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Dear Supervisors:
FISCAL YEAR 2007-08 PROPOSED COUNTY BUDGET (3-VOTES)

The Fiscal Year (FY) 2007-08 County of Los Angeles Proposed Budget total of
$21.241 billion reflects an increase of $196.7 million in total requirements. General
County funds, including the General Fund ($15.085 billion) and Hospital Enterprise
Funds ($1.846 billion), reflect a net increase of $311.2 million. Special District/Special
Funds reflect a decrease of $114.5 million.

TOTAL REQUIREMENTS - ALL FUNDS - 2007-08
(Billions of Dollars)
2006-07 2007-08 %
Fund Budget Proposed Change Change
Total General County $16.620 $16.931 0.311 1.87
Special District/Special Funds 4.424 4.310 -0.114 -2.58
Total Budget $21.044 $21.241 0.197 0.94
Budgeted Positions 100,632.6 102,058.2 1,425.6 1.42

“To Enrich Lives Through Effective And Caring Service”
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BUDGET OVERVIEW

The 2007-08 Proposed Budget once again builds on the prior years’ budgets that
focused funding on public protection and health services needs. This year’'s Proposed
Budget provides funding totaling over $370.0 million to address a number of public

protection, including anti-gang initiatives, and health care issues facing the County.

Public Protection

Custody System Improvements - The 2007-08 Proposed Budget recommends
$19.3 million in funding and 165.5 budgeted positions to improve conditions and safety
throughout the Sheriff's custody system. The Proposed Budget also recommends
capital funding of $245.0 million for the refurbishment of the Sybil Brand Institute and
new barracks at the Pitchess Detention Center. In addition, the Proposed Budget
recommends that $16.0 million be set aside for the design of a major refurbishment at
the Men’s Central Jail, which will require substantial funding in future years.

Juvenile Halls and Camps - The Proposed Budget recommends funding increases of
$20.9 million to implement a number of plans, approved by your Board, to comply with
the Department of Justice settlement agreement, redesign camps, restructure camp
management and increase administration and support staff throughout the
Probation Department. This recommendation adds 336.0 budgeted positions. Finally,
the Proposed Budget also recommends that $47.0 million be set aside in the Provisional
Financing Uses budget to address both one-time and ongoing critical needs of the
Probation Department. The County has now committed a total of $75.1 million in new
ongoing funding since 2005-06 toward addressing the Probation Department’s
comprehensive improvement strategy.

Unincorporated Patrol Augmentation - The Proposed Budget recommends a funding
increase of $17.3 million for the Sheriffs Department for 105.0 Deputy Sheriffs and
8.0 support positions, along with one-time operation costs to enhance patrols in the
unincorporated areas.

Gang Reduction Strategies - The Proposed Budget recommends the addition of
47.0 budgeted positions and $6.4 million in funding to the Sheriff, the District Attorney
and the Probation Department’s budgets in a comprehensive effort to combat gang
violence in the County.
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Health Services

The Department of Health Services’ (DHS) budget reflects the use of $198.4 million
from the Department’s designation as anticipated in the Department’s fiscal forecast.
The Proposed Budget recommendations fund approximately $61.1 million in increased
operational costs. This increase is fully offset by a $106.6 million net increase in
revenue and intrafund transfers, including a $49.0 million increase in additional
revenues related to the managed care supplemental rate increase that is pending
discussions with State and federal officials, bringing the total budgeted revenue being
discussed from $94.0 million in the FY 2006-07 budget to $143.0 million in the 2007-08
Proposed Budget; and a $57.1 million increase in the use of one-time funds from the
Department’s designation; partially offset by a $102.6 million decrease in net County
cost/County contribution.

The recommendations include an additional General Fund contribution of $30.0 million
to the DHS operating budget and a $50.0 million General Fund contribution carried over
from the previous year in the General Fund Designation for Health Future Financing
Requirements, as the intergovernmental transfer amount required to generate the
managed care supplemental revenue increases; this amount reflects a $3.0 million
increase from the FY 2006-07 budgeted amount. Also included in the DHS operational
budget is additional County contribution in an amount equal to the projected Vehicle
License Fees-Realignment of $8.8 million. These increases in the DHS operational
budget were partially offset by the reduction of $125.0 million of one-time carryover
County contribution from FY 2005-06, and various additional net reductions of
$16.4 million.

While the 2007-08 Proposed Budget does address some of the cost impact from the
implementation of the MetroCare model and the conversion to the Martin Luther King,
Jr.-Harbor (MLK-H) Hospital, the majority of the cost impact from the implementation of
the MetroCare model will be addressed in subsequent phases of the FY 2007-08
budget process. The Proposed Budget also includes a net decrease of 269.0 budgeted
positions, primarily attributable to discontinuing Resident Physician services at MLK-H
Hospital (249.5) and the transfer of 16.0 budgeted positions to Department of
Public Health to continue the separation of the two departments.

In addition, the proposed recommendations do not reflect the impact of the nursing pay
plan. The recommendations also include revenue projections for FY 2007-08 that rely
on very optimistic assumptions, including a return of $83.9 million from the FY 2006-07
operational budget that assumes the receipt of $143.0 million in managed care
supplemental rate increases during FY 2006-07. As more information becomes
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available, the budget recommendations will be refined and adjusted in our
Final Changes recommendations in June.

Mental Health Services

The Proposed Budget continues the implementation of the Mental Health Services Act
(MHSA) Community Services and Supports (CSS) Plan that was approved by your
Board in FY 2006-07. Implementation of the MHSA CSS program is an integral part of
the Department of Mental Health’s overall transformation from clinical services to a
recovery model of community-based, client and family driven recovery oriented services
and support. MHSA CSS adjustments add 220.9 budgeted positions and over
$68.1 million in appropriation that is fully offset with revenue.

BUDGET ECONOMIC OUTLOOK

Consistent with previous fiscal years, the 2007-08 Proposed Budget continues the
County’s conservative budgetary approach in response to the ongoing budgetary
uncertainty at both the national and State level. The economic outlook for Los Angeles
County remains positive with slightly slower growth through 2007-08. Continued job
growth throughout the County, coupled with increases in personal income, will likely
keep the economy from falling into a recession. The often predicted “bursting housing
bubble” has not occurred in Los Angeles County; however, the housing market
continues its contraction. Although single-digit home price appreciation continues in the
County, the slowing resale housing market presents the biggest risk to the County,
which could have a negative impact on property taxes. Property taxes, which account
for approximately twenty-one percent (21%) of the County’s overall revenue and
approximately sixty-one percent (61%) of the County’s locally generated revenue, is the
County’s most important source of funding.

POTENTIAL STATE/FEDERAL BUDGET IMPACTS

State Budget

The Governor's Proposed State Budget, released in January 2007, has substantially
less of an impact to the County than in prior years due primarily to the passage of
Proposition 1A. Proposition 1A prevents the State from reallocating local property taxes
to meet their obligation to fund schools.

At this time, we estimate that the Governor’s Budget, along with moving the Presidential
Primary Election to February 2008, would leave the County with a net loss of
$23.7 million. The Budget proposals include reductions to Integrated Services for
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Homeless Adults with Serious Mental lliness Program ($17.0 million) and Substance
Abuse Crime Prevention Act Program ($7.0 million) and the unfunded cost of a
February 2008 Presidential Primary Election ($20.0 million). The Governor's Budget
proposes increases for Health Care Workforce Development ($5.7 million) and the Adult
Probation Program ($14.6 million).

The Governor's Budget proposal does not restore funding for the Property Tax
Administration Program, which was suspended two years ago, with the expectation that
the program would be reinstated in 2007-08. The County’s annual share of the program
was $13.5 million.

The impacts of any new State proposed changes, with the exception to the Health Care
Workforce Development program, are not included in the Proposed Budget. Upon
adoption of the State Budget for FY 2007-08, my office will provide recommendations to
the Board to align State budget actions with the County’s budget.

In addition, the Proposed Budget does not include the impact of the Governor’s
proposals in corrections and health care reform. These proposals are being evaluated
as more details of the plans become available.

Federal Budget

On February 5, 2007, President Bush released his proposed budget for Federal
FY 2008, which begins on October 1, 2007. Major reductions are proposed for health,
community development, justice, homeland security and social programs. We are
actively working to ensure that Congress does not enact legislation to eliminate County
priority programs, such as State Criminal Alien Assistance Program, the Community
Services Block Grants, or to make deep cuts in other priority programs, such as the
Community Development Block Grant and the Medicare and Medicaid Programs.

MAJOR FUNDING RECOMMENDATIONS BY COUNTY PROGRAM AREA

In addition to the items discussed above, outlined below are other important
recommendations included in the 2007-08 Proposed Budget.

Public Safety - Overall Appropriation Increase of $157.9 million

e The Sheriff's Budget reflects $10.0 million in funding for custody medical services
as the Sheriff assumes responsibility for inmate outpatient medical services that
are currently being provided at the LAC+USC Medical Center.
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The Sheriff's Budget reflects $2.6 million in funding to fully fund staff and
operational costs associated with opening the new crime lab.

The Sheriff's Budget reflects funding of $9.1 million to offset the loss of revenue
from the cancellation of the State prisoner housing contract.

The Department of Animal Care and Control's budget reflects the addition of
16.0 budgeted positions to staff the Centralized Call Center for the Department.
This increase in funding of $0.8 million will enhance service to the public by
alleviating long wait times and reducing dropped calls.

Justice Services - Overall Appropriation Increase of $128.4 million

To address increases in workload the 2007-08 Proposed Budget recommends
funding increases for both Alternate Public Defender’'s ($1.4 million) and the
Public Defender’s Offices ($1.4 million). Eight (8.0) additional budgeted positions
are recommended for the Alternate Public Defender, while 11.0 budgeted
positions are recommended for the Public Defender’s Office.

The Proposed Budget for the Trial Courts recommends a $1.2 million increase in
funding for criminal and juvenile indigent defense costs.

Health and Mental Health - Overall Appropriation Increase of $82.7 million

The Department of Mental Health’s budget includes the ongoing implementation
of the Board approved multi-year Budget Mitigation Plan that reduces the
Department’s structural deficit by $9.5 million. The plan calls for the reduction of
147.3 budgeted positions in 2007-08.

The Department of Mental Health’s budget reflects full implementation of the
Institution for Mental Disease (IMD) Transitional Residential Pilot Project that was
approved by your Board in FY 2006-07. This project adds 50 IMD beds and
30 transitional residential beds for intensive mental health services.

The Department of Public Health’s budget reflects an appropriation increase of
$3.5 million and adds five (5.0) budgeted positions for the Children’s Health
Outreach Initiative. This increase in appropriation is fully offset with State
revenue.
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The Department of Public Health’s budget recommends $21.7 million in
appropriation increases for a variety of alcohol and drug treatment programs.
This increase is fully funded with federal, State and other local funding.

Social Services - Overall Appropriation Increase of $157.4 million

The Department of Children and Family Services Administration budget reflects
funding for 329.0 budgeted positions, along with services and supplies, to
augment the Services Outcome Improvement Project (SOIP), which was
approved by your Board on January 16, 2007. This project, among other things,
attempts to reduce social worker caseloads and workloads. This adjustment
recommends an appropriation increase of $22.8 million, which is fully offset by
State revenue.

The Department of Children and Family Services Assistance budget reflects
increased funding of $9.4 million, which is primarily related to the Foster Care
program. Costs are increasing due to a higher level of care provided to
dependent children.

The Department of Public Social Services’ (DPSS) In-Home Supportive Services
(IHSS) budget reflects net County cost increases of $39.0 million related to
provider wage increases ($16.4 million), caseload increases ($14.5 million),
increased enrollment in the IHSS Health Care Plan ($2.1 million) and various
other changes ($6.0 million).

The DPSS’ General Relief (GR) budget reflects a net County cost decrease of
$11.9 million primarily related to a 4.5 percent decrease in caseload, along with
anticipated lower than budgeted average cost per case.

General Government - Overall Appropriation Decrease of $28.5 million

The Internal Services Department’s budget reflects an $8.0 million one-time
augmentation to support a variety of information technology infrastructure
initiatives throughout the County.

The Department of Regional Planning’s budget recommends funding increases
for zoning enforcement, land use application processing, and updating the
General Plan and zoning ordinances. These recommendations add
10.0 budgeted positions.
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e Reallocation of appropriation from Nondepartmental Special Accounts and
Provisional Financing Uses to various budget units throughout the County.

Other Changes

e The 2007-08 Proposed Budget marks the end of the County’s reliance on
Los Angeles County Employee Association (LACERA) excess earnings.
Beginning in 2007-08, retirement costs will no longer be subsidized with excess
earnings from the pension system.

e The County currently funds retiree health benefits on a pay-as-you-go basis and
are not pre-funded, like retirement costs. This pay-as-you-go approach has led
to the accumulation of a financial liability. This liability must now be quantified
under new governmental accounting rules that come into effect in 2007-08.
Although the 2007-08 Proposed Budget does not make any recommendation, the
amount of the liability is expected to be substantial. The County is currently
working with LACERA to determine the liability. After the liability is determined,
the County will begin to develop a financial strategy to address long-term funding
options for these costs. The County set aside $17.0 million in a designation for
these future costs, in addition to a projected $400.0 million balance beginning in
2007-08 from pension fund surplus earnings.

CAPITAL PROJECTS/EXTRAORDINARY MAINTENANCE PROGRAMS

The 2007-08 Proposed Budget appropriates $1.4 billion for continued development,
design, and construction of projects that address high priority health, public safety,
recreation, and infrastructure needs. The proposed appropriation reflects a decrease of
$123.6 million from the 2006-07 Final Adopt Budget, due to the completion of
93 projects in 2006-07. The Proposed 2007-08 appropriation is highlighted by the
following appropriations:

e $429.4 million for public protection facilities, such as construction of new female
barracks at the Pitchess Detention Center, the refurbishment of the Sybil Brand,
design activities for the refurbishment of Men’s Central Jail, construction of a new
Sheriff station and Probation field office in the unincorporated community of
Athens, security improvements at Probation juvenile halls and camps,
refurbishment and expansion of the Coroner’s facility, and the construction of
new fire stations in the Antelope and Santa Clarita Valleys;
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e $228.1 million for recreational facilities including the carryover of State
Proposition 12 and 40 Bond Act funds for improvements at County beaches and
parks;

e $194.0 million for general government facilities, highlighted by the construction of
a new animal shelter in the east Antelope Valley and a funding contribution
toward the replacement of the Kenneth Hahn Hall of Administration;

e $189.7 million for health and mental health facilities, including the final year of
construction on the LAC+USC Replacement Project, construction of the
Harbor/lUCLA Surgery/Emergency Room and Olive View Emergency
Room/Tuberculosis Isolation Unit projects, and construction of a Mental Health
Urgent Care Center on the Olive View Medical Center site;

e $119.1 million for construction of new or replacement libraries in the
unincorporated areas of La Crescenta, Topanga Canyon, Whittier, and Lawndale
and the refurbishment of the historic Patriotic Hall; and

e $100.0 million for high priority infrastructure improvements at the County’s fire,
flood control, and aviation facilities, soil and groundwater investigation and
remediation activities, and watershed testing efforts.

The Extraordinary Maintenance budget reflects a proposed appropriation of
$77.5 million in 2007-08 for high priority repairs and maintenance needs at County
facilities, including Probation camps and juvenile halls, parks in unincorporated areas
and other departmental facilities.

PERFORMANCE COUNTS!

Performance Counts! is the County of Los Angeles’ common framework for reporting
performance measurement of programs and services. Through Performance Counts!
every County department answers three basic questions about their programs and
services:

1. What is the intended result of the program?
2. To what degree is the County achieving this result?
3. How well did the process work to achieve this result?

To answer these questions, the Performance Counts! framework consists of the
following elements: Program Result - a statement of the intended outcome from the
specific services or interventions provided to the population served; Program Indicator -
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a measure for which data is available that reflects degree of achievement of a Program
Result; and, Operational Measure - a measure of how well a program, agency or
service system is working (e.g., input (resources used), workload/output, efficiency
and/or quality).

Implementation of Performance Counts! has been a multi-phased effort. The first phase
involved having Performance Counts! information and data for all County departments
reflected in the 2004-05 Proposed Budget. The next phase of Performance Counts!
implementation was reflected in the 2005-06 Proposed Budget when several
departments participated in a pilot project to align their Performance Counts! programs
with their budget detail. This effort has allowed for Performance Counts! data to be
evaluated consistent with department budget information, rather than separately, in
order to help answer the question “What resources are invested to achieve what
result?” Additional departments aligned their budgets with Performance Counts! in the
2006-07 Proposed Budget, and almost all departments have now aligned their
Performance Counts! programs with their budget detail in the 2007-08 Proposed
Budget.

Another component of the Performance Counts! initiative that has increased the use of
performance data to make management decisions is the County “Stats” efforts;
modeled after the CompStats effort in the New York City Police Department and the
CityStats program in Baltimore. Similar to other Stats efforts, DPSS piloted their own
Stats project and has seen remarkable results since its inception in April 2005.
Consistent with their Stats process, DPSS holds regularly scheduled meetings where
accurate and timely performance data is presented and analyzed by all key managers
and decision-makers responsible for the success of a program or service. Within this
forum, data trends are monitored and addressed, targets are established, progress is
gauged, and managers make on-the-spot commitments to solve issues that have
resulted in a missed target.

In 2006-07, additional Stats efforts are being piloted in both a small department setting
(Animal Care and Control’'s PawsStats effort) and a multi-departmental setting (among
the departments involved in the Florence-Firestone Community Enhancement Team).
A full-time countywide Performance Counts! Coordinator was also appointed in 2006-
07. Based on these enhanced commitments and pilots, in 2007-08, the County will
continue to pursue advanced approaches to fostering a system that promotes
institutionalized performance-based management and decision-making, ensuring that
we develop and maintain programs that work.
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CHILDREN AND FAMILIES BUDGET

The Children and Families Budget (CFB) Addendum is undergoing a redesign.
FY 2006-07, marked the fifth year of a five-year implementation plan to
comprehensively inventory departmental programs serving children and families, which
included program budgets and performance measures for all departmental programs.
The Children and Families Budget is now taking the next step in transitioning from a
departmental program inventory to a more analytical, integrated performance-based
budget report aligned around Goal 5 outcome areas: good health; safety and survival;
economic well-being; social and emotional well-being; and educational/workforce
readiness. The revisions to the CFB are designed to promote and evaluate
interdepartmental coordination through service integration initiatives; and identify
service gaps and overlaps by and between the County's health and human services
departments. In 2007, two editions of the CFB will be issued. An abbreviated and
modified version will be issued as an addendum to the 2007-08 Proposed Budget and
will include performance measurement data only. A second, more substantial version
will be released after the Supplemental Budget is adopted toward the end of 2007,
which will include budgetary data. On a permanent basis following 2007, the CFB
production schedule will be moved to the latter part of each calendar year when final
budget numbers are available. This timing should help departments use the CFB as a
tool to focus their policy and budgetary discussions more effectively around children and
families’ programming, as well as provide a summary of prior year’s investments and
results.

TIMETABLE

Approved schedule for budget hearings and deliberations is as follows:

Board Action Approval Date
Adopt Proposed Budget; Order Printing, Notice and .
Distribution; and Schedule Hearings April 17, 2007
Commence Public Budget Hearings May 9, 2007

Commence Final Budget Deliberations and Adopt Final
Budget Upon Conclusion

June 18, 2007
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Prior to deliberations on the FY 2007-08 Final Budget, we will file reports on:

May revisions to the Governor’s Budget and updates on other FY 2007-08 State
and federal budget legislation and the impact on the County’s Proposed Budget;

Final revisions reflecting the latest estimates of requirements/available funds;
Issues raised in public hearings or written testimony;
Specific matters with potential fiscal impact; and

Issues as instructed by your Board.

APPROVAL OF PROPOSED BUDGET

The matter before your Board is adoption of the Proposed Budget.

The documentation must be available for consideration by the public at least
10 days prior to the commencement of public budget hearings.

Adjustments to the budget, including revisions to reflect your Board’s funding
priorities and State and federal budget actions, can be made during budget
deliberations, prior to adoption of the Final Budget.

Pursuant to State law, your Board may make changes to the Proposed Budget
with a simple majority (3 votes) until adoption of the Final Budget, if changes are
based on the permanent record developed during public hearings (e.g.,
Proposed Budget, budget requests and all written and oral input by Supervisors,
County staff and the public).

Changes not based on the “permanent record” require 4/5 vote.

THEREFORE, IT IS RECOMMENDED THAT YOUR BOARD:

1.

Order such revisions, additions and changes to the Chief Administrative Officer’s
budget recommendations as deemed necessary and approve the revised figures
as the Proposed Budget for FY 2007-08; instruct the Auditor-Controller to have
the necessary copies printed; order the publication of the necessary notices; and
set May 9, 2007 as the date that public budget hearings will begin.
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2. Approve discounted prepayment on the County’s retirement contribution and
authorize the Chief Administrative Officer to negotiate with Los Angeles County
Employee’s Retirement Association on the County’s behalf in this regard.

Respectfully submitted,

DAVID E. JANSSE






