposed salary increases that were expected to be retroactive to January
2004 which did not materialize, and $2.2 million was as a result of double
counting expenditures related to Emergency Medical Services enhancements.

e Fire did not include cancellation of prior year commitments totaling $1.8, even
though the commitments were cancelled in March 2004.

As a result, the District's 11" month BSR for May 2004 underestimated the District's
projected year end fund balance by approximately $18 million. In order to effectively
monitor their budget and to ensure projected year-end fund balance is accurate, Fire
Financial Management needs to ensure that they use the most current actual data to
prepare their budget monitoring reports, that assumptions regarding future expenses
are appropriate and the monitoring reports are properly comgleted. Fire management is
aware of the discrepancies in completing the May 2004 11" month BSR and indicated
that subsequent estimates and reports, including the FY 2004-05 5" month BSR, will be
properly completed and supported by the most current information.

AUDITOR-CONTROLLER
COUNTY OF LOS ANGELES
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Recommendation
2. Fire management ensure that they use the most current actual data to
prepare their budget monitoring reports, that assumptions regarding

future expenses are appropriate and that the reports are properly
completed.

Comparison to Other Fire Departments and Use of Designations
As part of our review, we compared the District's FY 2003-04 financial resulits to the

Orange County Fire Authority (OCFA) and the Santa Barbara Fire Protection District
(SBFPD) for the same period. The results are summarized below:

FY 2003-04 Financial Results (in millions)

District OCFA SBFPD
Fund Balance, Beginning $ 273 § 327 $ 4.5
Revenue $6473 $ 1778 % 204
(Expenditures) $603.1) $ (169.1) $  (20.9)
Fund Balance, Ending $ 715 § 414 $ 4.0

The District’s ending fund balance of $71.5 million is approximately 12% of the District's
total expenditures. The ending fund balances for OCFA and SBFPD totaled $41.4
million and $4 million and represented 24% and 19% of their expenditures, respectively.
Based on this comparison, the District's year-end fund balance appears reasonable.

We did note that OCFA and SBDPD place most of their year-end fund balance into
Designations or Reserves for operating contingencies. The OCFA has a formal policy
to designate 10% of their operating expenditures for unplanned emergencies. This
allows the funds to be used for emergencies with the approval of the governing body.

As noted earlier, the District indicated that they attempt to ensure their long-term
financial stability by maintaining an adequate fund balance (3-5% of expenditures per
the District). However, there is no formal policy for establishing budgetary designations
or appropriations for contingencies to account for the fund balance as part of their
budget process. As previously discussed, the District's practice is to include these
amounts, which are in excess of their projected expenditures, in their expenditure
budgets.

In order to maintain long-term financial stability and to establish designated reserve fund
levels, we recommend that the District work with the CAO to develop a formal policy on
the level of unreserved fund balance that should be maintained. Those funds should
then be appropriated into a budgetary designation for operating contingencies. The
District should also develop a plan to spend the available fund balance in excess of the
amount that will be designated for operating contingencies.

AUDITOR-CONTROLLER
COUNTY OF LOS ANGELES
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As of the November 2004 5" month BSR, the District is projecting an ending fund
balance of approximately $80 million. Based on that projection, the District should
designate a portion of those funds for contingencies in their FY 2005-06 budget in
accordance with policy to be developed above. The District should also develop plans
to spend the remaining fund balance. If approved by the Board, these modifications
should be incorporated into the District's FY 2005-06 Final Budget.

Recommendations
Fire District Management:

3. Work with the CAO to develop a formal policy on the level of unreserved
fund balance that should be maintained as a budgetary designation for
operating contingencies.

4. Designate a portion of the estimated FY 2004-05 ending fund balance in
accordance with the approved policy and develop plans to spend the
remaining available fund balance.

Review of Report

District management was very cooperative during our review and actively participated in
the review process. Management recognizes the need for improvement and indicated
its commitment to correcting the problem areas noted. In addition, the District is drafting
a spending plan which addresses both the available fund balance for FY 2005-06 and
the ERAF settlement funds. The District's response is attached.

Overall, the District agrees with our recommendations. If you have any questions
regarding this report, please contact me or have your staff contact Jim Schneiderman at

(626) 293-1103.

JTM:MMO:JS:AA
Attachment

c: David E. Janssen, Chief Administrative Officer
P. Michael Freeman, Chief
Violet Varona-Lukens, Executive Officer
Public Information Office
Audit Committee

AUDITOR-CONTROLLER
COUNTY OF LOS ANGELES
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COUNTY OF LOS ANGELES
FIRE DEPARTMENT

1320 NbRTH EASTERN AVENUE
LOS ANGELES, CALIFORNIA 90063-3294

P. MICHAEL FREEMAN
FIRE CHIEF
FORESTER & FIRE WARDEN

(323) 881-2401

January 21, 2005

TO: J. TYLER MCCAULEY
AUDITOR-CONTROLLER

FROM: P. MICHAEL FREEMAN#

FIRE PROTECTION DISTRICT BUDGET REVIEW

We have reviewed the draft of the subject report provided to us on January 11, 2005, and discussed
the findings and recommendations with your staff on January 18, 2005. Based on our exit conference
on that date, the District is in general agreement with the findings made by your staff.

As indicated in your report, we have already implemented the Auditor's recommendations with regard
to completing our Budget Status Reports (BSR) as reflected in the District's 5™ month BSR provided
to the Chief Administrative Office. It is important to note that our estimates in preparing the BSRs are
based on the best information available at the time. Events out of our control such as the recent
winter storms require additional resources that could change our projected year-end fund balance
from one BSR to another.

We also wish to emphasize that the Special Tax has been lowered and raised by the Board of
Supervisors in the past as recommended by the District, with the concurrence from the Independent
Citizen’s Oversight Committee, based on our ending fund balance and financial stability. The Special
Tax is being managed in a prudent and responsible manner according to the original intent of the
Special Tax, which is to provide supplemental funding for fire and emergency medical services when
needed.

We will provide you an action plan including timeframes for implementing the recommendations by
February 15, 2005. The District is currently taking action on some of the recommendations and
anticipates full implementation prior to forwarding you our action plan.

If you have any questions, please contact me or your staff may contact Deputy Chief Mark Cooper at
(323) 881-2426.

PMF:MAC:lyg
SERVING THE UNINCORPORATED AREAS OF LOS ANGELES COUNTY AND THE CITIES OF:

AGOURA HILLS BRADBURY CUDAHY HAWTHORNE LA MIRADA MALIBU POMONA SIGNAL HILL
ARTESIA CALABASAS DIAMOND BAR HIDDEN HILLS LA PUENTE MAYWOOQD RANCHO PALOS VERDES SOUTH EL MONTE
AZUSA CARSON DUARTE HUNTINGTON PARK LAKEWOOD NORWALK ROLLING HILLS SOUTH GATE
BALDWINPARK  CERRITOS EL MONTE INDUSTRY LANCASTER  PALMDALE ROLLING HILLS ESTATES TEMPLE CITY
BELL CLAREMONT GARDENA INGLEWOOD LAWNDALE PALOS VERDES ESTATES ROSEMEAD WALNUT
BELL GARDENS ~ COMMERCE GLENDORA IRWINDALE LOMITA PARAMOUNT SAN DIMAS WEST HOLLYWOOD
BELLFLOWER COVINA HAWAIIAN GARDENS LA CANADA-FLINTRIDGE LYNWOOD PICO RIVERA SANTA CLARITA WESTLAKE VILLAGE

WHITTIER
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COUNTY OF LOS ANGELES

FIRE DEPARTMENT

1320 NORTH EASTERN AVENUE
LOS ANGELES, CALIFORNIA 30083-3294

(323) 881-2426

P. MICHAEL FREEMAN
FIRE CHIEF
FORESTER & FIRE WARDEN

February 15, 2005

TO: JAMES SCHNEIDERMAN, CHIEF ACCOUNTANT-AUDITOR
AUDITOR-CONTROLLER

FROM: MARK COOPER, CHIEF
ADMINISTRATIVE AU
FIRE PROTECTION DISTRICT BUDGET REVIEW

As indicated in our January 21, 2005 response to the Fire Protection District Budget
Review Report, we are providing the implementation status on the four
recommendations included in the report.

Recommendation #1:

District Financial Management discontinue including amounts in their
expenditure budgets in excess of their projected expenditures and develop their
expenditure budget based upon the projected expenditure for the budget year.

Status:

This recommendation has been implemented. The FY 2005-06 Budget Request was
developed based upon projected expenditures for the budget year and does not include
amounts in excess of the projected expenditures. The projected FY 2005-06 ending
fund balance of $11.9 million is included in the FY 2005-06 Budget Request as an
Appropriation for Contingency to address short-term, unanticipated operational needs of
the District.

SERVING THE UNINCORPORATED AREAS OF LOS ANGELES COUNTY AND THE CITIES OF:

AGOURA HILLS BRADBURY CUDAHY HIODEN HILLS LANCASTER PALMDALE ROLLING HILLS ESTATES TEMPLE CITY
ARTESIA CALABASAS DIAMOND BAR HUNTINGTON PARK LA PUENTE PALOS VERDES ESTATES ROSEMEAD WALNUT

AZUSA CARSON CUARTE INDUSTRY LAWNDALE PARAMOUNT SAN DIMAS WEST HOLLYWOOD
BALDWIN PARK CERRITOS EL MONTE IRWINDALE LOMITA PICO RIVERA SANTA CLARITA WESTLAKE VILLAGE
BELL CLAREMONT GLENDQRA LA CANADA FLINTRIDGE MALIBU POMQONA SIGNAL HILL WHITTIER
BELLFLOWER COMMERCE HAWAIIAN GARDENS LAKEWOOD MAYWOOD RANCHOQ PALOS VERDES SOUTH EL MONTE

BELL GARDENS COVINA HAWTHORNE LA MIRADA NORWALK ROLLING HILLS SOUTH GATE
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Recommendation #2:

Fire management ensure that they use the most current actual data to prepare
their budget monitoring reports, that assumptions regarding future expenses are
appropriate and that the reports are properly completed.

Status:

This recommendation has been implemented. The FY 2004-05 Fifth Month Budget
Status Report was prepared using five months of actual data and projected
expenditures for the remainder of the fiscal year. The projected expenditures were
based on expenditure trends and assumptions regarding planned future expenditures.
Also, the Fifth Month Budget Status Report was properly completed and included
required information regarding prior-year activity.

Recommendation #3:

Fire district management work with the Chief Administrative Office to develop a
formal policy on the level of unreserved fund balance that should be maintained
as a budgetary designation for operating contingencies.

Status:

This recommendation has been implemented. Fire District Management met with the
Chief Administrative Office and agreed to establish a budgetary designation for
operating contingencies at an amount equal to approximately 4% of the District’s total
expenditures. The budgetary designation for operating contingencies will be used to
pay for unanticipated expenditures or revenue shortfalls and will serve as a prudent
budgetary reserve.

Recommendation #4:
Fire District management designate a portion of the estimated FY 2004-05 ending

fund balance in accordance with approved policy and develop plans to spend the
remaining available fund balance.
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Status:

This recommendation has been implemented. The Fire District has identified

$80 million of the $85.4 million projected FY 2004-05 ending fund balance as a general
designation for the Fire District's Spending Plan. The Spending Plan has been shared
with the Chief Administrative Office and will be implemented with the Board of
Supervisor's approval.

If you have any questions regarding the status of these recommendations, please
call me at (323) 881-2426 or Helen Jo, Chief, Financial Management Division, at
(323) 838-2301.

MAC:ems







