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Equipment Program) (the “Bonds”), are being issued to finance the acquisition of certain equipment, machinery,
vehicles and other tangible personal property to be leased to the County of Los Angeles, California (the “County”)
pursuant to a Lease Agreement, dated as of June 1, 2014 (the “Lease”) by and between the County, as lessee, and the
Los Angeles County Capital Asset Leasing Corporation, as lessor (the “Corporation”). Principal of and interest on the
Bonds are payable from Base Rental payments to be made by the County pursuant to the Lease and from certain other
sources, as described herein. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS” herein.

The Bonds will be issued in authorized denominations of $5,000 and any integral multiple thereof. Interest on
the Bonds will be payable semiannually each June 1 and December 1, commencing on December 1, 2014. The Bonds
will be delivered in fully registered form only, and, when delivered, will be registered in the name of Cede & Co., as
nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities depository of
the Bonds. Ownership interests in the Bonds may be purchased in book-entry form only. Principal of and interest on
the Bonds will be paid by the Trustee to DTC or its nominee, which will in turn remit such payments to its Participants
(as defined herein) for subsequent disbursement to the beneficial owners of the Bonds. See “THE BONDS” herein
and APPENDIX F—"BOOK-ENTRY ONLY SYSTEM.”

The Bonds are not subject to optional redemption prior to maturity. The Bonds are subject to
extraordinary redemption prior to maturity, as described herein. See “THE BONDS-Redemption” herein.

THE BONDS ARE SPECIAL OBLIGATIONS OF THE CORPORATION PAYABLE SOLELY FROM BASE
RENTAL PAYMENTS RECEIVED PURSUANT TO THE LEASE AND FROM AMOUNTS HELD BY THE TRUSTEE
IN CERTAIN FUNDS AND ACCOUNTS ESTABLISHED BY THE INDENTURE. THE OBLIGATION OF THE
COUNTY TO PAY BASE RENTAL AND ADDITIONAL RENTAL UNDER THE LEASE DOES NOT CONSTITUTE AN
OBLIGATION OF THE COUNTY FOR WHICH THE COUNTY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM
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CALIFORNIA. UNDER CERTAIN CIRCUMSTANCES, BASE RENTAL MAY BE ABATED UNDER THE LEASE.

This cover page contains information for quick reference only. It is not a summary of this issue.
Potential purchasers must read the entire Official Statement to obtain information essential to making
an informed investment decision.

The Bonds will be offered when, as and if issued subject to the approval as to their legality by Hawkins
Delafield & Wood LLP, Los Angeles, California, Bond Counsel to the County and the Corporation. Certain legal
matters will be passed upon for the County and the Corporation by County Counsel. It is anticipated that the
Bonds will be available for delivery to DTC on or about June 26, 2014.

Dated: June 17, 2014



MATURITY SCHEDULE

$29,800,000

LOS ANGELES COUNTY CAPITAL ASSET LEASING CORPORATION
LEASE REVENUE BONDS, 2014 SERIES A

(LAC-CAL Equipment Program)

Maturity Principal Amount Interest Rate Yield cusIp!
December 1, 2014 $4,690,000 2.00% 0.14% 54466LEZ6
June 1, 2015 4,650,000 2.00 0.18 54466LFA0Q
December 1, 2015 4,495,000 3.00 0.23 54466LFB8
June 1, 2016 4,370,000 3.00 0.34 54466LFC6
December 1, 2016 4,180,000 3.00 0.48 54466L.FD4
June 1, 2017 3,140,000 3.00 0.68 54466LFE2
December 1, 2017 2,900,000 3.00 0.82 54466LFF9
June 1, 2018 1,375,000 3.00 1.05 54466LFG7

T Copyright 2014, American Bankers Association. CUSIP® is a registered trademark of the American Bankers Association. CUSIP data herein
is provided by the CUSIP Service Bureau, managed on behalf of the American Bankers Association by Standard & Poor’s. This data is not
intended to create a database and does not serve in any way as a substitute for the CUSIP Services Bureau. CUSIP numbers have been assigned
by an independent company not affiliated with the County or the Corporation and are included solely for the convenience of the registered owners
of the Bonds. Neither the County nor the Corporation are responsible for the selection or uses of these CUSIP numbers, and no representation is
made as to their correctness on the Bonds or as included herein. The CUSIP number for a specific maturity is subject to being changed after the
issuance of the Bonds as a result of various subsequent actions including, but not limited to, a refunding in whole or in part or as a result of the
procurement of secondary market portfolio insurance and other similar enhancement by investors that is applicable to all or a portion of certain

maturities of the Bonds.
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This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor
shall there be any sale of the Bonds by any person in any jurisdiction in which it is unlawful for such person to
make such an offer, solicitation or sale. No dealer, broker, salesperson or other person has been authorized to
give any information or to make any representations other than those contained in this Official Statement. If
given or made, such other information or representations must not be relied upon as having been authorized by
the County or the Corporation.

This Official Statement is not to be construed as a contract with the purchasers of the Bonds.
Statements contained in this Official Statement which involve estimates, projections, forecasts or matters of
opinion, whether or not expressly so described herein, are intended solely as such and are not to be construed
as representations of facts. No representation is made that the past experience, as shown by such financial and
other information, will necessarily continue or be repeated in the future. All estimates, projections, forecasts
or matters of opinion are “forward looking statements,” which must be read with an abundance of caution and
which may not be realized or may not occur in the future.

Certain of the information set forth herein has been obtained from official sources which are believed
to be reliable. The information and expressions of opinion herein are subject to change without notice and
neither delivery of this Official Statement nor any sale of Bonds made hereunder shall, under any
circumstances, create any implication that there has been no change in the affairs of the County or the
Corporation since the date hereof. This Official Statement is submitted with respect to the sale of the Bonds
referred to herein and may not be reproduced or used, in whole or in part, for any other purpose, unless
authorized in writing by the County. All summaries of the documents and laws are made subject to the
provisions thereof and do not purport to be complete statements of any or all such provisions. Preparation of
this Official Statement and its distribution have been duly authorized and approved by the County and the
Corporation.

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR OWN
EXAMINATION OF THE COUNTY, THE CORPORATION AND THE TERMS OF THE OFFERING,
INCLUDING THE MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN
APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE COMMISSION OR ANY
STATE SECURITIES COMMISSION NOR HAS THE SECURITIES AND EXCHANGE COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS OFFICIAL STATEMENT. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

IN CONNECTION WITH THE OFFERING OF THE BONDS, THE UNDERWRITER MAY OVER
ALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF
THE BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN
MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME. THE
UNDERWRITER MAY OFFER AND SELL THE BONDS TO CERTAIN DEALERS, INSTITUTIONAL
INVESTORS AND OTHERS AT PRICES LOWER THAN THE PUBLIC OFFERING PRICES STATED
ON THE COVER PAGE HEREOF AND SUCH PUBLIC OFFERING PRICES MAY BE CHANGED FROM
TIME TO TIME BY THE UNDERWRITER.
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$29,800,000
LOS ANGELES COUNTY CAPITAL ASSET LEASING CORPORATION
LEASE REVENUE BONDS, 2014 SERIES A
(LAC-CAL Equipment Program)

INTRODUCTION

This introduction contains only a brief summary of certain of the terms of the Bonds being offered,
and a brief description of the entire Official Statement. All statements contained in this introduction are
qualified in their entirety by reference to the entire Official Statement. References to, and summaries of,
provisions of the Constitution and laws of the State of California and any documents referred to in this Official
Statement do not purport to be complete and such references are qualified in their entirety by reference to the
complete provisions. All capitalized terms used in this Official Statement and not otherwise defined herein
shall have the meanings set forth in the Indenture and the Lease. See APPENDIX C—"SUMMARY OF
PRINCIPAL LEGAL DOCUMENTS - Definitions.”

General Description

This Official Statement, including the cover page and attached Appendices (the “Official Statement”),
provides certain information concerning the issuance of the Los Angeles County Capital Asset Leasing
Corporation Lease Revenue Bonds, 2014 Series A (LAC-CAL Equipment Program) (the “Bonds”) in the
aggregate principal amount of $29,800,000. The Bonds will be issued pursuant to Chapter 10 (commencing
with Section 5800) of Division 6 of Title 1 of the California Government Code and an Indenture of Trust,
dated as of June 1, 2014 (the “Indenture”), by and between the Los Angeles County Capital Asset Leasing
Corporation (the “Corporation”) and U.S. Bank National Association, as trustee (the “Trustee”). The proceeds
of the Bonds will be used to (1) redeem certain bond anticipation notes of the County (the “BANs”), whose
proceeds were originally used to finance the acquisition of certain equipment, machinery, vehicles, and other
tangible personal property (as more fully described herein, the “Equipment”), (ii) fund the Reserve Fund
established pursuant to the Indenture and (iii) pay the costs of issuance of the Bonds. See “ESTIMATED
SOURCES AND USES OF FUNDS” herein. The Equipment will be leased pursuant to the Lease Agreement,
dated as of June 1, 2014 (the “Lease”), by and between the Corporation and the County of Los Angeles (the
“County”).

General Terms of the Bonds

The Bonds are dated and will mature on the dates and in the principal amounts and will bear interest at
the respective rates per annum, all as set forth on the cover page of this Official Statement. Interest on the
Bonds is payable on June 1 and December 1, commencing on December 1, 2014 (each, an “Interest Payment
Date”). The Bonds will be issued in denominations of $5,000 and any integral multiple thereof. The Bonds
will be delivered in book-entry form only and when issued and authenticated, will be registered in the name of
Cede & Co., as nominee of The Depository Trust Company, New York, New York (“DTC” ), which will act as
securities depository for the Bonds. The Bonds are not subject to optional redemption prior to maturity, but
are subject to extraordinary redemption as described herein. See “THE BONDS” herein.

Security and Sources of Payment for the Bonds

Under the Lease, in consideration for the use and possession of the Equipment, the County is required
to make certain payments designated as Base Rental (“Base Rental”) in the amounts, at the times and in the
manner set forth in the Lease. The County is also required to make certain payments designated as Additional
Rental (“Additional Rental”) pursuant to the Lease. Pursuant to the Indenture, the Trustee will apply Base
Rental payments received from the County to pay principal of and interest on the Bonds.



The County has covenanted in the Lease to pay the Base Rental due thereunder from any source of
legally available funds, and to take such action as may be necessary to include all Base Rental and Additional
Rental in its annual budget, and to make the necessary annual appropriations for all such Base Rental and
Additional Rental (except to the extent such payments are abated as described herein). However, the County is
not obligated to levy or pledge any form of taxation in order to pay such Base Rental and Additional Rental for
the rental of the Equipment, nor has the County done so.

Payments under the Lease, except for certain moneys more particularly described in the Lease, will be
abated in whole or in part during any period in which, by reason of damage, destruction or theft, there is
substantial interference with the County’s right of use or possession of the Equipment or any portion thereof.
See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS” herein.

The County

The County is located in the southern coastal portion of the State of California (the “State”) and
covers 4,084 square miles. The County was established under an act of the State Legislature on February, 18,
1850. It is the most populous county in the nation and, in terms of population, is larger than 43 states. The
economy of the County is diversified and includes manufacturing, technology, world trade, financial services,
motion picture and television production, agriculture and tourism. For additional economic and demographic
information with respect to the County, see APPENDIX A - “COUNTY OF LOS ANGELES
INFORMATION STATEMENT” and APPENDIX B - “COUNTY OF LOS ANGELES FINANCIAL
STATEMENTS FOR THE FISCAL YEAR ENDED JUNE 30, 2013.”

Limited Liability

THE BONDS ARE SPECIAL OBLIGATIONS OF THE CORPORATION PAYABLE SOLELY
FROM BASE RENTAL PAYMENTS RECEIVED PURSUANT TO THE LEASE AND FROM AMOUNTS
HELD BY THE TRUSTEE IN CERTAIN FUNDS AND ACCOUNTS ESTABLISHED BY THE
INDENTURE. THE OBLIGATION OF THE COUNTY TO PAY BASE RENTAL AND ADDITIONAL
RENTAL UNDER THE LEASE DOES NOT CONSTITUTE AN OBLIGATION OF THE COUNTY FOR
WHICH THE COUNTY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION OR FOR
WHICH THE COUNTY HAS LEVIED OR PLEDGED ANY FORM OF TAXATION. NEITHER THE
BONDS NOR THE OBLIGATION OF THE COUNTY TO PAY BASE RENTAL OR ADDITIONAL
RENTAL UNDER THE LEASE CONSTITUTES AN INDEBTEDNESS OF THE COUNTY, THE STATE
OF CALIFORNIA OR ANY OF ITS POLITICAL SUBDIVISIONS WITHIN THE MEANING OF THE
CONSTITUTION OF THE STATE OF CALIFORNIA. UNDER CERTAIN CIRCUMSTANCES, BASE
RENTAL MAY BE ABATED UNDER THE LEASE.

Continuing Disclosure

The County has covenanted to provide, or cause to be provided to the Municipal Securities
Rulemaking Board (the “MSRB”), for purposes of Rule 15¢2-12 promulgated by the U.S. Securities and
Exchange Commission (“Rule 15¢2-12”), certain annual financial information and operating data and notice of
certain material events in a timely manner. These covenants have been made in order to assist the underwriters
of the Bonds in complying with Rule 15¢2-12. See “CONTINUING DISCLOSURE” herein and APPENDIX
E—"FORM OF CONTINUING DISCLOSURE CERTIFICATE.”



ESTIMATED SOURCES AND USES OF FUNDS

The Bond proceeds and other funds are expected to be applied approximately as set forth below:

SOURCES:
Principal Amount of Bonds $29,800,000.00
Original Issue Premium 1,298,810.35
County Contribution 19.560.908.16
TOTAL SOURCES $50,659,718.51

USES:

Redemption of BANs $49,475,712.99
Debt Service Reserve Fund 1,000,000.00
Costs of Issuance Account'” 153,314.45
Underwriter’s Discount 30,691.07
TOTAL USES $50,659,718.51

O Includes rating agency fees, certain legal fees, financial advisory fees, trustee fees, electronic bid fees and printing costs.
THE BONDS

The following is a summary of certain provisions of the Bonds. Reference is made to the Bonds for
the complete text thereof and to the Indenture for a more detailed description of such provisions. The
discussion herein is qualified by such reference.

General Provisions

The Bonds will be dated, will mature on the dates in the respective principal amounts, and will bear
interest at the respective rates per annum, all as set forth on the inside cover page of this Official Statement.
Interest on the Bonds will be computed using a year of 360 days comprised of twelve 30-day months and is
payable on each Interest Payment Date, commencing on December 1, 2014. The Bonds will be delivered in
book-entry form only and when issued, authenticated and delivered, will be registered in the name of Cede &
Co., as nominee of The Depository Trust Company, New York, New York (“DTC”), which will act as
securities depository for the Bonds. Purchasers of the Bonds will not receive Bonds representing their
ownership interests in the Bonds purchased. Principal of and interest on the Bonds are payable directly to
DTC by the Trustee. Upon receipt of payments of principal and interest, DTC will in turn distribute such
payments to its Participants for subsequent disbursement to the beneficial owners of the Bonds. See
APPENDIX F—“BOOK-ENTRY ONLY SYSTEM.”

Redemption
No Optional Redemption. The Bonds are not subject to optional redemption prior to maturity.

Extraordinary Redemption. The Bonds are subject to extraordinary redemption prior to maturity in
whole or in part on any date, at a redemption price equal to the principal amount thereof plus accrued but
unpaid interest to the redemption date, without premium, from amounts deposited in the Redemption Account
of the Bond Fund pursuant to the Indenture following an event of theft, damage or destruction of the
Equipment or a portion thereof to the extent that Base Rental payments with respect to the remaining
Outstanding Bonds do not exceed the fair rental value for the use and possession of the portions of the
Equipment not damaged or destroyed, as determined by the County.

Selection of Bonds for Redemption. Whenever provision is made in the Indenture for the redemption
of Bonds and less than all Outstanding Bonds are to be redeemed, the Bonds to be redeemed shall be selected
proportionately among maturities, and within a maturity, the Trustee shall select Bonds for redemption by lot.
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The portion of any Bond to be redeemed in part shall be in the principal amount of $5,000 or any integral
multiple thereof.

Notice of Redemption. When redemption is required pursuant to the Indenture, the Trustee shall give
notice of the redemption of the Bonds to each owner of a Bond to be redeemed. The notice shall specify: (a)
that the Bond or a designated portion thereof (in the case of redemption of a Bond in part but not in whole) is
to be redeemed, identifying each such Bond by its Bond number unless all Outstanding Bonds or all
Outstanding Bonds of the particular maturity or maturities are to be redeemed, in which case the notice need
only indicate that all Outstanding Bonds, or all Outstanding Bonds of a particular maturity or maturities
(specifying each such maturity) are to be redeemed, (b) the date of redemption, (c) the place or places where
the redemption will be made, including the name and address of any paying agent, (d) the redemption price, (e)
CUSIP numbers (if any) assigned to the Bonds to be redeemed, (f) the Bond numbers of the Bonds to be
redeemed in whole or in part and, in the case of any Bond to be redeemed in part only, the amount of such
Bond to be redeemed, and (g) the original date and stated maturity date of each Bond to be redeemed in whole
or in part. Such notice shall further state that on the specified redemption date, the redemption price, together
with interest accrued to the redemption date, shall become due and payable and that, from and after such date,
interest on the Bonds to be redeemed on the redemption date shall cease to accrue and be payable. Such
redemption notices may state that no representation is made as to the accuracy or correctness of the CUSIP
numbers set forth therein or on the Bonds. Such redemption notice may state that such redemption may be
conditional upon the receipt by the Trustee of moneys sufficient to pay the principal of, and interest on such
Bonds to be redeemed.

The Trustee shall give notice by first class mail, postage prepaid, at least 30 days but not more than 60
days prior to the redemption date to the owners of Bonds designated for redemption at their addresses
appearing on the Bond Register as of the close of business on the day before such notice is given. Neither
failure to receive any such notice nor any defect in such notice shall affect the sufficiency of the proceedings
for the redemption of any Bond. Such redemption notice shall also be given at least 30 days before the
redemption date, by (i) registered or certified mail, postage prepaid, (ii) confirmed facsimile transmission, or
(ii1) overnight delivery service, to DTC and to one of the Information Services. Neither failure to give the
notice described in the immediately preceding sentences nor any defect in the notices shall in any manner
affect the redemption of any Bond.

Partial Redemption of Bonds. Upon the surrender of any Bond redeemed in part only, the Trustee
shall execute and deliver to the owner thereof a new Bond or Bonds of authorized denominations equal in
aggregate principal amount, maturity and interest rate to the unredeemed portion of the Bond surrendered.
Such partial redemption shall be valid upon payment or provision of the payment of the amount required to be
paid to such Bondowner, and the Lessor and the Trustee shall be released and discharged thereupon from all
liability to the extent of such payment.

Effect of Notice of Redemption. Notice having been given as prescribed by the Indenture, and the
money for the redemption (including the interest to the applicable date of redemption) having been set aside in
the Redemption Account in the Bond Fund or otherwise segregated for such purpose, the Bonds or portions
thereof to be redeemed shall become due and payable on the date of redemption.

If on the redemption date, money for the redemption of all Bonds to be redeemed, together with
interest to the redemption date, shall be held by the Trustee so as to be available therefor, and if notice of
redemption thereof shall have been given as described in the Indenture, then, from and after the redemption
date, no additional interest shall become due on the Bonds to be redeemed. All money held by or on behalf of
the Trustee for the redemption of Bonds shall be held in trust for the account of the Bondowners to be so
redeemed.



SECURITY AND SOURCES OF PAYMENT OF THE BONDS
Base Rental and Additional Rental

The Lease requires the County to pay Base Rental for the use and possession of the Equipment and to
pay, as Additional Rental, any taxes, assessments and insurance premiums with respect to the Equipment and
to the extent not paid out of proceeds of the Bonds, the fees and expenses of the Trustee and any paying agent
in connection with the authentication of the Bonds and the performance and enforcement of the Lease and the
Indenture. The County has agreed to deposit the Base Rental payable under the Lease on each Lease Payment
Date with the Trustee. “Lease Payment Date” under the Lease means a date before each Interest Payment
Date. The County’s obligation to pay Base Rental under the Lease shall commence on the date of issuance of
the Bonds. The County has covenanted in the Lease to pay Base Rental from any source of legally available
funds, and to take such action as may be necessary to include all Base Rental and Additional Rental Payments
for the Equipment in its annual budgets and to make the necessary annual appropriations therefor (except to the
extent such payments are abated as permitted under the Lease). See APPENDIX C - “SUMMARY OF
PRINCIPAL LEGAL DOCUMENTS - Lease - Abatement.”

Base Rental payments are scheduled to be paid as set forth below:

Lease Principal Interest Base Rental
Payment Date') Component Component Payment
December 1,2014  $4,690,000 $344,702.78 $5,034,702.78
June 1, 2015 4,650,000 353,400.00 5,003,400.00
December 1, 2015 4,495,000 306,900.00 4,801.900.00
June 1, 2016 4,370,000 239,475.00 4,609,475.00
December 1, 2016 4,180,000 173,925.00 4,353,925.00
June 1, 2017 3,140,000 111,225.00 3,251,225.00
December 1, 2017 2,900,000 64,125.00 2,964,125.00
June 1, 2018 1,375,000 20,625.00 1,395,625.00

" Due on or before each Interest Payment Date.

Pursuant to the Indenture, the Corporation has assigned to the Trustee, for the benefit of the
Bondowners, all of its rights in and to the Lease, including the right to receive Base Rental payments and the
right to enforce payment of Base Rental when due, but excluding the Corporation’s rights to the payment of its
expenses, to indemnification and certain other rights set forth in the Indenture. See APPENDIX C—
”SUMMARY OF PRINCIPAL LEGAL DOCUMENTS— Indenture.”

The Bonds are special obligations of the Corporation payable solely from Base Rental payments
received pursuant to the Lease and from amounts held by the Trustee in certain funds and accounts established
by the Indenture. The obligation of the County to pay Base Rental and Additional Rental under the Lease does
not constitute an obligation of the County for which the County is obligated to levy or pledge any form of
taxation or for which the County has levied or pledged any form of taxation. Neither the Bonds nor the
obligation of the County to pay Base Rental or Additional Rental under the Lease constitutes an indebtedness
of the County, the State of California or any of its political subdivisions within the meaning of the Constitution
of the State of California. Under certain circumstances, Base Rental may be abated under the Lease.

Any component of the Equipment may be modified for the County’s use after the execution and
delivery of the Lease, provided that such modification is in compliance with the terms of the Lease, which
requires, among other things, that any such modification will not cause the modified Equipment to have a
value less than its value prior to the modification.



Reserve Fund

Amounts on deposit in the Reserve Fund established pursuant to the Indenture are pledged to pay
principal of and interest on the Bonds. The Reserve Fund will initially be funded from the proceeds of the
Bonds in the amount of $1,000,000. The Reserve Requirement means, as of any date of calculation, the lesser
of (i) $1,000,000 or (ii) the total remaining unpaid principal and interest on the Bonds. The Reserve Fund shall
be maintained by the Trustee until the Base Rental is paid in full pursuant to the Lease or until there are no
longer any Bonds Outstanding. If on any Interest Payment Date, the amount on deposit in the Interest Account
and/or the Principal Account is less than the principal and interest payments due with respect to the Bonds on
such date, then the Trustee shall transfer from the Reserve Fund for credit to such account or accounts
sufficient amounts if available to make up the deficiencies. If the amount on deposit in the Reserve Fund five
Business Days prior to any Interest Payment Date is less than the Reserve Requirement, the Trustee shall
promptly notify the Lessor and Lessee of such fact. Upon receipt of such notice, the Lessor shall cause the
Lessee to transfer to the Trustee for deposit into the Reserve Fund all funds legally available for such use until
the amount on deposit in the Reserve Fund equals the Reserve Requirement. See APPENDIX C -
“SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - Indenture - Funds and Accounts.”

Substitution of Equipment Components

The County shall, at any time, have the right to substitute any item of personal property of comparable
value to and a Useful Life not less than the remaining Useful Life of, the Equipment Component to be
substituted, but only by providing the Trustee with (a) a written certificate (i) describing both the new
Equipment Component and the Equipment Component for which it is to be substituted, and stating that such
new Equipment Component is of comparable value and has a Useful Life not less than the Useful Life of the
Equipment Component for which it is being substituted and (ii) stating that such substitution will not result in
an abatement of Rental Payments, and (b) a new Equipment description for the Lease, which shall include the
substitute Equipment Components and which shall supersede in its entirety the then existing description
attached to Lease. As a result of any substitution of Equipment Components pursuant to the Lease, there shall
be no reduction in the Base Rental due from the Lessee under the Lease and there shall be no reduction in the
aggregate fair rental value of the Equipment as a result of such substitution. See APPENDIX C - “SUMMARY
OF PRINCIPAL LEGAL DOCUMENTS - Lease — Substitution of Equipment Components.”

Abatement

A proportionate amount of Base Rental shall be abated during any period in which, by reason of
damage, destruction, theft or otherwise, there is substantial interference with the use and possession of any
component of the Equipment by the County. There shall be no abatement of Base Rental to the extent that
moneys are (a) on deposit in the Reserve Fund, (b) on deposit in the Base Rental Account, Interest Account or
Principal Account of the Bond Fund and (c) otherwise legally available to the County and transferred to the
Trustee for the purpose of making Base Rental, and are available to pay the amount which would otherwise be
abated. The amount of any abatement shall be such that the resulting Base Rental in any Fiscal Year during
which such interference continues, excluding any amounts described in clauses (a) through (c) above, does not
exceed the fair rental value for the use and possession of the portions of the Equipment not damaged or
destroyed. Such abatement shall commence on the date of theft, damage or destruction and shall end with the
substantial completion of the work of repair of the Equipment or any affected portion of the Equipment, or the
delivery of replacement Equipment or portions thereof. Additional Rental shall not be abated so long as a
significant portion of the Equipment or portions thereof remains available for the use and possession of the
County. Except as provided in the Lease, in the event of any such theft, damage or destruction, the Lease shall
continue in full force and effect and the County waives any right to terminate the Lease by virtue of any such
theft, damage or destruction. See APPENDIX C - “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS -
Lease - Abatement” and RISK FACTORS - “Abatement.”



Insurance

Pursuant to the Lease, the County has agreed to obtain certain types of insurance, including not less
than two years of rental interruption insurance and all-risk insurance including theft insurance, from private
insurers, as long as such insurance is commercially available at a reasonable cost. No assurance can be given
that such insurance will be commercially available at a reasonable cost during the entire term of the Lease. If
any such insurance is not commercially available at a reasonable cost, the County has covenanted in the Lease
to self-insure, and has further covenanted in the Lease that reserves for such self-insurance, other than with
respect to workers’ compensation insurance, will, in the opinion of the County’s risk manager, be adequate.
The County may not self-insure for rental interruption insurance.

No Acceleration Upon an Event of Default

In the event of a default, there is no remedy of acceleration of the total Base Rental payments due over
the term of the Lease and the Trustee is not empowered to sell the Equipment and use the proceeds of such sale
to redeem the Bonds or pay debt service thereon or repossess the Equipment in any way. See APPENDIX C -
“SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - Indenture — Events of Default and Remedies of
Owners” and RISK FACTORS - “No Acceleration Upon an Event of Default; Limitations on Remedies”.

Investment of Funds and Accounts

County General Fund moneys are generally deposited into the County Treasury to the credit of the
County and invested in accordance with County investment policies. Pursuant to the Indenture, moneys held
by the Trustee in any fund or account under the Indenture shall be invested in Qualified Investments pending
application as provided therein, which investment may include the County Treasury Pool. See APPENDIX A
- “THE COUNTY OF LOS ANGELES INFORMATION STATEMENT - Los Angeles County Pooled
Surplus Investments” and APPENDIX C - “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS.”

Description of the Equipment

The proceeds of the Bonds are to be used to refinance the acquisition of certain equipment, machinery,
vehicles and other tangible personal property used by various departments of the County of Los Angeles,
including the Department of Beaches and Harbors, the Department of Parks and Recreation, the Department of
Health Services, the Internal Services Department and the Sheriff Department. Such property consists of more
than one thousand individual items and includes motor vehicles, medical equipment, and computer systems.
The aggregate average useful life of such equipment will not be less than the weighted average maturity of the
Bonds, and the individual useful life of such equipment ranges from three to seven years.

THE CORPORATION

The Los Angeles County Capital Asset Leasing Corporation is a California nonprofit corporation
organized under the Nonprofit Public Benefit Corporation Law of the State of California (constituting Title 1,
Division 2, Part 2 of the California Corporations Code). The Corporation was formed in February 1983 to
assist the County, among other things, in financing the purchase of necessary equipment.

The Corporation is a separate legal entity from the County. It is governed by a five-member Board of
Directors (the “Board”) appointed by the Board of Supervisors of the County. The Board members receive no
compensation. The Corporation has no employees. All staff work is performed by employees of the County.

RISK FACTORS

The following factors, along with all other information in this Official Statement, should be
considered by potential investors in evaluating the Bonds.
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Not a Pledge of Taxes

The Bonds are special obligations of the Corporation payable solely from Base Rental payments
received pursuant to the Lease and from amounts held by the Trustee in certain funds and accounts established
by the Indenture. The obligation of the County to pay Base Rental and Additional Rental under the Lease does
not constitute an obligation of the County for which the County is obligated to levy or pledge any form of
taxation or for which the County has levied or pledged any form of taxation. Neither the Bonds nor the
obligation of the County to pay Base Rental or Additional Rental under the Lease constitutes an indebtedness
of the County, the State of California or any of its political subdivisions within the meaning of the constitution
of the State of California. Under certain circumstances, Base Rental may be abated under the Lease.

Although the Lease does not create a pledge, lien or encumbrance upon the funds of the County, the
County is obligated under the Lease to pay Base Rental from any source of legally available funds (subject to
certain exceptions) and the County has covenanted in the Lease that, for as long as the Equipment is available
for its use and possession, the County will take such action as may be necessary to include all Base Rental
payments due under the Lease in any Fiscal Year during the term of the Lease in its annual budgets for the
Fiscal Year and to make the necessary annual appropriations for all such Base Rental payments, except to the
extent such payments are abated in accordance with the Lease. The County is currently liable on other
obligations payable from general revenues, some of which may have priority over the Base Rental payments.

Additional Obligations of the County

The County has the capability to enter into other obligations which may constitute additional charges
against its revenues. To the extent that additional obligations are incurred by the County, the funds available
to make Base Rental payments may be decreased.

The Base Rental payments and other payments due under the Lease (including payment of costs of
repair and maintenance of the Equipment, taxes and other governmental charges levied against the Equipment)
are payable from funds lawfully available to the County. In the event that the amounts which the County is
obligated to pay in a Fiscal Year exceed the County’s revenues for such year, the County may choose to make
some payments rather than making other payments, including Base Rental payments, based on the perceived
needs of the County. The same result could occur if, because of California constitutional limits on
expenditures, the County is not permitted to appropriate and spend all of its available revenues. In such event,
the County may not have sufficient funds available to pay principal of and interest on the Bonds when due.
The County’s appropriations have never exceeded the limitation on appropriations under Article XIIIB of the
California Constitution.

No Acceleration Upon an Event of Default; Limitations on Remedies

In the event of a default, there is no remedy of acceleration of the total Base Rental payments due over
the term of the Lease and the Trustee is not empowered to sell the Equipment and use the proceeds of such sale
to redeem the Bonds or pay debt service thereon or repossess the Equipment in any way. More specifically,
the Trustee does not have the right: (i) to demand that the County return the Equipment; (ii) to enter upon the
premises where the Equipment is located and take possession of or remove the same by summary proceedings
or in any other manner; (iii) to terminate the Lease and sell the Equipment or otherwise dispose of, hold, use,
operate, lease to others or keep idle the Equipment; or (iv) to retake possession of the Equipment in any
manner.

Under the terms of the Lease, the Trustee has the right to recover Base Rental payments as they
become due under the Lease. The County will be liable only for Base Rental payments on an annual basis, and
the Trustee would be required to seek a separate judgment each year for that year’s defaulted Base Rental
payments. Any such suit for money damages would be subject to limitations on legal remedies against
counties in the State, including a limitation on enforcement of judgments against funds of a Fiscal Year other
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than the Fiscal Year in which the Base Rental payments were due and against funds needed to serve the public
welfare and interest.

Additionally, enforceability of the rights and remedies of the Bondowners, and the obligations
incurred by the Corporation and the County, may become subject to the federal bankruptcy code and
applicable bankruptcy, insolvency, reorganization, moratorium, or similar laws relating to or affecting the
enforcement of creditor’s rights generally, now or hereafter in effect, equity principles which may limit the
specific enforcement under State law of certain remedies, the exercise by the United States of America of the
powers delegated to it by the Constitution, the reasonable and necessary exercise, in certain exceptional
situations, of the police powers inherent in the sovereignty of the State and its governmental bodies in the
interest of serving a significant and legitimate public purpose and the limitations on remedies against counties
in the State. Bankruptcy proceedings, or the exercise of powers by the federal or state government, if initiated,
could subject the Bondowners to judicial discretion and interpretation of their rights in bankruptcy or
otherwise, and consequently may entail risks of delay, limitation, or modification of their rights.

Adequacy of County Insurance Reserves or Insurance Proceeds

The County may self-insure for certain types of insurance required under the Lease. See “SECURITY
AND SOURCES OF PAYMENT FOR THE BONDS - Insurance.” The County intends to self-insure for
workers’ compensation insurance and general liability insurance with respect to the Equipment. If the County
elects to self-insure against other risks, no assurance can be given that the insurance reserves established by the
County will be sufficient to satisfy any loss which the County may experience. If the County’s self-insurance
reserves are inadequate or if the County receives insufficient commercial insurance proceeds to repair or
replace any portion of the Equipment which is damaged or destroyed, the amount of Base Rental payable
under the Lease could be abated. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS -
Abatement” herein and “-Abatement” below.

Abatement

Except to the extent of amounts held in the Base Rental Account, Interest Account or Principal
Account of the Bond Fund and in the Reserve Fund, amounts received from rental interruption insurance, and
amounts which may otherwise be legally available to the County and transferred to the Trustee for the purpose
of paying Base Rental payments under the Lease, Base Rental payments will be abated in whole or in part
during any period in which, by reason of damage, destruction or theft, there is substantial interference with the
County’s right of use or possession of the Equipment or any portion thereof and the Base Rental due hereunder
shall exceed the fair rental value of the Equipment. In the event of an abatement, the amount of rental
abatement will be such that the resulting total Base Rental payments do not exceed the total fair rental value of
the remaining portions of the Equipment not damaged, destroyed or taken. Abatement will continue for the
period commencing with the date of damage, destruction or theft and shall end with the substantial completion
of the work of repair or the delivery of a replacement for the affected portion of the Equipment.

Such reduced or abated Base Rental, together with other moneys available to the Trustee, may not be
sufficient, after depletion of amounts in the Reserve Fund and expiration of rental interruption insurance with
respect to the Equipment, if any, to pay principal of and interest on the Bonds in the amounts and at the rates
set forth thereon. In such an event, all Bondowners would forfeit the right to receive a pro rata portion of
interest attributable to abated Base Rental in any year of abatement and, to the extent Bonds matured during a
period of abatement, such Bondowners would forfeit the right to receive a pro rata portion of principal
attributable to such abated Base Rental. The failure to make such payments of principal and interest under
such circumstances would not constitute a default under the Lease or the Indenture.



Economic Conditions in the State of California

State income tax and other receipts can fluctuate significantly from year to year, depending on
economic conditions in the State and the nation. Decreases in the State’s General Fund revenues may
significantly affect appropriations made by the State to public agencies, including the County. See
APPENDIX A — “The County of Los Angeles Information Statement” attached hereto.

TAX MATTERS
Opinion of Bond Counsel

In the opinion of Hawkins Delafield & Wood LLP, Bond Counsel, under existing statutes and court
decisions and assuming continuing compliance with certain tax covenants described herein, (i) interest on the
Bonds is excluded from gross income for Federal income tax purposes pursuant to Section 103 of the Internal
Revenue Code of 1986, as amended (the “Code™) and (ii) interest on the Bonds is not treated as a preference
item in calculating the alternative minimum tax imposed on individuals and corporations under the Code; such
interest, however, is included in the adjusted current earnings of certain corporations for purposes of
calculating the alternative minimum tax imposed on such corporations. In rendering its opinion, Bond Counsel
has relied on certain representations, certifications of fact, and statements of reasonable expectations made by
the Corporation in connection with the Bonds, and Bond Counsel has assumed compliance by the Corporation
with certain ongoing covenants to comply with applicable requirements of the Code to assure the exclusion of
interest on the Bonds from gross income under Section 103 of the Code.

In addition, in the opinion of Bond Counsel to the Corporation, under existing statutes, interest on the
Bonds is exempt from personal income taxes imposed by the State of California.

Bond Counsel expresses no opinion regarding any other Federal or state tax consequences with
respect to the Bonds. Bond Counsel renders its opinion under existing statutes and court decisions as of the
issue date, and assumes no obligation to update, revise or supplement its opinion to reflect any action hereafter
taken or not taken, or any facts or circumstances that may hereafter come to its attention, or changes in law or
in interpretations thereof that may hereafter occur, or for any other reason. Bond Counsel expresses no opinion
on the effect of any action hereafter taken or not taken in reliance upon an opinion of other counsel on the
exclusion from gross income for Federal income tax purposes of interest on the Bonds, or under state and local
tax law.

Certain Ongoing Federal Tax Requirements and Covenants

The Code establishes certain ongoing requirements that must be met subsequent to the issuance and
delivery of the Bonds in order that interest on such Bonds be and remain excluded from gross income under
Section 103 of the Code. These requirements include, but are not limited to, requirements relating to use and
expenditure of gross proceeds of the Bonds, yield and other restrictions on investments of gross proceeds, and
the arbitrage rebate requirement that certain excess earnings on gross proceeds be rebated to the Federal
government. Noncompliance with such requirements may cause interest on the Bonds to become included in
gross income for Federal income tax purposes retroactive to their issue date, irrespective of the date on which
such noncompliance occurs or is discovered. The Corporation has covenanted to comply with certain
applicable requirements of the Code to assure the exclusion of interest on the Bonds from gross income under
Section 103 of the Code.

Certain Collateral Federal Tax Consequences

The following is a brief discussion of certain collateral Federal income tax matters with respect to the
Bonds. It does not purport to address all aspects of Federal taxation that may be relevant to a particular owner
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of a Bond. Prospective investors, particularly those who may be subject to special rules, are advised to consult
their own tax advisors regarding the Federal tax consequences of owning and disposing of the Bonds.

Prospective owners of the Bonds should be aware that the ownership of such obligations may result in
collateral Federal income tax consequences to various categories of persons, such as corporations (including S
corporations and foreign corporations), financial institutions, property and casualty and life insurance
companies, individual recipients of Social Security and railroad retirement benefits, individuals otherwise
eligible for the earned income tax credit, and taxpayers deemed to have incurred or continued indebtedness to
purchase or carry obligations the interest on which is excluded from gross income for Federal income tax
purposes. Interest on the Bonds may be taken into account in determining the tax liability of foreign
corporations subject to the branch profits tax imposed by Section 884 of the Code.

Bond Premium

In general, if an owner acquires a Bond for a purchase price (excluding accrued interest) or otherwise
at a tax basis that reflects a premium over the sum of all amounts payable on the Bond after the acquisition
date (excluding certain “qualified stated interest” that is unconditionally payable at least annually at prescribed
rates), that premium constitutes “bond premium” on that Bond (a “Premium Bond”). In general, under Section
171 of the Code, an owner of a Premium Bond must amortize the bond premium over the remaining term of
the Premium Bond, based on the owner’s yield over the remaining term of the Premium Bond determined
based on constant yield principles (in certain cases involving a Premium Bond callable prior to its stated
maturity date, the amortization period and yield may be required to be determined on the basis of an earlier call
date that results in the lowest yield on such bond). An owner of a Premium Bond must amortize the bond
premium by offsetting the qualified stated interest allocable to each interest accrual period under the owner’s
regular method of accounting against the bond premium allocable to that period. In the case of a tax-exempt
Premium Bond, if the bond premium allocable to an accrual period exceeds the qualified stated interest
allocable to that accrual period, the excess is a nondeductible loss. Under certain circumstances, the owner of
a Premium Bond may realize a taxable gain upon disposition of the Premium Bond even though it is sold or
redeemed for an amount less than or equal to the owner’s original acquisition cost. Owners of any Premium
Bonds should consult their own tax advisors regarding the treatment of bond premium for Federal income tax
purposes, including various special rules relating thereto, and state and local tax consequences, in connection
with the acquisition, ownership, amortization of bond premium on, sale, exchange, or other disposition of
Premium Bonds.

Original Issue Discount

“Original issue discount” (“OID”) is the excess of the sum of all amounts payable at the stated
maturity of a Bond (excluding certain “qualified stated interest” that is unconditionally payable at least
annually at prescribed rates) over the issue price of that maturity. In general, the “issue price” of a maturity
means the first price at which a substantial amount of the Bonds of that maturity was sold (excluding sales to
bond houses, brokers, or similar persons acting in the capacity as underwriters, placement agents, or
wholesalers). In general, the issue price for each maturity of Bonds is expected to be the initial public offering
price set forth on the cover page of the Official Statement. Bond Counsel further is of the opinion that, for any
Bonds having OID (a “Discount Bond”), OID that has accrued and is properly allocable to the owners of the
Discount Bonds under Section 1288 of the Code is excludable from gross income for Federal income tax
purposes to the same extent as other interest on the Bonds.

In general, under Section 1288 of the Code, OID on a Discount Bond accrues under a constant yield
method, based on periodic compounding of interest over prescribed accrual periods using a compounding rate
determined by reference to the yield on that Discount Bond. An owner’s adjusted basis in a Discount Bond is
increased by accrued OID for purposes of determining gain or loss on sale, exchange, or other disposition of
such Bond. Accrued OID may be taken into account as an increase in the amount of tax-exempt income
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received or deemed to have been received for purposes of determining various other tax consequences of
owning a Discount Bond even though there will not be a corresponding cash payment.

Owners of Discount Bonds should consult their own tax advisors with respect to the treatment of
original issue discount for Federal income tax purposes, including various special rules relating thereto, and the
state and local tax consequences of acquiring, holding, and disposing of Discount Bonds.

Information Reporting and Backup Withholding

Information reporting requirements apply to interest paid on tax-exempt obligations, including the
Bonds. In general, such requirements are satisfied if the interest recipient completes, and provides the payor
with, a Form W-9, “Request for Taxpayer Identification Number and Certification”, or if the recipient is one of
a limited class of exempt recipients. A recipient not otherwise exempt from information reporting who fails to
satisfy the information reporting requirements will be subject to “backup withholding”, which means that the
payor is required to deduct and withhold a tax from the interest payment, calculated in the manner set forth in
the Code. For the foregoing purpose, a “payor” generally refers to the person or entity from whom a recipient
receives its payments of interest or who collects such payments on behalf of the recipient.

If an owner purchasing a Bond through a brokerage account has executed a Form W-9 in connection
with the establishment of such account, as generally can be expected, no backup withholding should occur. In
any event, backup withholding does not affect the excludability of the interest on the Bonds from gross income
for Federal income tax purposes. Any amounts withheld pursuant to backup withholding would be allowed as
a refund or a credit against the owner’s Federal income tax once the required information is furnished to the
Internal Revenue Service.

Miscellaneous

Tax legislation, administrative actions taken by tax authorities, or court decisions, whether at the
Federal or state level, may adversely affect the tax-exempt status of interest on the Bonds under Federal or
state law or otherwise prevent beneficial owners of the Bonds from realizing the full current benefit of the tax
status of such interest. In addition, such legislation or actions (whether currently proposed, proposed in the
future, or enacted) and such decisions could affect the market price or marketability of the Bonds. For
example, the Fiscal Year 2015 Budget proposed on March 4, 2014, by the Obama Administration
recommends a 28% limitation on “all itemized deductions, as well as other tax benefits” including “tax-exempt
interest.” The net effect of such a proposal, if enacted into law, would be that an owner of a tax-exempt bond
with a marginal tax rate in excess of 28% would pay some amount of Federal income tax with respect to the
interest on such tax-exempt bond. Similarly, on February 26, 2014, Dave Camp, Chairman of the United States
House Ways and Means Committee, released a discussion draft of a proposed bill which would significantly
overhaul the Code, including the repeal of many deductions; changes to the marginal tax rates; elimination of
tax-exempt treatment of interest for certain bonds issued after 2014; and a provision similar to the 28%
limitation on tax-benefit items described above (at 25%) which, as to certain high income taxpayers,
effectively would impose a 10% surcharge on their “modified adjusted gross income,” defined to include tax-
exempt interest received or accrued on all bonds, regardless of issue date.

Prospective purchasers of the Bonds should consult their own tax advisors regarding the foregoing
matters.

CERTAIN LEGAL MATTERS

Legal matters incident to the issuance of the Bonds by the Corporation are subject to the approval of
Hawkins Delafield & Wood LLP, Los Angeles, California, Bond Counsel to the County and the Corporation.
A complete copy of the proposed form of opinion of Bond Counsel is contained in APPENDIX D hereto.
Certain legal matters will be passed upon for the County and the Corporation by the County Counsel.
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FINANCIAL ADVISOR

Public Resources Advisory Group served as Financial Advisor in connection with the issuance of the
Bonds. The Financial Advisor has not been engaged, nor have they undertaken, to make an independent
verification or assume responsibility for the accuracy, completeness, or fairness of the information contained in
this Official Statement.

LITIGATION

No litigation is pending, or to the best knowledge of the County and the Corporation, threatened
against the County or the Corporation concerning the validity of the Bonds or challenging any action taken by
the County or the Corporation in connection with the authorization of the Indenture or the Lease or any other
document relating to the Bonds to which the County or the Corporation is or is to become a party or the
performance by the County or the Corporation of any of their obligations under any of the foregoing.

There are a number of lawsuits and claims pending against the County. Included in these are a
number of property damage, personal injury and wrongful death actions seeking damages in excess of the
County’s insurance limits. In the opinion of the County Counsel, such suits and claims as are presently
pending will not materially impair the ability of the County to make Base Rental payments. See also Note 18
of “Notes to the Basic Financial Statements” included in APPENDIX B, which discusses this liability as of
June 30, 2013. See also APPENDIX A — “COUNTY OF LOS ANGELES INFORMATION STATEMENT.”

RATINGS

Fitch, Inc. (“Fitch”) has assigned the Bonds a rating of “A+,” Moody’s Investors Service (“Moody’s”)
has assigned the Bonds a rating of “A2” and Standard & Poor’s Ratings Services, a division of The McGraw-
Hill Companies, Inc. (“Standard & Poor’s”) has assigned the Bonds a rating of “AA.” Such ratings reflect
only the views of Fitch, Moody’s and Standard & Poor’s, and do not constitute a recommendation to buy, sell
or hold the Bonds. Explanation of the significance of such ratings may be obtained only from the respective
rating agencies at: Fitch, Inc., One State Street Plaza, New York, New York 10004; Moody’s Investors
Service, Inc., 7 World Trade Center, 250 Greenwich Street, New York, New York 10007; and Standard &
Poor’s Ratings Services, 55 Water Street, New York, New York 10041. There is no assurance that any of the
ratings will be maintained for any given period of time or that they will not be revised downward, suspended
or withdrawn entirely by a rating agency if, in its judgment, circumstances so warrant. The County undertakes
no responsibility to oppose any such revision, suspension or withdrawal. Any such downward revision,
suspension or withdrawal of the ratings obtained or other actions by a rating agency relating to its rating may
have an adverse effect on the market price of the Bonds.

CONTINUING DISCLOSURE

Pursuant to a Continuing Disclosure Certificate (the “Disclosure Certificate”), the County has
covenanted for the benefit of Bondowners to provide certain financial information and operating data relating
to the County by not later than February 1st of each year, commencing February 1, 2015, for the prior fiscal
year, in the form of an annual report (the “Annual Report™), and, no later than ten (10) business days after their
occurrence, to provide notices of the occurrence of certain enumerated events. The Annual Report and notices
of material events will be filed by the County with the MSRB through the MSRB’s Electronic Municipal
Market Access system (“EMMA”). The specific nature of the information to be contained in the Annual
Report or the notices of material events and certain other terms of the County’s continuing disclosure
obligations are set forth in Appendix E — “FORM OF CONTINUING DISCLOSURE CERTIFICATE.”
These covenants have been made in order to assist the underwriters in complying with Rule 15¢2-12.
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The County has not failed to comply in all material respects with prior undertakings of the County
under Rule 15¢2-12 in the last five years. The County’s underlying rating was upgraded by Standard & Poor’s
from “A+” to “AA-" in October 2012 in connection with the issuance of its Los Angeles County Public Works
Financing Authority Lease Revenue Bonds (Multiple Capital Projects II), Series 2012 (the “Series 2012
Bonds”) and disclosed in the Official Statement for the Series 2012 Bonds. The County did not file an event
notice for the rating changes assigned to the County’s other General Fund obligations. In addition, the County
did not file notices of certain rating changes on bonds insured by a financial guaranty insurance company. The
County has since filed notices setting forth the current ratings on each of its obligations.

UNDERWRITING

The Certificates were sold at competitive bid on June 17, 2014. The Bonds were awarded to
Citigroup Global Markets Inc. (the "Underwriter"), at a purchase price of $31,068,119.28, which amount
is equal to the original principal amount of the Bonds of $29,800,000, plus a net original issue premium
of $1,298,810.35, less an underwriting compensation in the amount of $30,691.07. The Underwriter will
represent to the County that the Bonds have been re-offered to the public at the prices or yields as stated
on the inside front cover page hereof.

ADDITIONAL INFORMATION

The purpose of this Official Statement is to supply information to prospective buyers of the Bonds.
Quotations from and summaries and explanations of the Bonds, the Indenture, the Lease and the statutes and
documents contained herein do not purport to be complete, and reference is made to such documents and
statutes for full and complete statements of their provisions.

The County regularly prepares a variety of reports, including audits, budgets, and related documents,
as well as certain monthly activity reports. Any Bondowner may obtain a copy of any such report, as
available, from the County at the address set forth below. Such reports are not incorporated by this reference.

This Official Statement and its distribution have been duly authorized and approved by the Board of
Supervisors of the County and the Board of Directors of the Corporation.

GLENN BYERS
ASSISTANT TREASURER AND TAX COLLECTOR
COUNTY OF LOS ANGELES
KENNETH HAHN HALL OF ADMINISTRATION, ROOM 432
500 WEST TEMPLE STREET
LOS ANGELES, CALIFORNIA 90012
(213) 974-7175
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THE COUNTY OF LOS ANGELES
Information Statement

GENERAL INFORMATION

The County of Los Angeles (the “County”) was established by an
act of the California State Legislature on February 18, 1850 as
one of California’s original 27 counties. Located in the southern
coastal portion of the State, the County covers 4,084 square
miles and includes 88 incorporated cities as well as many
unincorporated communities. With a population of over 9.9
million in 2012, the County is the most populous of the 58
counties in California and has a larger population than 43 states.

As required by the County Charter, County ordinances, and
State or Federal mandates, the County is responsible for
providing government services at the local level for activities
including public welfare, health and justice, the maintenance of
public records, and administration of ad valorem taxes. The
County provides services such as law enforcement and public
works to cities within the County on a cost-recovery contract
basis. The County also provides certain municipal services to
unincorporated areas of the County and operates recreational
and cultural facilities throughout the County.

COUNTY GOVERNMENT

The County is governed by a five-member Board of Supervisors,
each of whom is elected by residents from their respective
supervisorial districts to serve four-year terms. The other elected
officials of the County are the Assessor, District Attorney and
Sheriff. On March 5, 2002, County voters approved two charter
amendments that introduced mandatory term limits for the
elected officials of the County. As a result, each Supervisor is
now limited to serving three consecutive terms commencing as
of December 2002. In December 2014, the Supervisors for the
First District and the Third District will reach their term limits.
Their successors will be determined by voters in the November
2014 election.

On September 27, 2011, the Board of Supervisors adopted a
Supervisorial District Boundary Plan based on the results of the
2010 census. The redistricting plan, which took effect on
October 27, 2011, reduced the total variance in population
among the five districts from 9.97% to 1.59% and moved
approximately 277,600 residents to new supervisorial districts.

In March 2007, the Board of Supervisors amended the County
Code by adopting the Interim Governance Structure Ordinance,
which was designed to improve the operational efficiency of
County governance. This new governance structure delegates to
the Chief Executive Office (the “CEQ”) additional responsibilities
for the administration of the County, including the oversight,
evaluation and recommendation for appointment and removal of
specific Department Heads and County Officers. The five
departments that continued to report directly to the Board of
Supervisors were the Fire Department, Auditor-Controller,
County Counsel, Executive Office of the Board of Supervisors,
and the CEO. The Board of Supervisors has retained the
exclusive responsibility for establishing County policy,
regulations, and organizational direction. In May 2011, the Board
of Supervisors further revised the governance structure by
directing the Department of Children and Family Services and
the Probation Department to report directly to the Board.

A-1

COUNTY SERVICES

The vast majority of the County population resides in the 88
incorporated cities located within its boundaries. The County
provides some municipal services to these cities on a contract
basis under the Contract Services Plan. Established in 1954,
this plan was designed to allow cities to contract for municipal
services without incurring the cost of creating numerous city
departments and facilities. Under the Contract Services Plan,
the County will provide various municipal services to a city on a
cost recovery basis at the same level of service as provided in
unincorporated areas, or at any higher service level that a city
may choose.

Over one million people live in the unincorporated areas of the
County. For the residents of these areas, the County Board of
Supervisors functions as their “City Council,” and County
departments provide all of their municipal services, including law
enforcement, fire protection, land use and zoning, building and
business permits, road maintenance, animal care and control,
and public libraries. Beyond the unincorporated areas, the
County provides a wide range of services to all citizens who live
within its boundaries.

Many of the County’s core service functions are required by the
County Charter, County ordinances, or by State or Federal
mandate. State and Federal mandated programs, primarily
related to social services and health care, are required to be
maintained at certain minimum levels of service, which can limit
the County’s flexibility in these areas.

Health and Welfare

Under State Law, the County is required to administer Federal
and State health and welfare programs, and to fund a portion of
the program costs with local revenues, such as sales and
property taxes. Health care services are provided through a
network of County hospitals and comprehensive health centers.
In addition, the County provides public health, immunization,
environmental and paramedic services, and is responsible for
the design and establishment of the county-wide emergency
trauma network, which includes two medical centers operated by
the County. The County also has responsibility for providing and
partially funding mental health, drug and alcohol prevention, and
various other treatment programs. These services are provided
at County facilities and through a network of contract providers.

While many of the patients receiving services at County facilities
are indigent or covered by Medi-Cal (a State health insurance
program), the County health care delivery system has been
designed with the objective of providing quality health care
services to the entire population. Through its affiliation with two
medical schools and by operating its own school of nursing, the
County Department of Health Services (‘DHS”) is a major
provider of health care professionals throughout California.

Disaster Services

The County operates and coordinates a comprehensive disaster
recovery network that is responsible for providing critical services
in response to floods, fires, storms, earthquakes, and other
emergency events. Centralized command centers can be
established at any Sheriff station or in mobile trailers throughout



the County. To prevent floods and conserve water, the County
maintains and operates a system of 15 major dams, 131 debris
basins, 86,500 catch basins, 42 sediment placement sites, and
over 2,825 miles of storm drains and channels. County lifeguards
monitor 31 miles of beachfront and County rescue boats patrol
75 miles of coastline, including the Catalina Channel.

Public Safety

The County criminal justice network is primarily supported by
local County revenue sources, State Public Safety sales tax
revenue and fees from contracting cities. The Sheriff provides
county-wide law enforcement services and will perform specific
functions requested by local police departments, including the
training of thousands of police officers employed by the
incorporated cities of the County. Specifically, the County
provides training for narcotics, vice, homicide, consumer fraud,
and arson investigations, as well as assistance in locating and
analyzing crime scene evidence. The County also operates and
maintains one of the largest jail systems in the United States,
with an average daily population of over 19,000 inmates.

General Government

The County is responsible for the administration of the property
tax system, including property assessment, assessment appeals,
collection of taxes, and distribution of property tax revenue to
cities, agencies, special districts, and local school districts.
Another essential general government service is the County’s
voter registration and election system, which provides services to
an estimated 4.1 million registered voters and maintains 5,000
voting precincts for countywide elections.

Culture and Recreation

Through a partnership with community leaders, non-profit
organizations, volunteers and the private sector, the County
operates the Music Center complex, which includes the Dorothy
Chandler Pavilion, Mark Taper Forum, Ahmanson Theater, and
the Walt Disney Concert Hall. The County also functions as the
operator of the Hollywood Bowl, the John Anson Ford Theater,
the Los Angeles County Museum of Art, the Museum of Natural
History, and the George C. Page Museum.

The County manages over 63,000 acres of parks and operates a
network of regional recreational facilities, including Marina del
Rey (a small craft harbor), 7 major regional parks, 90 local and
community regional parks and 19 golf courses. The County also
maintains botanical centers, including the Arboretum, the South
Coast Botanic Garden, Descanso Gardens, and the Virginia
Robinson Estate, providing County residents with a valuable
educational resource.

EMPLOYEE RELATIONS/COLLECTIVE BARGAINING

Approximately 85% of the County workforce is represented by
sixty (60) separate collective bargaining units that are certified
employee organizations. These organizations include the
Services Employees International Union (“SEIU”) Local 721,
which has twenty-four (24) collective bargaining units that
represent the vast majority of County employees; the Coalition
of County Unions (“CCU”), which includes twenty-three (23)
collective bargaining units; and the Independent Unions (the
“Independent Unions”), which encompass thirteen (13) collective
bargaining units. Under labor relations policy direction from the
Board of Supervisors and Chief Executive Officer, the CEO
Employee Relations Division negotiates sixty (60) individual
collective bargaining agreements for wages and salaries and two
(2) fringe benefit agreements with SEIU Local 721 and the CCU.
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The Independent Unions are covered by one of the two fringe
benefit agreements.

On June 25, 2013, the Board of Supervisors approved successor
agreements to four Memoranda of Understanding (“MOUSs”)
covering wages and work rules for the collective bargaining units
representing Fire Fighters, Supervising Fire Fighters,
Supervising Peace Officers and Supervising Beach Lifeguards.
The four MOUs have a two-year term, with the MOUs for the
Firefighters, Supervising Firefighters and the Supervising Beach
Lifeguards expiring on on December 31, 2014, and the MOU for
Supervising Peace Officers expiring on January 31, 2015. All
four unions will receive a 6% cost of living adjustment over the
term of the agreements.

On July 23, 2013, the Board of Supervisors approved successor
agreements to two MOUs covering wages and work rules for the
collective bargaining units representing Deputy Probation
Officers and Peace Officers. The MOUs for both unions have
two-year terms expiring on December 31, 2014 and January 31,
2015, respectively. Both unions will receive a 6% cost of living
adjustment over the term of the agreements.

On November 12, 2013, the Board of Supervisors approved
successor agreements to five MOUs covering wages and work
rules for the collective bargaining units representing Interns &
Residents, Health Investigative & Support Services, Criminalists,
Coroner Investigators and Supervising Coroner Investigators. All
five MOUs have a two-year term expiring on September 31,
2015, with each union receiving a 6% cost of living adjustment
over the term of the agreements.

On December 17, 2013, the Board of Supervisors approved
successor agreements to eight MOUs covering wages and work
rules for the collective bargaining units representing Appraisers,
Supervising Appraisers, Operating Engineers, Automotive &
Equipment Maintenance & Repairmen, Professional Engineers,
Supervising Professional Engineers, Engineering Technicians
and Supervising Engineering Technicians. The eight MOUs
have two-year terms expiring on September 31, 2015, with each
union receiving a 6% cost of living adjustment over the term of
the agreements.

On February 25, 2014, the Board of Supervisors approved
successor agreements to twenty-four MOUs covering wages and
work rules for all of SEIU Local 721 bargaining units. The MOUs
all have two-year terms expiring on September 31, 2015, with
each union receiving a 6% cost of living adjustment over the
term of the agreements.

The County has approved successor MOUs with all of its
collective bargaining units, with the exception of the Guild for
Professional Pharmacists (Unit #301). Negotiations are currently
suspended, but neither party has yet to declare an impasse.
Non-represented employees will also receive the 6% cost of
living adjustment that was negotiated with SEIU, CCU and the
Independent Unions.

On February 25, 2014, the Board of Supervisors also approved
two additional MOUs covering fringe benefits for the collective
bargaining units represented by SEIU Local 721, and the
Coalition of County Unions. The fringe benefit agreements,
which will expire on September 30, 2015, include a 7.2%
increase in the County’s contribution toward employee cafeteria-
style benefit plans in 2014 and 2015 to offset the higher cost of
health insurance premiums. The same benefit will be extended
to non-represented personnel by reducing the cost of health



insurance premiums for those employees participating in their
respective cafeteria-style fringe benefit plans.

The new fringe benefit agreements included provisions to
increase the aggregate matching contribution cap for
represented employees participating in the County’s deferred
compensation savings plans. The County increased the Fiscal
Year 2012-13 matching contribution cap of $112 million, which
was in place since Fiscal Year 2008-09, to $121 million in Fiscal
Year 2013-14; and $130 million in Fiscal Year 2014-15. In Fiscal
Year 2015-16, there will be no maximum contribution cap, and
represented employees will be eligible to receive a full County
match for their deferred compensation plan savings over the
entire fiscal year.

On February 25, 2014, the Board of Supervisors also approved a
$500 cash bonus for all full-time permanent employees, payable
in two equal installments via their cafeteria benefit plans on
March 28, 2014 and July 30, 2014. Temporary and part-time
employees will receive a similar cash bonus of $250, also
payable in two equal installments.

RETIREMENT PROGRAM
General Information

All permanent County employees of three-quarter time or more
are eligible for membership in the Los Angeles County
Employees Retirement Association (‘LACERA”). LACERA was
established in accordance with the County Employees
Retirement Law of 1937 (the “Retirement Law”) to administer the
County’'s Employee Retirement Trust Fund (the “Retirement
Fund”). LACERA operates as a cost-sharing multi-employer
defined benefit plan for the County of Los Angeles and four
minor participating agencies. The four non-County agencies
account for less than one percent (1%) of LACERA’s
membership. Through the Retirement Fund and various benefit
plans, LACERA provides retirement benefits to all general and
safety (sheriff, fire and lifeguard) members.

LACERA is governed by the Board of Retirement (the “Board of
Retirement”), which is responsible for the administration of the
Retirement Fund, the retiree healthcare program, and the review
and processing of disability retirement applications. The Board
of Retirement is comprised of four positions appointed by the
Board of Supervisors, two positions elected by general LACERA
members, two positions (one active and one alternate) elected
by LACERA safety members and two positions (one active and
one alternate) elected by retired LACERA members. The County
Treasurer and Tax Collector is required by law to serve as an ex-
officio member of the Board of Retirement.

The LACERA plans are structured as “defined benefit” plans in
which benefit allowances are provided based on salary, length of
service, age and membership classification (i.e., law
enforcement officers, firefighters, foresters and lifeguard
classifications are included as “safety” employees and all other
occupational classifications are included as “general’
employees). County employees have the option to participate in
a contribution based defined benefit plan or a non-contribution
based defined benefit plan. In the contribution based plans
(Plans A, B, C & D), employees contribute a fixed percentage of
their monthly earnings to LACERA based on rates determined by
LACERA’s independent actuary. The contribution rates depend
upon age, the date of entry into the plan and the type of
membership (general or safety). County employees who began
their employment after January 4, 1982 also have the option to
participate in Plan E, which is a non-contribution based plan.
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The contribution based plans (A through D) have higher monthly
benefit payments for retirees compared to Plan E.

LACERA’s total membership as of June 30, 2013 was 161,950,
consisting of 73,951 active vested members, 17,594 non-vested
active members, 58,086 retired members and 12,319 terminated
vested (deferred) members. Of the 91,545 active members
(vested and non-vested), 79,006 are general members in
General Plans A through G, and 12,539 are safety members in
Safety Plans A through C. Beginning in 1977, both the General
Plan A and the Safety Plan A were closed to new members. The
County elected to close these plans in response to growing
concerns regarding the future cost of the Plan A benefits. The
Plan A retirement benefits are considerably more generous than
other plan options currently available to County employees.

As of June 30, 2013, approximately 65% of general members
were enrolled in General Plan D, and over 99% of all safety
members were enrolled in Safety Plan B. The basic benefit
structure of General Plan D is a "2.0% at 61" funding formula
that provides for annual 2.0% increases in benefits, with no
benefit reductions for members who retire at age 61 or older.
For the Safety Plan B, the benefit structure is a "2.0% at 50"
formula that provides benefit increases of 2.0% and no benefit
reductions beginning at age 50. To illustrate the potential
financial impact of the retirement benefit, a General Plan D
member with 35 years of experience can retire at age 61 with
benefits equal to approximately 70% of current salary; and a
Safety Plan B member with 25 years of experience can retire at
age 50 with benefits equal to approximately 50% of current
salary.

In an internal survey completed by the CEO in Fiscal Year 2010-
11, it was determined that the benefit structures of other public
retirement plans in California differ considerably from the
County's two primary contribution-based plans (General Plan D
and Safety Plan B). For example, the CEO found that six of the
ten largest counties in the State, and nine of the ten largest cities
in the State, provide their general employees with at least 2.0%
annual increases, and no reduction in benefits for those
employees who retire at age 55 or younger. By comparison, the
County’s General Plan D requires six additional years (at age 61)
before a participant can retire without a reduction in annual
benefits. In addition, seven of the ten largest counties, and
seven of the ten largest cities, provide their public safety
personnel with annual benefit increases of 3.0%, and no
reduction in benefits for employees who retire at age 50 or
younger. This compares to the County’s Safety Plan B, which
only allows for 2.0% annual increases up through the age of 50.

2012 State Pension Reform

On August 28, 2012, the Governor and the State Legislature
reached agreement on a new law that will reform pensions for
State and local government employees. AB 340, which was
signed into law by the Governor on September 12, 2012,
established the California Public Employees' Pension Reform
Act (“PEPRA”) to govern pensions for public employers and
public pension plans on and after January 1, 2013. For new
employees, PEPRA includes pension caps, equal sharing of
pension costs, changes to retirement age, and three-year final
compensation provisions. For all employees, changes required
by PEPRA include the prohibition of retroactive pension
increases, pension holidays, and purchases of service credit.

PEPRA applies to all State and local public retirement systems,
including county and district retirement systems created pursuant
to the County Employees Retirement Law of 1937, independent
public retirement systems, and to individual retirement plans



offered by public employers. PEPRA only exempts the
University of California system and certain charter cities and
counties whose pension plans are not governed by State law.
Because the County’s retirement system is governed by the
County Employees Retirement Law of 1937, LACERA is required
to comply with the provisions of PEPRA.

As a result of PEPRA, the County implemented General Plan G
and Safety Plan C for new hires, effective January 1, 2013. The
total employer contribution rate for new employees hired January
1, 2013 and after is 15.61% for General Plan G and 20.98% for
Public Safety Plan C. The new employer contribution rates are
lower than the comparative rates of 19.82% for General Plan D
participants and 24.95% for Public Safety Plan B participants.
The basic benefit structure of Plan G using the PEPRA funding
formula is “2.5% at 67” and provides for annual 2.0% increases
in benefits, with no benefit reductions for members who retire at
age 61 or older. For the Safety Plan C, the benefit structure is a
"2.7% at 57" formula that provides benefit increases of 2.0% and
no benefit reductions beginning at age 50. Overall, General Plan
G and Safety Plan C is expected to result in a slight decrease to
the total normal cost rate and an increase in the average
member contribution rate, thus resulting in a decrease in the total
employer contribution rate.

Contributions

Employers and members contribute to LACERA based on unisex
rates recommended by the independent actuary (using the Entry
Age Normal Cost Funding Method) and adopted by the Board of
Investments of LACERA (the “Board of Investments”) and the
County’s Board of Supervisors. Contributory plan members are
required to contribute between 5% and 15% of their annual
covered salary. Employers and participating agencies are
required to contribute the remaining amounts necessary to
finance the coverage of their employees (members) through
monthly or annual pre-funded contributions at actuarially
determined rates. The annual contribution rates are based on
the results of investments and various other factors set forth in
the actuarial valuations and investigations of experience, which
are described below.

Investment Policy

The Board of Investments has exclusive control of all Retirement
Fund investments and has adopted an Investment Policy
Statement. The Board of Investments is comprised of four active
and retired members and four public directors appointed by the
Board of Supervisors. The County Treasurer and Tax Collector
serves as an ex-officio member. The Investment Policy
Statement establishes LACERA’s investment policies and
objectives and defines the principal duties of the Board of
Investments, investment staff, investment managers, master
custodian, and consultants.

Actuarial Valuation

The Retirement Law requires the County to contribute to the
Retirement Fund on behalf of employees using rates determined
by the plan’s independent actuary, which is currently Milliman
Consultants and Actuaries (“Milliman”). Such rates are required
under the Retirement Law to be calculated at least once every
three years. LACERA presently conducts annual valuations to
assess changes in the Retirement Fund’s portfolio.

In June 2002, the County and LACERA entered into the
Retirement Benefits Enhancement Agreement (the “2002
Agreement”) to enhance certain retirement benefits in response
to changes to State programs enacted in 2001 and fringe benefit
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changes negotiated in 2000. However, unlike other local
governments in California, the County did not agree to major
increases in pension benefits as part of its 2002 Agreement.
The 2002 Agreement, which expired in July 2010, provided for a
30-year rolling amortization period for any unfunded actuarial
accrued liability (“UAAL”). UAAL is defined as the actuarial
accrued liability minus the actuarial value of the assets of
LACERA at a particular valuation date.

When measuring assets to determine the UAAL, the County has
elected to “smooth” gains and losses to reduce the potential
volatility of its funding requirements. If in any year, the actual
investment return on the Retirement Fund’s assets is lower or
higher than the current actuarial assumed rate of return, then the
shortfall or excess is smoothed, or spread, over a multi-year time
period. The impact of this valuation method will result in
“smoothed” assets that are lower or higher than the market value
of assets depending on whether the remaining amount to be
smoothed is either a net gain or a net loss.

In December 2009, the Board of Investments adopted a new
Retirement Benefit Funding Policy (the “2009 Funding Policy”),
which amended the terms of the 2002 Agreement. The impact of
the 2009 Funding Policy on the LACERA plans was reflected in
the June 30, 2009 Actuarial Valuation prepared by Milliman (the
“2009 Actuarial Valuation”). The two most significant changes in
the 2009 Funding Policy are described as follows:

e Asset Smoothing Period: The smoothing period to account
for asset gains and losses increased from three years to five
years. This initially resulted in a higher Funded Ratio (as
determined by dividing the valuation assets by the AAL) and
a lower contribution rate than would have been calculated
under the previous three-year smoothing period.

e Amortization Period: The UAAL is amortized over a closed
thirty-year layered period, compared to an open thirty-year
period under the 2002 Agreement. If LACERA achieves a
Funded Ratio in excess of 100%, the surplus funding
position will be amortized over a thirty-year open period.

In addition to annual actuarial valuations, LACERA requires its
actuary to review the reasonableness of the economic and non-
economic actuarial assumptions every three years. This review,
commonly referred to as the Investigation of Experience, is
accomplished by comparing actual results during the preceding
three years to what was expected to occur according to the
actuarial assumptions. On the basis of this review, the actuary
recommends whether any changes in the assumptions or
methodology would allow a more accurate projection of total
benefit liabilities and asset growth. Based on the Investigation of
Experience for the three-year period ended June 30, 2010, (the
“2010 Investigation of Experience”), Milliman recommended that
the Board of Investments consider the adoption of some key
changes to the economic assumptions related to inflation and
investment returns, and some changes to the demographic
assumptions.

In October 2011, based on the 2010 Investigation of Experience,
the Board of Investments decided to lower the assumed
investment rate of return from 7.75% to 7.5%, and to phase in
the reduction over a three-year period commencing as of June
30, 2011. The assumed rates of return will be 7.7%, 7.6% and
7.5% for the June 30" year-end actuarial valuations in 2011,
2012 and 2013, respectively.

In December 2013, Milliman released the 2013 Investigation of
Experience for Retirement Benefit Assumptions (the “2013
Investigation of Experience”), The 2013 Investigation of



Experience provided the basis for Milliman's recommended
changes to the actuarial assumptions in the June 30, 2013
Actuarial Valuation (the “2013 Actuarial Valuation”). The key
changes to the actuarial assumptions proposed by Milliman
included a reduction in the assumed investment rate of return
from 7.5% to 7.25%; reductions in the assumed rates for wage
growth and price inflation from 3.75% and 3.25% to 3.5% and
3.0%, respectively; and a reduction in the mortality rate (increase
in life expectancy) for all retirees. In December 2013, the Board
of Investments approved Milliman’s recommended changes to
the actuarial assumptions to be used in the 2013 Actuarial
Valuation, with the exception of the assumed rate of return,
which remained unchanged at 7.5%.

UAAL and Deferred Investment Returns

For the June 30, 2012 Actuarial Valuation (the “2012 Actuarial
Valuation”), LACERA reported a rate of return on Retirement
Fund assets of 0.3%, which corresponds to a $1.145 billion or
2.9% decrease in the market value of assets from June 30,
2011. The market rate of return in Fiscal Year 2011-12 was
significantly lower than the 7.60% assumed rate of return. As a
result of the five-year smoothing process for prior year gains and
losses in market value, the actuarial value of Retirement Fund
assets decreased by $154 million or 0.4% from $39.194 billion to
$39.039 billion as of June 30, 2012. The 2012 Actuarial
Valuation reported that the AAL increased by $2.211 billion to
$50.809 billion, and the UAAL increased by $2.365 billion to
$11.770 billion from June 30, 2011 to June 30, 2012.

The decrease in the actuarial value of Retirement Fund assets
combined with the increase in actuarial liabilities resulted in a
decrease in the Funded Ratio from 80.6% to 76.8% as of June
30, 2012. The 2012 Actuarial Valuation provides the basis for
establishing the contribution rates effective July 1, 2013. The
County’s required contribution rate will increase from 17.54% to
19.82% of covered payroll in Fiscal Year 2013-14. The increase
in the contribution rate was comprised of an increase in the
funding requirement to finance the UAAL over 30 years from
7.89% to 10.09%, and an increase in the normal cost
contribution rate from 9.65% to 9.73%.

The 2012 Actuarial Valuation did not include $1.586 billion of net
deferred investment losses that will be recognized in future
years. If the actual market value of Retirement Fund assets was
used as the basis for valuation, the actuary estimates that the
Funded Ratio would have been 73.7% as of June 30, 2012, and
the required County contribution rate would be 21.19% for Fiscal
Year 2013-14.

Based on new assumptions from the 2013 Investigation of
Experience, the AAL and the UAAL from the 2012 Actuarial
Valuation were increased from $50.809 billion and $11.770
billion to $51.321 billion and $12.281 billion, respectively. The
adjustment to the actuarial liability numbers from the 2012
Actuarial Valuation resulted in a decrease in the Funded Ratio
from 76.8% to 76.1% and provides the basis for calculating the
change in the corresponding actuarial liability numbers in the
2013 Actuarial Valuation.

For the 2013 Actuarial Valuation, LACERA reported a rate of
return on Retirement Fund assets of 12.1%, which corresponds
to a $3.467 billion or 9.1% increase in the market value of assets
from June 30, 2012. The market rate of return in Fiscal Year
2012-13 compared favorably to the 7.50% assumed rate of
return. As a result of the five-year smoothing process, the
actuarial value of Retirement Fund assets increased by $893
million or 2.3% from $39.039 billion to $39.932 billion as of June
30, 2013. The 2013 Actuarial Valuation reported that the AAL

increased by $1.927 billion to $53.248 billion, and the UAAL
increased by $1.034 billion to $13.315 billion from June 30, 2012
to June 30, 2013.

Despite the strong performance of the Retirement Fund relative
to the assumed rate of return in Fiscal Year 2012-13, the Funded
Ratio decreased from 76.1% to 75.0% as of June 30, 2013. The
Funded Ratio has declined steadily since June 30, 2008 after it
reached a cyclical high of 94.5%, prior to the economic
downturn. The steady decline in the Funded Ratio over the last
five years is primarily driven by continuous growth in the AAL
and the partial recognition of significant actuarial investment
losses in Fiscal Years 2008-09 and 2011-12 (especially in Fiscal
Year 2008-09). The $10.428 billion of actuarial investment losses
incurred in Fiscal Year 2008-09 have been fully accounted for in
the valuation of the Retirement Fund as of June 30, 2013.

The 2013 Actuarial Valuation provides the basis for establishing
the contribution rates effective July 1, 2014. The County’s
required contribution rate will increase from 19.82% to 21.34% of
covered payroll in Fiscal Year 2014-15. The increase in the
contribution rate was comprised of an increase in the funding
requirement to finance the UAAL over 30 years from 10.09% to
11.90%, and a decrease in the normal cost contribution rate from
9.73% t0 9.44%.

The 2013 Actuarial Valuation does not include $1.401 billion of
net deferred investment gains that will be recognized in future
years. If the actual market value of Retirement Fund assets was
used as the basis for valuation, the actuary estimates that the
Funded Ratio would have been 77.6% as of June 30, 2013, and
the required County contribution rate would be 20.09% for Fiscal
Year 2014-15.

In Fiscal Year 2013-14, LACERA is reporting a 12.5% return on
Retirement Fund assets for the nine-month period ended March
31, 2014, which compares favorably to the actuarial assumed
investment rate of return of 7.5%. The asset allocation
percentages for the Retirement Fund as of March 31, 2014 were
25.8% domestic equity, 26.7% international equity, 22.4% fixed
income, 9.9% real estate, 8.5% private equity, 2.8%
commodities, 1.2% hedge funds and 2.6% cash.

A six-year history of the County’s UAAL is provided in Table 1
(“Retirement Plan UAAL and Funded Ratio”), and a summary of
investment returns for the prior six years is presented in Table 2
(“Investment Return on Retirement Plan Assets”) on page A-11.

Pension Funding

Since Fiscal Year 1997-98, the County has funded 100% of its
annual required contribution to LACERA. In Fiscal Years 2011-
12 and 2012-13, the County’s total contributions to the
Retirement Fund were $1.027 bilion and $1.119 billion,
respectively. In Fiscal Year 2013-14, the County’s required
contribution payments are estimated to increase by $144 million
to $1.263 billion. In Fiscal Year 2014-15, the County is budgeting
$1.415 billion to fund its retirement contributions to LACERA.

A summary of actual and projected County pension payments to
LACERA for the eight-year period ending June 30, 2015 is
presented in Table 3 (“County Pension Related Payments”) on
page A-11.

During the early and mid-1990’s, the County relied heavily upon
the use of excess earnings to fund all or a portion of its annually
required contribution to LACERA. The County’s excess earnings
were generated as a result of an agreement between the County
and LACERA, which allowed the County to share in Retirement



Plan earnings (through June 30, 1998) in excess of the actuarial
assumed rate of return. Beginning in 1996, however, the County
embarked on a multi-year plan to lessen its reliance on excess
earnings by systematically increasing its net County cost to the
Retirement Plan. The required contribution for Fiscal Year 2007-
08 represented the first year that excess earnings were not used
to fund the County’s required contribution. The remaining
balance of excess earnings maintained with LACERA (the
“County Contribution Credit Reserve”) was $470.71 million as of
June 30, 2012. The County Contribution Credit Reserve has
never been included in the actuarial valuation of Retirement
Fund assets. In Fiscal Year 2012-13, the County transferred
$448.8 million from the County Contribution Credit Reserve to
fund the establishment of an OPEB trust. As of June 30, 2013,
the remaining balance in the County Contribution Credit Reserve
was $21.891 million, all of which is attributable to the Los
Angeles County Superior Court.

STAR Program

The Supplemental Targeted Adjustment for Retirees program
(“STAR Program”) is a discretionary program that provides a
supplemental cost-of-living increase from excess earnings to
restore retirement allowances to 80% of the purchasing power
held by retirees at the time of retirement. As of June 30, 2013,
$614 million was available in the STAR Program Reserve to fund
future benefits. Under the 2009 Funding Policy, the entire STAR
Program Reserve was included in the Retirement Fund’s
valuation assets. However, there is no corresponding liability for
any STAR Program benefits in the 2013 Actuarial Valuation that
may be granted in the future. If the STAR Program Reserve was
excluded from the valuation assets, the County’s required
contribution rate would increase from 21.34% to 21.89% for
Fiscal Year 2014-15, and the Funded Ratio would decrease from
75.6% to 73.8% as of June 30, 2013. The exclusion of the STAR
Program Reserve from the valuation assets would require the
County to increase its required contribution to LACERA by
approximately $36.061 million in Fiscal Year 2014-15.

Pension Obligation Securities

In California, the obligation of the County to fund the UAAL by
making actuarially required contributions is an obligation
imposed by State Law. The County previously issued pension
obligation bonds and certificates in 1994 and transferred the
proceeds to LACERA to finance its then-existing UAAL. All of the
outstanding pension obligation bonds and certificates related to
the 1994 financing were repaid in full as of June 30, 2011.

New Pension Accounting Standards

In June 2012, the Governmental Accounting Standards Board
(“GASB”) issued new statements to replace the existing pension
accounting and reporting requirements for defined pension
benefit plans such as LACERA, and employers such as the
County.

GASB Statement No. 67, Financial Reporting for Pension Plans,
replaces the requirements of GASB Statement No. 25 and is
focused on pension plan administrators such as LACERA. GASB
67 will be implemented with the issuance of LACERA’s Fiscal
Year 2013-14 financial statements and will expand the pension-
related note disclosures and supplementary information
requirements.

GASB Statement No. 68, Accounting and Financial Reporting for
Pensions, replaces the requirements of GASB Statement No. 27
and is focused on employers that provide defined pension
benefits such as the County. GASB 68 will be implemented with

the issuance of the County’s Fiscal Year 2014-15 financial
statements. Although GASB 68 is not expected to materially
affect the existing process for calculating the UAAL, it will require
the County to recognize a net pension liability directly on the
Statement of Net Position (government-wide balance sheet). The
net pension liability is the difference between the total pension
liability (the present value of projected benefit payments to
employees based on their past service) and the assets (mostly
investments reported at fair value) held by LACERA to pay
pension benefits. The new requirement to recognize a liability in
the financial statements represents a significant and material
change to the existing standards, which only require disclosure
of such amounts in the notes to the financial statements. GASB
68 also includes additional requirements which will expand the
existing pension-related note disclosures and supplementary
information requirements.

The new GASB pension standards are only applicable to the
accounting and reporting for pension benefits in the County’s
financial statements. Accordingly, there will be no impact on the
County’s existing statutory obligations and policies to fund the
pension benefits.

Postemployment Health Care Benefits

LACERA administers a health care benefits program for retirees
under an agreement with the County. The program includes
medical, dental, vision and life insurance benefit plans for over
88,000 retirees or survivors and their eligible dependents.
Retirement Plan net assets are not held in trust for such
postemployment benefits and LACERA’s Board of Retirement
reserves the right to amend or revise the medical plans and
programs under the retiree health program at any time. County
payments for postemployment benefits are calculated based on
the employment service credit of retirees, survivors, and
dependents. For eligible members with 10 years of service
credit, the County pays 40% of the health care plan premium.
For each year of service credit beyond 10 years, the County
pays an additional 4% of the plan premium, up to a maximum of
100% for a member with 25 years of service credit.

In Fiscal Years 2011-12 and 2012-13, total payments from the
County to LACERA for postemployment health care benefits
were $424.0 million, and $441.1 million, respectively. In Fiscal
Year 2013-14, the County is estimating $447.9 million in
payments to LACERA for retiree health care. For Fiscal Year
2014-15, the County is budgeting $466.2 million in retiree health
care payments to LACERA.

Financial Reporting for Other Postemployment Benefits

The Governmental Accounting Standards Board (“GASB”) has
issued two statements that address other postemployment
benefits (“OPEB”), which are defined to include many post-
retirement benefits other than pension-related benefits. Health
care and disability benefits are the most significant of these
benefits provided by the County.

GASB  Statement No. 43, Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans
(“GASB 43"), established financial reporting standards for
OPEBs in a manner similar to those currently in effect for
pension benefits. GASB 43 is focused on the entity that
administers such benefits (which, in the case of the County, is
LACERA) and requires an actuarial valuation to determine the
funded status of accrued benefits. LACERA has complied with
GASB 43 requirements for all annual reporting periods beginning
with the fiscal year ended June 30, 2008.



GASB Statement No. 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions
(“GASB 45”), establishes financial reporting standards designed
to measure, recognize, and disclose OPEB costs. GASB 45 is
focused on the County’s financial statements, and related note
disclosures, and is intended to associate the costs of the OPEB
with the periods in which employee services are rendered in
exchange for the OPEB. Starting with the June 30, 2008
Comprehensive Annual Financial Report (“CAFR”), the County
has implemented the requirements of GASB 45 in its financial
reporting process.

The core requirement of GASB 45 is that an actuarial analysis
must be prepared at least once every two-year period with
respect to projected benefits (“Plan Liabilities”), which would be
measured against the actuarially determined value of the related
assets (the “Plan Assets”). To the extent that Plan Liabilities
exceeded Plan Assets, the difference could be amortized over a
period not to exceed 30 years. GASB 45 does not require the
funding of any OPEB liability related to the implementation of this
reporting standard.

OPEB Actuarial Valuation

In order to comply with the requirements of GASB 43 and GASB
45, LACERA engaged Milliman to complete actuarial valuations
of OPEB liabilities for the LACERA plans. In their OPEB
valuations, Milliman has provided a determination of the AAL for
LACERA'’s health, dental, vision and life insurance benefits plan.
The County’'s members comprise approximately 95% of
LACERA'’s retiree population and the County is responsible for
this percentage of OPEB costs. The 5% of LACERA retirees who
do not contribute to the County's OPEB liability are
predominantly members of the Los Angeles Superior Court. The
demographic and economic assumptions used in the OPEB
valuations are modeled on the assumptions used by LACERA for
its pension program. The healthcare cost assumptions are based
on discussions with other consultants and actuaries used by the
County, LACERA and labor groups. The OPEB valuations have
used a 5% discount rate and the Projected Unit Credit actuarial
cost method to determine the AAL and the
County’s annual required contribution to fund this OPEB liability,
which is referred to in GASB 45 as the “ARC".

In accordance with the requirements of GASB 43, Milliman
completed an OPEB actuarial valuation report as of July 1, 2010
(the “2010 OPEB Valuation”), which was issued in March 2011.
In the 2010 OPEB Valuation, Milliman reported an AAL of $24.03
billion for LACERA’s OPEB program (including employees of the
Los Angeles Superior Court). The County’s share of this liability
is $22.94 billion, which represents a 9.8% increase from the
2008 OPEB Valuation. The OPEB ARC as of July 1, 2010 was
estimated to be $1.86 billion, which represents approximately
29% of the County’s payroll costs, and a 12% increase from the
prior OPEB Valuation.

The 2010 OPEB Valuation continued to utilize the Projected Unit
Credit actuarial cost method and a 5% discount rate. The
economic and demographic assumptions used in the 2010
OPEB Valuation were derived from the retirement benefit
assumptions used in the 2010 Actuarial Valuation and the results
of the 2010 OPEB Investigation of Experience. The increase in
the OPEB AAL from 2008 to 2010 was caused by several
offsetting factors, which include changes to retirement benefit
assumptions, cost increases due to the passage of time,
demographic changes, lower than expected payroll growth, and
claim cost experience gains, including lower than expected
increases in health insurance premiums as of July 1, 2010 and
July 1, 2011.

In May 2013, Milliman released the next OPEB actuarial
valuation report (“the 2012 OPEB Valuation”) as of July 1, 2012.
In the 2012 OPEB Valuation, Milliman reported an AAL of $26.95
billion for LACERA’s OPEB program (including employees of the
Los Angeles Superior Court). The County’s share of this liability
is $25.73 billion, which represents a 12.2% increase from the
2010 OPEB Valuation. The OPEB ARC as of July 1, 2012 is
estimated to be $2.13 billion, which represents approximately
32% of the County’s payroll costs and a 9.7% increase from the
2010 OPEB Valuation. The increase in the County’s OPEB
liability from 2010 to 2012 was the result of several offsetting
factors, with the most significant factor being a reduction in the
discount rate from 5% to 4.35%.

For the Fiscal Year ended June 30, 2013, the County reported
an OPEB ARC of $2.162 billion, which represents a $174 million
or 8.8% increase from June 30, 2012. The OPEB ARC was
partially offset by $927.5 million in County payment contributions
(including the $448.8 million transfer from the County
Contribution Credit Reserve), which resulted in an increase in
the net OPEB obligation of $1.235 billion in Fiscal Year 2012-13.
The net OPEB obligation of $8.154 billion as of June 30, 2013
represents a 17.8% increase from the $6.919 billion obligation
reported as of June 30, 2012. Excluding the transfer from the
County Contribution Credit Reserve, the remaining “pay as you
go” contribution of $478.7 million represents approximately 22%
of the County’s OPEB ARC, which is consistent with the funding
level in Fiscal Year 2011-12.

In March 2014, Milliman released the 2013 Investigation of
Experience for Other Postemployment Benefits Assumptions for
the three-year period ended June 30, 2013 (the “2013 OPEB
Investigation of Experience”). The actuarial assumptions derived
from the 2013 OPEB Investigation of Experience will provide the
basis for the next OPEB actuarial valuation report (the” 2014
OPEB Valuation”) as of July 1, 2014.

Funding for Other Postemployment Benefits

The County is considering several funding options to reduce its
OPEB AAL. In May 2012, the Board of Supervisors approved the
establishment of a tax-exempt OPEB trust pursuant to a Trust
and Investment Services Agreement (the “OPEB Trust”) between
LACERA and the County. In accordance with the OPEB Trust,
the LACERA Board of Investments will function as the trustee
and investment manager, and the Board of Supervisors will have
exclusive discretion over the amount of contributions and/or
transfers the County may invest or allocate to the OPEB Trust.

Beginning in January 2013, the County transferred $448.8 million
from the County Contribution Credit Reserve to the OPEB Trust
Fund over a three-month period ending in March 2013. Although
the establishment of the OPEB Trust does not modify the
County’s retiree benefit programs, the County may consider
applying general fund revenues to supplement deposits to the
OPEB Trust in the future.

The County has reached a tentative agreement with CCU and
SEIU to add a new tier of retiree healthcare benefits for
employees who begin County service on or after July 1, 2014.
Under the new agreement, the County will provide paid medical
coverage at the retiree only premium level and not at the current
level of full family coverage. The retiree will have the option to
purchase coverage for dependents, but the County will only
provide a financial subsidy to the retiree. In addition, Medicare-
eligible retirees will be required to enroll in Medicare, with the
County subsidy based on a Medicare supplement plan. The
same vesting rights and years of service crediting formula of
40% after 10 years and 100% after 25 years will still apply to the



new tier. The proposed agreement will not affect current retirees
or current employees. The new retiree healthcare benefit tier is
projected to save an estimated $840 million over the next 30
years and reduce the unfunded liability for retiree healthcare by
20.8%. The agreement will be presented to the Board of
Retirement on May 22, 2014 for its consideration, and if
approved, it will be presented to the Board of Supervisors for
final approval.

On April 30, 2014, the California Supreme Court declined to
consider an appeal by a retired City of San Diego employee
regarding changes to retirement healthcare benefits. The
Supreme Court’'s denial of the appeal effectively upholds an
appellate court ruling affirming the city’s ability to modify non-
vested retiree healthcare benefits, and further establishes a
difference between the treatment of retiree healthcare benefits
and pension benefits under State law. Public pension benefits in
California have much stronger legal protection, and reform
options are generally limited to lowering benefit formulas for
future employees only. In contrast, California municipalities can
reduce OPEB benefits provided that State collective bargaining
laws are followed and that benefits were not established as
vested contractual rights. The Supreme Court action is expected
to provide California public entities, including the County, with
future budgetary flexibility to manage its substantial OPEB
liability.

Long-Term Disability Benefits

In addition to its Retirement Plan, the County administers a
Disability Benefits Plan (“DBP”) that is separate from LACERA.
The DBP covers employees who become disabled as a direct
result of an injury or disease while performing assigned duties.
Generally, the long-term disability plans included in the DBP
provide employees with a basic monthly benefit of between 40%
and 60% of such employee’s monthly compensation,
commencing after 6 months of disability. The benefits under
these plans normally terminate when the employee is no longer
totally disabled or turns age 65, whichever occurs first. The
health plans included in the DBP generally cover qualified
employees who are sick or disabled and provide for the payment
of a portion of the medical premiums for these individuals.

The County has determined that the liability related to long-term
disability benefits is an additional OPEB obligation, which is
reported as a component of the OPEB ARC in the CAFR.
Following completion of the original OPEB Valuation, the County
engaged Buck Consultants to prepare actuarial valuations of the
long-term disability portion of its DBP as of July 1, 2009 (the
“2009 LTD Valuation”) and July 1, 2011 (the “2011 LTD
Valuation”). In the 2011 LTD Valuation, the AAL for the County’s
long-term DBP was $1.019 billion, which represents a 7.0%
increase from the $951.8 million AAL reported in the 2009 LTD
Valuation. In Fiscal Years 2011-12 and 2012-13, the County
made total DBP payments of $36.7 million and $37.6 million,
respectively. In Fiscal Year 2013-14, the County is estimating
total DBP payments of $39.8 million. For Fiscal Year 2014-15,
the County is budgeting $41.9 million for DBP payments. The
annual “pay-as-you-go” DBP payments are accounted for as an
offset to the County’s OPEB obligation. Based on the 2011 LTD
Valuation, the June 30, 2013 net OPEB obligation of $8.153
billion includes $189 million for long-term disability benefits.

LITIGATION

The County is a party to numerous cases. The following are
summaries of the most significant pending legal proceedings, as
reported by the Office of the County Counsel. A further
discussion of legal matters that directly affect the budget and the

A-8

revenue generating powers of the County is provided in the
Budgetary Information section of Appendix A.

Wage and Hour Cases

In 2007 and 2008, several collective action lawsuits were filed
against the County by Deputy Sheriffs, the Association for Los
Angeles Deputy Sheriffs (‘ALADS”) and the Los Angeles County
Professional Peace Officers Association ( the “PPOA”). In 2010,
the County was able to successfully defeat the “class
certification” in the PPOA lawsuit based on the recent decision
from the Ninth Circuit in Bamonte v. City of Mesa, which held
that the time police officers spend before and after their paid
shifts donning and doffing their police uniforms and related
protective gear is not compensable under the Federal Fair Labor
Standards Act (“FLSA”) as long as the officers have the option
and ability to don and doff their uniform and gear off of the
employer's premises. Following the Bamonte decision, both
ALADS and PPOA filed “class action grievances” under their
respective Memorandums of Understanding against the
County. These collective action lawsuits and grievances seek to
recover compensation for overtime related to performing pre-shift
and post-shift employment activities such as preparing patrol
cars, preparing reports, working through meal times and other
such activities which occurred "off the clock." Taken together,
the number of claimants in the collective actions exceeded
3,000, and there is the potential that the number of claimants to
the class grievances may include as many as 9,000 public safety
personnel. The initial PPOA class action lawsuit settled for a
total of $60,000. In August 2012, a Federal court granted the
County’s motion with regard to most of the plaintiffs’ claims in the
two remaining collective actions and granted the County’s motion
to decertify the collective classes, which resulted in the dismissal
of all of the “opt-in” plaintiffs. Following the Federal court’s ruling,
the plaintiffs in the ALADS case dismissed that case in its
entirety, leaving the remaining PPOA case with only three
remaining plaintiffs and significantly reducing the County’s
liability exposure. The County filed a State court action
challenging the proposed proceedings involving the class
grievances. The State court granted the County’s petition for writ
of mandate, essentially precluding the cases from proceeding as
class grievances. The balance of the State litigation is still in the
early stages of the legal process.

Other Litigation

In March, 2008, a lawsuit entitled Natural Resources Defense
Council, Inc., et al. v. County of Los Angeles, et al., was filed
against the County and the Los Angeles County Flood Control
District (the “LACFCD”) under the citizen suit provision of the
Federal Clean Water Act. The case was bifurcated to first
determine liability and then penalties and remedies. The County
and the LACFCD were found to have violated water quality
standards in Malibu, California. Part of the summary judgment
granted to the County and LACFCD was appealed to the Ninth
Circuit, which upheld the trial court's ruling with certain
exceptions for violations at two watersheds. The Ninth Circuit
denied the LACFCD’s motion for reconsideration and in May
2014 a writ of certiorari was denied by the U.S. Supreme Court,
which then remanded the case back to the Ninth Circuit. The
Ninth Circuit then remanded the case back to the District Court
for further proceedings, which are limited only to the
determination of liability on one claim and to start the remedy
phase for the two claims in which the County and the LACFCD
were already found liable. Plaintiffs are seeking injunctive relief,
civil penalties and attorney fees. Any monetary payments
attributable to the County will be paid from the County General
Fund, and from a separate fund for the portion of the settlement
attributable to the LACFCD.



In January, 2014, the Board of Supervisors voted to add a
Christian cross to the image of the San Gabriel Mission that is
depicted on the County seal. The intent of the Board of
Supervisors, as reflected in a motion to add the cross, was for
the depiction of the San Gabriel mission on the County seal to be
artistically and historically accurate. In February, 2014, the
American Civil Liberties Union, on behalf of a number of
plaintiffs, filed an action entitled Davies v. County of Los Angeles
in federal court, challenging the Board's action. The lawsuit
primarily asserts that the Board's action to add a Christian cross
to the County seal violates the Establishment Clause of the
United States and California Constitutions by violating the
principle separating the church and state. No trial date has been
set for this lawsuit.

In 2008, in Los Angeles Unified School District v. County of Los
Angeles, et. al., the school district alleged that the Auditor-
Controller improperly calculated statutory pass through
payments related to the Educational Revenue Augmentation
Funds (“ERAF”) that were due to LAUSD under redevelopment
law. The Court of Appeal reversed a trial court decision in favor
of the County, and the County’s Petition for Review was denied
by the California Supreme Court. On remand in January 2012,
the trial court issued a statement of decision regarding
calculation of the statutory payments which reduced the County’s
exposure from the previously reported range of $24 to $38
million to approximately $17.9 million. On September 7, 2012,
LAUSD appealed the trial court’s ruling. On June 26, 2013, the
Court of Appeal reversed the trial court ruling and sided with
LAUSD, stating that the statutory payments due to LAUSD
should have included a higher share of the ERAF revenue that
was diverted by the Triple Flip and Vehicle License Fee Swap
legislation. The California Supreme Court denied the County's
petition for review. The Court of Appeal's decision has resulted in
higher statutory pass through payments to school districts and
lower pass through payments to the County. In response to the
Court of Appeal’'s decision, the County has reserved $76.7
million for the expected resolution of this lawsuit.

In 2008, the City of Alhambra, along with 46 other plaintiff cities,
filed a Petition for Writ of Mandate against the County alleging
that the County and its Auditor-Controller deducted excessive
administrative fees from the property tax allocations of the 88
incorporated cities within Los Angeles County. In June 2009, a
judgment denying the writ was entered in favor of the County.
The plaintiffs filed a notice of appeal in August 2009, and in July
2010, the Court of Appeal reversed the trial court ruling. In
October 2010, the County's Petition for Review with the
California Supreme Court was granted. In November 2012, the
California Supreme Court upheld the appellate court’s decision.
The case has been remanded to the trial court to resolve
outstanding issues regarding the applicable statute of limitations.
The County's total liability exposure was estimated at
approximately $40 million. The County settled with the Alhambra
plaintiffs and two additional claimants for $35.4 million. The
Alhambra case was dismissed on February 28, 2014, concluding
the case. Still remaining as a result of the Alhambra Supreme
Court decision, is the Agoura Hills v. COLA lawsuit involving nine
cites. In addition, thirty cities have retained counsel or have
potential claims for damages seeking return of the excessive
administrative fees charged. The County is currently in
settlement negotiations with the remaining cities. The potential
remaining liability for the Agoura Hills lawsuit and related claims
is between $22.8 million and $33.2 million.

On April 8, 2014, a class action lawsuit entitled Guillory, et al. v.
County of Los Angeles was filed in the Los Angeles Superior
Court alleging that the County's administration of its General
Relief program has been contrary to both State and federal law.
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During a period of 18-months prior to the case filing, the County
corrected the alleged deficiencies and negotiated a settlement to
resolve liability arising from its past practices. The lawsuit was
filed so the court may certify the class, approve the settlement
and oversee its administration during the four-year term of the
settlement. The settlement includes programmatic commitments,
a settlement fund to be distributed to sub-class members in the
amount of $7.9 million, and a fee award to class counsel in an
amount not to exceed $400,000.

Two lawsuits were filed against the County in 2011 and another
in 2013, related to allegations that each of the plaintiffs had been
falsely convicted of murder and served over twenty years in
prison. The Courts subsequently ordered new ftrials based on
new evidence. In regard to the 2011 lawsuits, one case was re-
tried and the plaintiff was acquitted, and in the other case, the
District Attorney decided not to retry the plaintiff. In regard to the
2013 lawsuit, the District Attorney has not yet decided if the
original case will be retried. The potential liability exposure to
the County is estimated to be $15 million for all three lawsuits.

In 2013, Lancaster Hospital Corporation, doing business as
Palmdale Regional Medical Center ("PRMC"), filed suit in Los
Angeles Superior Court against the State of California, the
County of Los Angeles' Community Health Plan, and two other
managed care organizations, Care 1% and the LA Care.
(Lancaster Hospital Corporation, dba Palmdale Regional Medical
Center v. Douglas, et al). PRMC alleges that the amounts paid
to it for providing emergency medical care, and the subsequent
stabilization care provided to Medi-Cal managed care patients
assigned to the various managed care health plans were
insufficient. PRMC is seeking damages in excess of $10 million
from all defendants. The County estimates its potential liability
for this lawsuit to be significantly lower.

In 2011, the United States Department of Justice ("DOJ")
commenced investigations into alleged discriminatory practices
by the Los Angeles County Sheriff's Department, the Housing
Authority of the County of Los Angeles, and the cities of
Lancaster and Palmdale regarding Section 8 participants in the
Antelope Valley area of the County. The DOJ found all four
public agencies engaged in conduct that was intentionally
discriminatory. The DOJ has proposed a consent decree which
would impose an injunction prohibiting all agencies from future
discrimination, it also includes a requirement that $12.28 million
be deposited into a settlement fund to provide for compensation
of an unknown number of affected persons. No litigation has yet
been filed.

Los Angeles County, along with nineteen other California
counties, has appealed a lower court decision concerning a 1999
statute that makes ancillary outpatient services provided to Medi-
Cal eligible individuals between the ages of 21 and 65, who are
patients of an Institution for Mental Disease a State-only Medi-
Cal responsibility. The County estimates the cost of ancillary
outpatient services to be approximately $16.6 million per year. If
the County is not successful on appeal, the State may recoup
this annual amount from the County from Fiscal Year 2008-09 to
the present.

In February, 2014, Sutherland Health Care Solutions, a County
contract provider that provides claim and billing services to the
Department of Health Services was the victim of a commercial
burglary in which a number of desktop computers were stolen.
Both the County District Attorney's Office and the Torrance
Police Department are continuing their collective efforts in
investigating the crime. This crime has resulted in the breach of
approximately 338,000 individual patient accounts. Four
separate class action lawsuits have already been filed against



the County and Sutherland Health Care Solutions: A. Doe v.
Sutherland Healthcare Solutions, et al., Harasim et al., v. County
of Los Angeles, et al., Rogers, et al., v. Sutherland Healthcare
Solutions, Inc. et al, and Kamon, et al, v. Sutherland Healthcare
Solutions, Inc. et.al. Under the State's California Medical
Information Act, the plaintiff can assert both nominal and actual
damages, as well as seek attorney fees. While the plaintiffs may
also assert punitive damages, the County would not be subject
to payment on such claims. Nominal damages and attorney fees
could exceed $700 million. Should the State exercise regulatory
damages and civil penalties, those amounts could be $2,500 for
each violation. The litigation is in its initial phase, with many
procedural and other issues still to be determined. The County
expects to be indemnified by Sutherland Health Care Solutions
to the fullest extent possible.

In September 2011, a lawsuit entitled City of Cerritos et. al., vs.
State of California, et. al. was filed against the State and other
defendants, including the County. The lawsuit challenges the
constitutionality of the redevelopment dissolution legislation
(ABX1 26). On January 27, 2012, the trial court denied the
petitioners motion for a preliminary injunction. The petitioners
have filed an appeal of the trial court’s decision, and as of March
2013, this case had been fully briefed. An oral argument hearing
date has not been set. If the petitioners were to prevail, the court
could retroactively reinstate redevelopment agencies and require
the County to return any residual property tax revenue that it
received from the Redevelopment Property Tax Trust Fund. The
County estimates the potential liability of this case to be $674.4
million, which is based on the distribution of the entire property

tax residual since the redevelopment agency dissolution in 2011.
The probability of the petitioners succeeding on the appeal is
low, as all of the cases at the State level challenging the
redevelopment agency dissolution have been unsuccessful. A
detailed discussion of ABX1 26 and the redevelopment agency
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dissolution is provided in the Budgetary Information section of
this Appendix A.

Pending Litigation

There are a number of other lawsuits and claims pending against
the County. Included in these are a number of property damage,
personal injury and wrongful death actions seeking damages in
excess of the County’s insurance limits. In the opinion of the
County Counsel, such suits and claims that are presently
pending will not impair the ability of the County to make debt
service payments or otherwise meet its outstanding lease or debt
Obligations.



TABLE 1: RETIREMENT PLAN UAAL AND FUNDED RATIO

(in thousands)

Actuarial Market Value  Actuarial Value Actuarial
Valuation Date  of Plan Assets  of Plan Assets Accrued Liability UAAL Funded Ratio
06/30/2008 $38,724,671 $39,662,361 $41,975,631 $2,313,270 94.49%
06/30/2009 30,498,981 39,541,865 44,468,636 4,926,771 88.92%
06/30/2010 33,433,888 38,839,392 46,646,838 7,807,446 83.26%
06/30/2011 39,452,011 39,193,627 48,598,166 9,404,539 80.65%
06/30/2012 38,306,756 39,039,364 51,320,699 12,281,335 76.07%
06/30/2013 41,773,519 39,932,416 53,247,776 13,315,360 74.99%

Source: Milliman Actuarial Valuation (of LACERA) for June 30, 2013.

TABLE 2: INVESTMENT RETURN ON RETIREMENT PLAN ASSETS
(in thousands)

Funded Ratio

Market Value Market Rate of Based on
Fiscal Year of Plan Assets Return Market Value
2007-08 $38,724,671 -1.5% 90.1%
2008-09 30,498,981 -18.3% 66.8%
2009-10 33,433,888 11.6% 69.9%
2010-11 39,452,011 20.4% 79.4%
2011-12 38,306,756 0.3% 73.7%
2012-13 41,773,519 12.1% 77.6%

Source: Milliman Actuarial Valuation (of LACERA) for June 30, 2013.

TABLE 3: COUNTY PENSION AND OPEB PAYMENTS
(in thousands)

Pension OPEB Total Pension
Payment to Payment to Pension Bonds & OPEB Percent Change
Fiscal Year LACERA LACERA Debt Service Payments Year to Year

2007-08 $827,789 $352,000 $381,603 $1,561,392 -
2008-09 $805,300 $365,424 $320,339 $1,491,063 -4.5%
2009-10 802,500 384,034 358,165 1,544,699 3.6%
2010-11 898,803 406,937 372,130 1,677,870 8.6%
2011-12 1,026,867 424,030 - 1,450,897 -13.5%
2012-13 1,118,514 441,062 - 1,559,576 7.5%
2013-14 1,263,381  * 447,929 * - 1,711,310 9.7%
2014-15 1,414,762 * 466,166 * - 1,880,928 9.9%

Source: Milliman Actuarial Valuations (of LACERA), Los Angeles County CAFRs and County of Los Angeles Chief Executive Office.

* Estimated
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BUDGETARY INFORMATION

COUNTY BUDGET PROCESS

The County is required by California State Law to adopt a
balanced budget by October 2nd of each year. The CEO of the
County prepares a preliminary forecast of the County budget
based on the current year budget, the State budget, and other
projected revenue and expenditure trends. Expanding on this
forecast, the CEO prepares a target County budget for the
ensuing fiscal year, and projected resources are tentatively
allocated to the various County programs and services.

The CEO normally presents the Recommended County Budget
to the Board of Supervisors in April. The Board of Supervisors is
required to adopt a Recommended Budget no later than June
30th. If a Final County Budget is not adopted by June 30th, the
appropriations approved in the Recommended Budget, with
certain exceptions, become effective for the new fiscal year until
the final budget is approved.

The CEO generally recommends revisions to the County Budget
after adoption of the final State budget to align County
expenditures with approved State funding. After conducting
public hearings and deliberating on the details of the budget, the
Board of Supervisors is required to adopt the Final County
Budget by October 2nd of each year.

Throughout the remainder of the fiscal year, the Board of
Supervisors approves various adjustments to the Final County
Budget to reflect changes in appropriation requirements and
funding levels. The annual revenues from the State and Federal
governments are generally allocated pursuant to formulas
specified in State and Federal statutes. For budgetary or other
reasons, such statutes are often subject to change which may
affect the level of County revenues and budgetary appropriations.

COUNTY BUDGET OVERVIEW

The County Budget is comprised of eight fund groups through
which the County's resources are allocated and controlled.
These groups include the General Fund and Hospital Enterprise
Fund (which represents the General County Budget), Special
Revenue Funds, Capital Project Special Funds, Special District,
Other Enterprise, Internal Services, and Agency Funds.

The General County Budget accounts for approximately 77.8% of
the 2014-15 Recommended Budget and appropriates funding for
programs that are provided on a mostly county-wide basis (e.g.,
health care, welfare, and detention facilities), municipal services
to the unincorporated areas not otherwise included in a special
district, and certain municipal services to various cities on a
contract fee-for-service basis (e.g., law enforcement, planning
and engineering).

Special Revenue Funds represent approximately 9.9% of the
2014-15 Recommended Budget, and are used to account for the
allocation of revenues that are restricted to defined purposes,
such as public library operations, road construction and
maintenance programs, and specific automation projects.
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Capital Project Special Funds account for approximately 1.4%
of the 2014-15 Recommended Budget and provide funding for
the acquisition or construction of major capital facilities that are
not financed through other funding sources.

Special District Funds, which account for approximately 8.2% of
the 2014-15 Recommended Budget, are separate legal entities
funded by specific taxes and assessments. These districts
provide public improvements and/or services benefiting targeted
properties and residents. Special Districts are governed by the
Board of Supervisors and include, among others, Flood Control,
Garbage Disposal, Sewer Maintenance and Regional Park and
Open Space Districts. The remaining fund groups, Other
Enterprise, Internal Services and Agency Funds account for
2.7% of the 2014-15 Recommended Budget.

CONSTITUTIONAL PROVISIONS AFFECTING TAXES AND
APPROPRIATIONS

Proposition 13

Article XIlIA of the California Constitution limits the taxing
powers of California public agencies. Article XIIIA provides that
the maximum ad valorem tax on real property cannot exceed
1% of the "Full Cash Value" of the property, and effectively
prohibits the levying of any other ad valorem property tax except
for taxes required to pay debt service on voter-approved general
obligation bonds. Full Cash Value is defined as "the County
Assessor's valuation of real property as shown on the 1975-76
tax bill under ’full cash value’ or, thereafter, the appraised value
of real property when purchased, newly constructed, or a
change in ownership has occurred after the 1975 assessment.

The Full Cash Value is subject to annual adjustment to reflect
inflation at a rate not to exceed 2%, or a reduction as shown in
the consumer price index (or comparable local data), or a
decline in property value caused by damage, destruction or
other factors. The foregoing limitation does not apply to ad
valorem taxes or special assessments to pay the interest and
redemption charges on certain types of indebtedness approved
by the voters.

Article XIIIB of the California Constitution limits the amount of
appropriations by local governments to "Proceeds of Taxes."
The County's appropriation limit for Proceeds of Taxes for Fiscal
Year 2013-14 is $19,345,849,874. The 2013-14 Final Adopted
Budget included proceeds from taxes of $7,109,543,000, which
is substantially below the statutory limit.

Proposition 62

Proposition 62, a 1986 ballot initiative that amended the
California Constitution, requires voter approval of all new taxes
or any increases to local taxes. A challenge to taxes subject to
Proposition 62 may only be made for those taxes collected
beginning one year before a claim is filed. Such a claim is a
necessary prerequisite to the filing of a lawsuit against a public
entity in California. In February 2005, a claim was filed, and
followed in May 2005 by a lawsuit entitted Oronoz v. County of
Los Angeles that contends the County's Utility User Tax (“UUT”)
did not meet the requirements of Proposition 62 and is therefore



invalid. In November 2006, the trial court certified the case as a
class action. In July 2008, the parties agreed to a tentative
settlement of the case, which was finally approved by the court in
March 2009. The settlement, which is currently in the process of
being implemented, calls for a total expenditure by the County of
$75 million to be used for tax refunds to class members and
enhanced services within the areas of the County from which the
tax was collected. At the outset of this lawsuit, the County
established a separate reserve account to fund any liabilities
resulting from the litigation, with the reserve more than sufficient
to fully fund the entire $75 million settlement. Claim processing
for the settlement has been completed. All refunds have been
issued and all fees and costs have been paid. After the
settlement payments were made, approximately $31 million was
transferred to the cy pres fund in addition to an original $10
million deposit. All cy pres funds, which are required to finance
enhanced services within the areas in the County in which the tax
was collected, have been earmarked for specific projects that
have been approved by the court. Twelve projects have been
completed, leaving a remaining balance of approximately $29.3
million. The County anticipates that the projects will be fully
funded between Fiscal Year 2014-15 and Fiscal Year 2018-19. In
November 2008, the County's utility user tax was approved by
the voters in conformity with Proposition 62. The plaintiffs filed a
motion alleging that the 2008 election was improperly conducted,
which was denied on April 26, 2012. The plaintiffs subsequently
appealed the ruling, which was denied by the Court of Appeal on
October 2, 2013. The plaintiffs sought a petition for review in the
California Supreme Court, which was denied on December 11,
2013. Except for the ongoing implementation of the settlement
terms, including the expenditure of the remaining cy pres funds,
the case has been fully resolved.

On August 11, 2009, a lawsuit, Patrick Owens and Patricia
Munoz v. County of Los Angeles was filed in Los Angeles
Superior Court, challenging the imposition of the County's UUT
after its passage at the election held on November 4, 2008. The
complaint alleges that the impartial analysis prepared by County
Counsel failed to inform the voters that: 1) the material provisions
of the prior UUT were being rescinded regardless of the outcome
of the election; and 2) it was not a "continuation" of an existing
tax, but rather was the enactment of a completely new UUT. The
County filed a demurrer and motion to strike plaintiffs' complaint
on October 16, 2009. A hearing was held on April 15, 2010 in
which the Court denied the County’s demurrer in light of the early
phase of the litigation process. The County then filed a motion on
November 12, 2010 to dispose of the issues challenging the
legality of the election. A hearing was held on February 16, 2011
in which the Court denied the County's motion as the plaintiff
raised a constitutional question, which the Court determined must
be ruled on together with the motion in the Oronoz case related
to the 2008 election issue. The case proceeded with the
discovery phase and was set for a bench trial, which was heard
with the Oronoz motion on April 26, 2012. The court ruled in favor
of the County and issued final judgment. The plaintiffs filed an
appeal, which was denied. The plaintiffs petition to the California
Supreme Court was also denied. As of December 2013, this case
was completely resolved with no liability to the County.

On March 4, 2011, a lawsuit, Rajendra Pershadsingh v. County
of Los Angeles, was filed as a class action and alleges that the
County’s 2% increase to the Transient Occupancy Tax (“TOT”)
violated Proposition 62 by not receiving voter approval. The
County demurred to the complaint on all theories on October 12,
2011. The court sustained the County's demurrer as to all

theories except for one. The Court ruled that the alleged
Proposition 62 violation survived demurrer and could proceed
on a class basis. The County placed the TOT on the June 2012
ballot for ratification, and it was approved by the voters. In
November 2012, the Court denied class action status on the
grounds that the plaintiff is not a proper class representative.
The parties have stipulated to entry of judgment, which was
entered by the Court in January 2013. The plaintiff filed an
appeal in March 2013. Oral arguments will be heard by the
Court in June 2014, and the matter will be decided within 90
days thereafter.

On August 1, 2012, a lawsuit, Harlan Green v. Dean Logan,
Registrar-Recorder, was filed in Los Angeles Superior Court as
an election contest and writ petition challenging the ballot
materials that were printed and distributed to the voters for
Measure H (the TOT ratification measure), and Measure L, a tax
on landfill operators in the County, which were approved by the
voters. The complaint alleges that ratification of the prior
collection of taxes is unconstitutional and in violation of
Propositions 62 and 218. The complaint further alleges that: (1)
the impartial analysis prepared by County Counsel failed to
inform voters of the effect of a "no" vote, (2) the Board of
Supervisors was required to order a fiscal impact statement for
the measures if they would increase or decrease the revenues
or costs to the County, and (3) the resolutions ordering the
elections and the arguments in favor of the two measures
resulted in improper advocacy by the County and were
misleading to voters. The County filed a demurrer to strike the
plaintiff's complaint on November 5, 2012. Following a hearing
on the case, the Court sustained the County’s demurrer on all
grounds on December 17, 2012, but allowed the plaintiff 20
days to amend its complaint. The County again demurred to the
first amended complaint on February 4, 2013. On March 1,
2013, the Court sustained the County's demurrer without leave
to amend and dismissed the action. Plaintiff filed an appeal. All
briefs have been filed with the appellate court and resolution is
pending. Although the plaintiff is unlikely to prevail, the potential
liability to the County for this case is estimated at $31.4 million.

In Granados v. County of Los Angeles, a lawsuit filed in 2006,
the class action plaintiff challenged the legality of telephone
user tax ("TUT") paid to the County from 2004 through 2008.
Pursuant to the County Code, section 4.62.060(a), the County
imposes a five percent TUT on amounts paid for telephone
services by persons or entities located in unincorporated areas
in the County. Excluded from the TUT, however, are amounts
paid for telephone services exempt from the tax imposed under
the Federal Excise Tax ("FET") (IRC, section 4251), which
applies to long distance service charged by time and distance.
The plaintiff alleges that most long distance telephone service is
charged under a postalized fee structure where the amount of
the charge depends only upon the amount of elapsed
transmission time and not the distance of the call, and that the
FET and the TUT cannot be imposed on such services. In
March 2012, the Court of Appeal reversed in part an order of the
Superior Court granting the County's demurrer on the basis that
this action was barred for failure to file individualized claims.
Since that time, this action was on hold pending the outcome of
the Oronoz litigation, Now that the Oronoz case has been
settled, Granados is expected to resume in the trial court
sometime in 2014. The amount of unaddressed liability
exposure in Granados is estimated at approximately $5 million.



Proposition 218

Proposition 218, a 1996 ballot initiative that added Articles XIIIC
and XIIID to the California Constitution, established the following
requirements on all taxes and property-related assessments,
fees, and charges:

e precluded special purpose districts or agencies, including
school districts, from levying general taxes;

e precluded any local government from imposing, extending
or increasing any general tax unless such tax is approved
by a majority of the electorate;

e precluded any local government from imposing,
extending or increasing any special purpose tax unless
such tax is approved by two-thirds of the electorate; and

e ensured that voters may reduce or repeal local taxes,
assessments, or fees through the initiative process.

An appellate court decision determined that Proposition 218 did
not supersede Proposition 62. Consequently, voter approval
alone may not be sufficient to validate the imposition of general
taxes adopted, increased or extended after January 1, 1995.

Proposition 218 also expressly extends to voters the power to
reduce or repeal local taxes, assessments, and fees through the
initiative process, regardless of the date such charges were
imposed. SB 919, the Proposition Omnibus Implementation Act,
was enacted in 1997 to prescribe specific procedures and
parameters for local jurisdictions to comply with Proposition 218.
SB 919 states that the initiative power provided for in Proposition
218 shall not be construed to mean that any owner or beneficial
owner of a municipal security, purchased before or after
November 6, 1998, assumes the risk of, or in any way consents
to, any action by initiative measure that constitutes an impairment
of contractual rights” protected by the United States Constitution.

In the 2006 case of Bighorn-Desert View Water Agency v. Virjil
(Kelley), the State Supreme Court suggested that the initiative
power under Proposition 218 is not free of all limitations, and
could be subject to restrictions imposed by the contract clause of
the United States Constitution. No assurance can be given,
however, that voters in the County will not, in the future, approve
an initiative that reduces or repeals local taxes, assessments,
fees or charges that are deposited into the County’s General
Fund. In addition, “fees” and “charges” are not defined by Article
XIC or SB 919, and the scope of the initiative power under
Article XIlIC could include all sources of General Fund revenue
not received from or imposed by the Federal or State government
or derived from investment income.

Proposition 1A 2004

Proposition 1A 2004, approved by the voters in November 2004,
amended the State Constitution by limiting the State’s authority to
reduce local sales tax rates or alter their method of allocation,
shift property tax revenues from local governments to schools or
community college districts, or decrease Vehicle License Fee
(“VLF”) revenues without providing replacement funding.
Proposition 1A 2004 further amended the State Constitution by
requiring the State to suspend State laws that create unfunded
mandates in any year that the State does not fully reimburse
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local governments for their costs to comply with such mandates.
Pursuant to Proposition 1A 2004, the State can no longer
reallocate local property tax revenues without triggering a
constitutional obligation to repay the local taxing agencies within
three years. The State is further prohibited from reallocating
local property tax revenues on more than two occasions within a
ten-year period.

Proposition 26

On November 2, 2010, voters approved Proposition 26, which
amended the State Constitution to expand the definition of a tax
so that certain fees and charges imposed by the State and local
governments will now be subject to approval by two-thirds of
each house of the State Legislature or approval by local voters,
as applicable. Proposition 26 requires a two-thirds approval by
each house of the State Legislature to enact new laws that
increase taxes on any taxpayer, and repeals recent State laws
that are in conflict with the measure, unless they are approved
again by two-thirds of each house of the State Legislature. The
State Legislative Analyst’s Office asserts that Proposition 26 will
make it more difficult for State and local governments to pass
new laws that raise revenues and could reduce government
revenues and spending statewide by billions of dollars annually.

In terms of its direct fiscal impact on the County, Proposition 26
is likely to result in the loss of approximately $61 million in
annual State tax revenue to County road districts, which are
separate legal entities responsible for the operation and
maintenance of streets and roads in the unincorporated areas of
the County. Since the County is unlikely to backfill any reduction
in State revenue to the road districts, there is no projected fiscal
impact to the County General Fund. Additional effects of
Proposition 26 on the future financial condition of the County are
unknown at this time.

Future Initiatives

Propositions 13, 62, 218, 1A 2004 and 26 were each adopted
as measures that qualified for the ballot pursuant to the State’s
initiative process. From time to time, other initiative measures
could be adopted, further affecting County revenues or the
County’s ability to expend revenues.

FEDERAL AND STATE FUNDING

A significant portion of the County budget is comprised of
revenues received from the Federal and State governments. As
indicated in the table “Historical Appropriations by Fund” on
page A-22 of this Appendix A, $4.236 billion of the $20.271
billion 2014-15 Recommended General County Budget is
received from the Federal government and $5.402 billion is
funded by the State. The remaining $10.632 billion of County
revenues are generated from property taxes and a variety of
other sources. The fact that 48% of General County funding is
provided by the State and Federal government illustrates the
County's significant reliance on outside funding sources.

Federal Budget Update

The partisan divide in Washington, D.C. has contributed to
Congressional gridlock on Federal budget matters, which has
made it difficult to enact annual appropriations bills needed to
fund Federal programs and operations. As a result of the current
political environment, the County does not expect that Federal



legislation will be enacted that would significantly reduce
mandatory (entitlement) programs, such as Medicaid, Temporary
Assistance for Needy Families, Title IV-E Foster Care and
Adoption Assistance, Child Support Enforcement, and the
Supplemental Nutrition Assistance Program, through which the
County receives the vast majority of its Federal revenue.
However, the County’s Medicaid revenue is expected to grow
significantly due to the expansion of Medicaid under the
Affordable Care Act.

The County currently receives its Title IV-E Foster Care revenue
through a Federal waiver, which expires on June 30, 2014.
Under this waiver, which provides the County with greater
flexibility over the use of Federal funds, the County receives
annual capped allocations which grow at a rate of 2 percent per
year. The State of California is currently negotiating with the
Federal government to secure an extension of the waiver. The
primary issues in the negotiations over the waiver extension are
related to the financial terms and conditions that will determine
how much waiver funding is provided by the Federal government
in future years. The extension of the waiver is especially
important to the County, since under current State law, counties
are responsible for financing all non-federal child welfare costs.

In December 2013, Congress enacted the Bipartisan Budget Act,
which increased the overall discretionary spending cap to $1.012
trillion in Federal Fiscal Year (“FFY”) 2014 and $1.014 trillion in
FFY 2015 from the post-sequester FFY 2013 level of $986
billion. Although the County does not receive a significant
amount of revenue to administer Federal discretionary programs,
the funding for such programs is expected to be more stable and
reliable in comparison to recent years.

STATE BUDGET PROCESS

Recent State budgets have reflected the State’s efforts to
stabilize its fiscal position in response to the challenging and
uncertain economic environment. Over the past twenty years, the
State budget has experienced broad fluctuations as the State
responded to the economic recession of the early 1990's, the
economic recovery later in the same decade, the 2001 recession
and subsequent recovery, and the most recent economic
downturn that started in 2008. The State’s budgetary decisions in
response to the economic environment will continue to have a
significant financial and programmatic impact on counties, cities,
and other local jurisdictions.

Fiscal Year 1991-92 Realignment Program

In Fiscal Year 1991-92, the State and county governments
collectively developed a program realignment system (the “1991-
92 Realignment Program”) that removed State funding for certain
health and welfare programs, and provided counties with
additional flexibility to administer such programs. Under the
1991-92 Realignment Program, certain health and welfare
services are funded by a 0.5% increase in sales taxes and
increased vehicle license fees. Since counties receive their share
of the funding for health and welfare programs under a fixed
formula prescribed by State law, the flow of funds is no longer
subject to the State budget process. If sales tax and vehicle
license fee revenues are not realized as expected, county
governments will still maintain responsibility for the management
and cost of such programs.
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On June 27, 2013, Governor Brown signed into law AB 85,
which provides a mechanism for the State to redirect State
health care realignment funding to fund social service programs.
With California electing to implement a state-run Medicaid
expansion pursuant to the Affordable Care Act, the State
anticipates that the cost to counties for providing health care
services to the indigent population will decrease as this
population becomes eligible for coverage through Medi-Cal or
the State-run health insurance exchange. The impact of the AB
85 legislation to the County is discussed in further detail in the
Health Services Budget section

Public Safety Realignment

The approval of the Public Safety Realignment Act of 2011 (AB
109) transferred responsibility for the custody and supervision of
specific low-level inmates and parolees from the California
Department of Corrections and Rehabilitation (CDCR) to
counties. Funding for AB 109 is financed by redirecting 1.0625%
of State sales tax and a portion of Vehicle License Fee
revenues from the State to the counties. In November 2012,
California voters passed Proposition 30, which created a
constitutional amendment prohibiting the Legislature from
reducing or removing AB 109 funding.

The 2014-15 State Budget estimates AB 109 funding at $1.1
billion. Based on the current 31.77% share of the AB 109
funding allocation, the County would expect to receive
approximately $349.5 million in Fiscal Year 2014-15. The
current distribution of AB 109 funds is based on a short-term
agreement between the State and the counties that can be
adjusted in the future to more effectively align AB 109 funding
with the cost of housing inmates transferred to the counties. A
more permanent solution to the AB 109 funding allocation is
expected in Fiscal Year 2014-15.

Redevelopment Agencies

Effective February 1, 2012, and pursuant to Assembly Bill x1 26
(“ABx1 26”), redevelopment agencies throughout the State were
abolished and prohibited from engaging in future redevelopment
activities. ABx1 26 requires successor agencies to take over
from the former redevelopment agencies and perform the
following functions:

e Continue making payments on existing legal obligations
without incurring any additional debt.

e Wind down the affairs of the former redevelopment
agencies and return the funds of liquidated assets to the
county Auditor-Controller, who will in turn distribute these
funds to the appropriate local taxing entities.

Under ABx1 26, property tax revenues are allocated to pay
enforceable legal obligations, pass-through payments and
eligible administrative costs. Any remaining property tax
revenues, otherwise known as ‘residual taxes”, are to be
distributed as property tax revenue to the appropriate local
taxing entities, including the County. Prior to their dissolution,
the estimated annual tax increment to fund redevelopment
agencies in the County General Fund was approximately $453
million in Fiscal Year 2009-10.



Despite the receipt of residual property tax revenue beginning in
Fiscal Year 2011-12, the County’s 2012-13 Final Adopted Budget
did not include any residual tax revenue from the dissolution of
the redevelopment agencies. The estimated amount of such
revenues in Fiscal Year 2012-13 was uncertain due to fluctuation
in the amounts of enforceable obligations and the potential for
disputes between successor agencies and the California
Department of Finance, which has the authority to determine the
validity of such obligations.

In Fiscal Year 2012-13, the County received the following
revenue distributions in accordance with the provisions of ABx1
26 and AB 1484:

Prior Period Residual Adjustments - $25.8 million
January 2013 Residual - $41.0 million

June 2013 Residual - $34.0 million

Low-to-Moderate Income Housing Funds - $78.8 million
Non-Housing Unencumbered Funds - $56.7 million
Prior Year Residual Impound - $3.9 million

In Fiscal Year 2013-14, the County’s Final Adopted Budget
included $60.0 million for Residual Property Tax revenue. As of
April 2014, the County has received the following revenue
distributions in accordance with the provisions of ABx1 26 and
AB 1484:

Prior Period Residual Adjustments - $5.1 million
January 2014 Residual - $53.1 million
Low-to-Moderate Income Housing Funds - $1.3 million
Non-Housing Unencumbered Funds - $32.5 million
Sale of Fixed Assets and Reserves - $1.4 million

The County and all of its related taxing entities are expected to
receive a residual payment and other revenue disbursements in
June 2014, which is currently expected to include $45.9 million of
residual payments and $6.2 million of prior period residual
adjustments.

The County’s direct involvement in redevelopment activities was
limited to unincorporated areas of the County and to a small
number of projects. The successor agency for these activities is
the County’s Community Development Commission. The
dissolution of County related projects is not expected to have a
material impact, if any, to the financial condition of the County.

2014-15 STATE BUDGET

On January 10, 2014, the Governor released his Fiscal Year
2014-15 Proposed State Budget (the “Proposed State Budget”),
which projects a beginning fund balance surplus from Fiscal Year
2013-14 of $4.212 billion, total revenues and transfers of
$104.503 billion, total expenditures of $106.793 billion, and a
year-end surplus of $1.922 billion for Fiscal Year 2014-15. Of the
projected year-end surplus, $955 million will be allocated to the
Reserve for Liquidation of Encumbrances and $967 million will be
deposited to the Special Fund for Economic Uncertainties. The
Proposed State Budget also provides for a $1.591 billion deposit
into the State’s Budget Stabilization Account (Rainy Day Fund),
which would be the first such deposit since Fiscal Year 2006-07.
The Proposed State Budget also includes a proposal for a
constitutional amendment to strengthen the Rainy Day Fund,
which would put the State in a more fiscally sound position to pay

its longer term liabilities and to address any future revenue
shortfalls.

On May 13, 2014, the Governor released the Fiscal Year 2014-
15 May Budget Revision (the “May Budget Revision”). The May
Budget Revision projects a beginning fund balance surplus from
Fiscal Year 2013-14 of $3.903 billion, total revenues and
transfers of $105.346 billion, total expenditures of $107.766
billion, and a year-end surplus of $1.483 billion for Fiscal Year
2014-15. Of the projected year-end surplus, $955 million will be
allocated to the Reserve for Liquidation of Encumbrances and
$528 million will be deposited to the Special Fund for Economic
Uncertainties. The May Budget Revision continues to provide
for a deposit into the State’s Budget Stabilization Account
(Rainy Day Fund) in the revised amount of $1.604 billion. The
May Budget Revision includes a 4.4% increase in available
resources and a 7.0% increase in expenditures from Fiscal Year
2013-14, which reflects the improving financial condition of the
State.

Although the May Budget Revision would not result in any
significant funding reductions to County-administered programs,
it continues to include proposals related to the re-allocation of
1991-92 Realignment Program funding as a result of Federal
health care reform, which could have a negative impact to future
County budgets. The impact to the County from Federal health
care reform and the re-allocation of 1991-92 Realignment
Program funding is discussed in further detail in the Health
Services Budget section.

As a result of the recent economic downturn and the continuing
fiscal challenges in California, the long-term financial condition
of the State is uncertain. Many future events will affect the
amount of funding that is received by the County from the State
and Federal governments. As a result, the information in this
Official Statement (including Appendix A) relating to State and
Federal funding is based wupon the County’s current
expectations and is subject to change due to the occurrence of
future events.

RECENT COUNTY BUDGETS

General County Budgets have reflected a conservative
approach and have sought to maintain a stable budgetary
outlook in an uncertain fiscal environment. The passage of
Proposition 1A 2004 secured long-term financial protection for
local governments by limiting the ability of the State to reallocate
local property tax revenues during an economic downturn or
State fiscal crisis. Proposition 1A 2004 provides the County with
a more reliable funding source by replacing VLF revenue with
property taxes, which have historically been one of the least
volatile sources of revenue.

The reliability of property tax revenue is due in large part to
Proposition 13, which helps to insulate the County from the
cyclical nature of the real estate market. Proposition 13 limits
the growth of assessed valuations and allows for
reassessments when a property is sold or when new
construction occurs. Assessed valuation can also be adjusted
for inflation or deflation. As a result of Proposition 13, there is a
significant amount of “stored” home value appreciation that has
not been reflected on the property tax rolls and has helped to
offset a significant decrease in property values during the recent
economic downturn. To illustrate this point, average median
home prices in the County declined by 48% from their peak



value in August 2007 ($562,346) to a low in January 2012
($290,015), but the net revenue-producing value of the property
tax roll (the “Net Local Roll”) decreased by only 0.5% and 1.9% in
Fiscal Year 2009-10 and 2010-11, respectively. Assessed
valuation returned to growth in Fiscal Years 2011-12, 2012-13
and 2013-14, with increases of 1.4%, 2.2% and 4.7% in the Net
Local Roll, respectively. For the Fiscal Year 2013-14 tax roll, the
County Assessor estimates that approximately 13.1% of all
single-family residential parcels, 13.5% of all residential income
parcels and 16.3% of commercial-industrial parcels are 1975
base-year parcels, which indicates a significant amount of stored
value that can be realized on future tax rolls when these parcels
are sold and re-assessed at higher values.

In Fiscal Year 2013-14, the Assessor reported a Net Local Roll of
$1.130 trillion, which represents an increase of 4.66% or $50.309
billion from Fiscal Year 2012-13. The 2013-14 Net Local Roll
represents the largest revenue-producing valuation in the history
of the County. The largest factors contributing to the projected
increase in assessed valuation in Fiscal Year 2013-14 are
transfers in ownership ($20.284 billion), the restoration of
previous decline in value adjustments ($10.378 billion), new
construction ($2.950 billion), and an increase in the consumer
price index ($17.234 billion).

Starting in Fiscal Year 2007-08, with the downturn in the real
estate market, the County Assessor initiated Proposition 8
reviews of 768,000 parcels. As a result of the Assessor’s
proactive approach to Proposition 8 reviews, the valuations of
550,000 parcels sold during the height of the real estate market
were adjusted downward to reflect current market values at the
time of the review. The lower valuations would insulate the
County from future reductions in the Net Local Roll if these
properties were re-sold at lower market values. With the recent
improvement in the residential real estate market, the Assessor is
currently reviewing 345,000 parcels to determine the extent to
which these parcels can be restored to their previous Proposition
13 values.

As a result of the recent economic downturn, the County
experienced a “cyclical” budget deficit, as revenues declined and
spending on safety net programs and pension-related costs
increased. The economic downturn had a significant impact on
the Net County Cost (NCC) budget gap, which reached a peak of
$491.6 million in Fiscal Year 2010-11. NCC is the portion of the
County’s budget that is financed with County discretionary
funding (also known as locally generated revenues). In order to
manage the budget gaps, the County has used a balanced
approach of curtailing departmental budgets, and using reserves
and capital funding appropriations to achieve a balanced budget.
To control costs, the County achieved significant savings through
its efficiency initiative program, and the implementation of a hiring
freeze and a freeze on non-essential services, supplies and
equipment, which ended as of July 1, 2013. Throughout the
economic downturn, the County’s employee labor groups agreed
to zero cost-of-living adjustments (COLAs) and no salary
increases. If the County had relied solely on curtailments, the
impact to County services and its residents would have been
much more severe and most likely would have resulted in the
reduction of critical services and the layoff of large numbers of
County employees. The measured approach to managing
budgetary challenges, including the use of one-time funding
sources, has enabled the County to more strategically achieve
balanced budgets, and maintain critical core services.
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2013-14 FINAL ADOPTED BUDGET

The 2013-14 Final Adopted Budget, which was approved by the
Board of Supervisors on October 8, 2013, appropriated $26.009
billion, which represents a 2.8% increase in total funding
requirements from Fiscal Year 2012-13. For the General County
Budget (General Fund and Hospital Enterprise Fund), the 2013-
14 Final Adopted Budget appropriates $20.0 billion, which
represents a 3.4% increase from the 2012-13 Final Adopted
Budget. The 2013-14 Final Adopted Budget includes funding
for 103,678 positions, which reflects a net increase of 624
budgeted positions from Fiscal Year 2012-13.

The primary changes to the NCC portion of the 2013-14 Final
Adopted Budget are outlined in the following table.

Fiscal Year 2013-14 NCC Budget Changes

2012-13 One-Time Budget Solutions $(103,639,000)

Unavoidable Cost Increases
Health Insurance Subsidy
Pension Costs
Employee Salary Increases
General Relief Increases
Various

(32,161,000)
(47,757,000)
(65,493,000)
(15,000,000)

(1,778,000)
Net Program Changes (119,894,000)

Revenue Changes

Property Taxes 215,710,000
Property Taxes - CRA Dissolution Residual 40,000,000
Realignment Sales Tax 49,626,000
Public Safety Sales Tax 46,415,000

Property Tax Admin Fee
Interest Earnings

(15,852,000)
(11,100,000)

Various Revenue Changes 9,769,000
Ongoing Funding Used for One-Time
Needs in 2012-13 42,356,000
Net County Cost (8,798,000)
Fund Balance 8,798,000

Total Projected Budget Gap $ -

Expiration of Prior Year One-Time Budget Solutions

The County has previously utilized one-time funding solutions to
help balance the budget. The impact on the 2013-14
Recommended Budget from the expiration of one-time funding
solutions utilized in Fiscal Year 2012-13 is projected to be a
negative $103.639 million.

Unavoidable Cost Increases

The primary components of the unavoidable cost increases are
higher expenditures related to employee salaries, pension
funding requirements and employee health insurance. The
increase in the County’s pension funding requirements are
primarily due to the net actuarial investment losses sustained by
LACERA in Fiscal Years 2008-09 and 2011-12, and the
reductions in the assumed investment rates of return, which are
described in detail in the Information Statement section of this
Appendix A. The increase in the cost of employee salaries is
directly related to the new labor agreements with the County’s
collective bargaining units, which is also described in detail in
the Information Statement section of this Appendix A.



Revenue Increases

As the local economy continues to improve, the County is
projecting increases in a variety of locally generated revenues
and statewide sales tax revenues. For the third consecutive year,
the Assessor reported an increase in assessed valuation, which
is projected to generate $215.710 million of additional property
tax revenue in Fiscal Year 2013-14. In addition, the County is
projecting to receive $40.0 million of additional revenue from the
property tax residual related to the redevelopment agency
dissolution.

The County continues to see year-over-year growth in both
Proposition 172 Sales Tax and Realignment Sales Tax, which is
projected to provide $96.041 million of additional revenue in
Fiscal Year 2013-14.

2014-15 RECOMMENDED BUDGET

The 2014-15 Recommended Budget, which was approved on
April 15, 2014, appropriates $26.054 billion, which reflects a $45
million or 0.2% decrease in total funding requirements from
Fiscal Year 2013-14. The General County Budget (General Fund
and Hospital Enterprise Fund) appropriates $20.271 billion, which
represents a $262 million or 1.3% increase from Fiscal Year
2013-14. The 2014-15 Recommended Budget appropriates
$5.783 billion for Special Funds/District, reflecting a $307 million
or 5.0% decrease from Fiscal Year 2013-14.

The primary changes to the NCC component of the 2014-15
Recommended Budget are outlined in the following table.

Fiscal Year 2014-15 NCC Budget Changes

2013-14 One-Time Budget Solutions $ (8,798,000)

Unavoidable Cost Increases
Health Insurance Subsidy
Pension Costs
Employee Salary Increases
Deferred Compensation Cap Increase
Various Cost Increases

(30,474,000)
(79,172,000)
(82,156,000)

(8,100,000)
(8,628,000)

Program Changes
Sheriff Jail Violence Recommendations
Sheriff Restore Curtailments

(36,475,000)
(18,000,000)

Mental Health Inpatient Beds - COLA (6,321,000)
Psychiatric Emergency Services (5,438,000)
Various Assistance Cost Increases (4,877,000)

All Other Program Changes (21,485,000)

Revenue Changes

Property Taxes 184,899,000
Property Taxes - CRA Dissolution Residual 40,000,000
Realignment Sales Tax 25,471,000
Public Safety Sales Tax 26,913,000
Registrar- Recorder Revenue Shortfall (13,181,000)
Various Revenue Changes 10,300,000

Net County Cost (35,522,000)

Fund Balance 35,522,000

Total Projected Budget Gap $ -

Unavoidable Cost Increases

The primary drivers of unavoidable cost increases are directly
related to salaries and employee benefits. For the first time since
August 2008 for safety employees, and January 2009 for the
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remaining employees, the County approved salary increases.
Over the previous five-year period, employee labor groups
actively partnered with the County by agreeing to zero salary
increases, which played a critical role in enabling the County to
emerge from the economic downturn in a stable financial
condition. The Board of Supervisors has approved 6% salary
increases with nearly all of its collective bargaining units, which
are reflected in the higher expenditures for employee salaries in
the 2013-14 Final Adopted Budget, and the 2014-15
Recommended Budget. In addition to employee salaries, the
County is also experiencing significant cost increases for
employee health insurance premiums.

The increase in the County’s retirement contribution rates is
primarily due to the actuarial investment losses sustained by
LACERA in Fiscal Years 2008-09 and 2011-12, and the
reductions in the assumed investment rates of return. The
impact of the actuarial investment losses sustained in Fiscal
Year 2008-09 will be fully recognized and accounted for by the
end of Fiscal Year 2014-15. As a result, the County anticipates
that annual expenditures for retirement costs will be more stable
in the future.

Program Changes

Outlined below are some of the significant program changes
that are financed with locally generated revenues.

o (Citizen's Commission on Jail Violence (CCJV) -
Provides the second year of funding ($36.5 million) to
implement the CCJV recommendations. This
appropriation, coupled with funding provided in Fiscal
Year 2013-14, brings the total ongoing funding amount
for the CCJV implementation to $56.5 million.

e Cadre of Administrative Reserve Personnel (CARP) —
Eliminates the CARP program by providing $18.0
million to the Sheriff's Department for the second year
of a two-year funding plan.

e In-Home Supportive Services (IHSS) Program -
Increases funding for the IHSS program by $12.8
million based upon State law that requires counties to
provide a 3.5% inflation increase to the counties
maintenance of effort base amount.

e Inpatient Bed Cost Increases — Reflects a $6.3 million
increase for the Department of Mental Health (DMH)
as a result of COLA adjustments for both State hospital
beds (6% COLA) and Institutions for Mental Diseases
(IMD) beds (4.7% COLA). DMH contracts for these
beds from private providers and the State, which
provides critical care for individuals who require mental
health services, and helps to alleviate overcrowding of
emergency rooms and hospital inpatient beds
throughout the County.

Revenue Increases

As a result of improving economic conditions, the County’s
primary revenue sources are expected to show continued
growth in Fiscal Year 2014-15.



The County is forecasting increases in a variety of locally
generated revenues along with increases in statewide sales tax
revenues. In the preliminary forecast for Fiscal Year 2014-15, the
Assessor projected a 4.06% increase in assessed valuation,
which provided the basis for the $184.9 million projected increase
in property tax revenue in the 2014-15 Recommended Budget. In
addition to the projected growth in property tax revenue, the
County has included an additional $40.0 million revenue increase
from the property tax residual in Fiscal Year 2014-15 as a result
of the redevelopment agency dissolution.

In the final forecast for Fiscal Year 2014-15, which was released
in May 15, 2014, the Assessor is projecting a 5.05% increase in
assessed valuation. The projected increase in assessed
valuation reflects the continuing recovery of the residential
housing market, but is somewhat constrained by the recent
period of low inflation. The Assessor is expected to release the
2014-15 tax roll by August 2014.

Based on current trends, and a survey of local economic
forecasts, the County has assumed a 4.0% growth factor in its
overall sales tax projection for the 2014-15 Recommended
Budget. Based on the 4% growth rate, the County is projecting a
$52.4 million increase in Proposition 172 Sales Tax and
Realignment Sales Tax in Fiscal Year 2014-15.

The increase in property tax and sales tax revenue is partially
offset by a $13.2 million reduction in recording fee revenue, as
the Registrar-Recorder/County Clerk is experiencing a significant
drop in a variety of recording filings.

HEALTH SERVICES BUDGET

The Department of Health Services (“DHS”) provides vital
inpatient acute care through four hospitals: LAC+USC Medical
Center, Harbor-UCLA Medical Center, Olive View-UCLA Medical
Center and Rancho Los Amigos National Rehabilitation Center.
Two of the hospitals, LAC+USC Medical Center and
Harbor-UCLA Medical Center, operate trauma centers and
emergency rooms; Olive View-UCLA Medical Center provides
emergency room services; and Rancho Los Amigos National
Rehabilitation Center operates as an acute rehabilitation facility.
Outpatient services are provided at all four hospitals as well as
multiple other facilities, including two Multi-Service Ambulatory
Care Centers, six comprehensive health centers, 11 health
centers, and over 100 contracted Community Partner clinics
located throughout the County. DHS also manages the
emergency medical services system for the entire County. In
collaboration with the University of Southern California and the
University of California at Los Angeles, the County provides
training for approximately 1,000 physician residents annually.

As a safety net provider, the County is the provider of last resort
for millions of medically indigent County residents. Historically,
the cost of providing health services has exceeded the combined
total of DHS revenues and the annual subsidies from the County
General Fund, which has resulted in an ongoing structural deficit
for DHS. By developing new revenue sources, implementing
efficiencies and hiring freezes, and using one-time reserve funds,
DHS has been able to cover its prior years structural deficits.
DHS currently projects a budgetary surplus of $11.5 million for
2013-14 and a balanced budget for 2014-15.

The improvement in the DHS fiscal outlook from prior years is
largely due to the approval by the Centers for Medicare and

A-20

Medicaid Services (“CMS”) of a five-year Section 1115 Hospital
Financing Waiver (the “Waiver”’) for public hospitals in
California, which became effective November 1, 2010. The
Waiver provides funding to partially finance uncompensated
care and also provides a new funding source for system
improvements at public hospitals through the Delivery System
Reform Incentive Pool (“DSRIP”). Since the DSRIP revenue is
performance-based, DHS has been focusing its efforts on
developing and implementing the structural and operational
changes necessary to meet specific goals and outcomes in
order to maximize this funding source.

In Fiscal Year 2013-14, DHS expects to recognize $477.7
million in DSRIP revenue with a related intergovernmental
transfer of $238.8 million. A mandated semi-annual report was
submitted to the State in March 2014 for which DHS expects to
receive a DSRIP payment by the end of the current Fiscal Year.
The next semi-annual report is due to the State in September
2014. DHS expects to achieve most of the required
performance goals, with the corresponding revenue expected to
be received in late 2014.

In addition, the Waiver permits the federal government to waive
certain Medicaid (referred to as Medi-Cal in California) statutory
requirements and allows California to receive Federal matching
funds for Medi-Cal services that would otherwise not be eligible
for Federal funding. Federal health care reform provided the
framework for the Waiver by allowing an early implementation of
some of the law's coverage expansion provisions. The Waiver’s
Medi-Cal Coverage Expansion (“MCE”) program, known as
Healthy Way LA ("HWLA”) in Los Angeles County, provided for
early enrollment, prior to January 2014, for many uninsured
DHS patients, thereby improving DHS’ payer mix and providing
additional revenue. As of December 31, 2013, there were over
300,000 patients enrolled in HWLA. On January 1, 2014, the
Patient Protection and Affordable Care Act (ACA) became
effective and HWLA enrollees were automatically transitioned to
coverage under the ACA’s MCE program. The MCE program
provides Medi-Cal coverage for citizens or legal residents, and
uninsured adults (ages 19-64) with incomes at or below 138% of
the Federal poverty level. The MCE program is expected to
significantly improve DHS’ payer mix as previously uninsured
patients transition to Medi-Cal coverage. The County has
included $223.2 million of additional revenue related to the ACA
in the 2014-15 Recommended Budget.

Based on the implementation of the ACA and the expected
reduction in the number of uninsured patients, the State
proposed a restructuring of its relationship to the counties in
terms of its funding of health care and human services
programs that has been in place since the 1991-92 Realignment
Program. Negotiations between the State and the counties
regarding the State’s proposed reductions in 1991-92
Realignment Program funding occurred and ultimately resulted
in the enactment of AB 85 (amended by SB 98). This legislation
details the methodology that will be used to determine the
amount of realignment that will be “redirected” from the
Realignment Health Subaccount to the Family Support
Subaccount. The County was able to negotiate its own
agreement with the State and a formula that is different than the
rest of the counties. The County’s unique formula takes into
account the entire DHS and includes cost caps, revenue
requirements, specific sharing ratios, and a County
maintenance of effort. A mathematical formula will be used to
determine whether there are "excess" funds available for



“redirection” of realignment back to the State. The amount of
realignment redirection will be reconciled to the formula two
years after the close of Fiscal Year 2013-14. If there are “excess”
funds resulting from the formula calculation, the sharing ratio for
Fiscal Year 2013-14 is 70% State and 30% County. For Fiscal
Year 2014-15 and forward, the sharing ratio is 80% State and
20% County. The 2013-14 Final Adopted Budget included an
$88.6 million reduction in State funding from the 1991-92
Realignment Program. This number will be reconciled to actual
results two years after the close of Fiscal Year 2013-14. DHS is
currently working with the State to determine the amount of the
realignment reduction for Fiscal Year 2014-15.

The May Budget Revision proposes to redirect $724.9 million in
1991-92 Realignment Program funding from the counties to the
State, which is attributed to the expected increase in revenue to
the counties as a result of the expansion of Medi-Cal under the
ACA. The State indicates that this amount is based on the
methodologies contained in AB 85 (Chapter 24, Statutes of
2013), which modified the distribution of 1991-92 Realignment
Program funding to capture and redirect the anticipated financial
benefits to counties from the ACA. The May Budget Revision
decreases the estimated redirection amount from $900.0 million
to $724.9 million in FY 2014-15. The May Budget Revision
retains the redirection of $300.0 million for Fiscal Year 2013-14.
The Governor has noted that the Fiscal Year 2013-14 and Fiscal
Year 2014-15 estimated redirections are interim calculations, with
a final reconciliation of the Fiscal Year 2013-14 redirection to
take place no later than January 2016.

The estimated reduction in the County’s 1991-92 Realignment
Program funding from the State for Fiscal Year 2014-15 is
estimated at $238.3 million. Although DHS believes that the State
has overestimated the increase in Medi-Cal revenue to the
County as a result of the ACA, the final determination of the
1991-92 Realignment Program funding is subject to the
reconciliation and repayment process based on the County’s
actual results, as provided in AB 85.

General Fund Contributions and Advances

The County maintains separate Enterprise Funds to account for
hospital and ambulatory care services in various regions of the
County. These funds are commonly referred to as the Hospital
Funds (the “Hospital Funds”). The County’s General Fund
provides financial contributions and cash advances to each of the
Hospital Funds. The contributions are direct cash support and
are not subject to repayment. The General Fund makes cash
advances to the Hospital Funds to provide for the net cash flow
requirements of the hospitals. On a daily basis, the County
reviews the cash inflows and outflows of the Hospital Funds and
adjusts the amount of advances in a manner designed to provide
the Hospital Funds with a minimal daily cash position of
approximately $10.0 million.

The Federal and State governments are the primary sources of
revenue for the Hospital Funds. The County Hospital Funds
typically receive cash reimbursement several months after the
County has delivered and paid for services. As of June 30, 2013,
the balance of General Fund cash advances to the Hospital
Funds was approximately $739.0 million. DHS expects this
amount to increase as a result of two key factors that are
occurring simultaneously: the reduction in 1991-92 Realignment
Program funding, and the substantial increase in the amount of
services that have to be claimed on a patient-specific basis
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instead of through the realignment block grant, which has
resulted in delays to cash receipts caused by a significant
increase in pending Medi-Cal accounts and increased overall
billing volume. Once the initial surge of new Medi-Cal
applications is processed, DHS’ cash receipts are expected
return to a more timely and predictable pattern.

Another factor to note is the State’s implementation of the
ACA'’s Hospital Presumptive Eligibility (‘HPE”) program, which is
a simplified, streamlined Medi-Cal application process that
determines eligibility quickly and provides immediate, temporary
Medi-Cal coverage to eligible patients. Because of the simplified
nature of the HPE process, once it is fully operational, payments
to DHS are expected to occur at a much faster pace and
produce significant increases in DHS’ cash flow.

In addition to the funding sources described above, the County’s
General Fund has also advanced cash to the Hospital Funds for
certain long-term receivables that are owed by the State to the
hospitals. The receivables are associated with the Cost Based
Reimbursement Clinics (“CBRC”) program. Although the CBRC
receivables are reliable assets, the collection process is
contingent upon annual audits by the State. The State has
recently completed the audit for Fiscal Year 2009-10. The State
has indicated their intent to accelerate the audit process to
achieve the goal of being only one-year in arrears in relation to
the current fiscal year. As of June 30, 2013, the overall
receivable balance was $195.9 million. The County has
recognized an equivalent reserve against the fund balance
associated with the CBRC receivable, since it is not currently
available to fund the County’s budgetary requirements.

Martin Luther King Jr. Hospital

The County-operated Martin Luther King, Jr. Hospital (the “MLK
Hospital”’) was closed in 2007 and converted to a Multi-Service
Ambulatory Care Center. Since then, the County and the
University of California (the “UC”) established an independent,
non-profit 501(c)(3) entity to operate a new hospital at the
previous MLK Hospital site. A seven-member MLK Hospital
Board of Directors was appointed by the County and the UC in
August 2010 to oversee MLK-LA Healthcare, the new 501(c)(3)
private, non-profit MLK Hospital. The new MLK Hospital will
serve as a safety-net community hospital providing services to a
high volume of Medi-Cal and uninsured patients from the
surrounding community. Construction of the new MLK Hospital
facility achieved substantial completion in October 2013 and the
hospital is expected to open in mid- 2015.

To assist with the opening of the MLK Hospital, the County has
agreed to provide MLK-LA Healthcare with $50 million of
coordination start-up funds, $39.1 million of grant funding, and
$82.0 million of short-term and long-term loans. In addition, the
County has committed to make an annual intergovernmental
transfer of up to $50 million for the benefit of the new hospital.
For use of the County-owned hospital facility, MLK-LA
Healthcare will make annual lease payments to the County in
the amount of $18 million. The County has initially financed the
construction of the MLK Hospital with $281.498 million of short-
term lease-revenue notes, which are currently outstanding. The
County intends to refinance the MLK Hospital and pay-off the
short-term notes through the issuance of long-term lease-
revenue bonds.



Tobacco Settlement Revenue

In November 1998, the attorneys general of 46 states (including
the State of California) and other territories reached agreement
with the then four largest United States tobacco manufacturers to
settle more than forty pending lawsuits brought by these public
entities. The Master Settlement Agreement (the “MSA”) requires
the tobacco companies to make payments to the states in
perpetuity, with the payments totaling an estimated $206 billion
through 2025. California will receive 12.76%, or approximately
$25.0 billion of the total settlement. While the County’s share of
the State settlement was expected to average approximately
$100.0 million per year, the actual amount of Tobacco Settlement
Revenues (“TSRs”) received by the County may fluctuate
significantly from year to year. Factors that could impact the
annual payments to the State include actions of the Federal
government, overall declines in smoking participation rates,
reduction in cigarette sales and declining market share among
the participating manufacturers in the MSA, lawsuits, tobacco
company bankruptcies, and various adjustments under the terms
of the MSA.

To date there have been multiple legal challenges to the MSA
under a variety of claims, including claims on anti-trust and
Commerce Clause grounds. None of these lawsuits has been
successful or resulted in the termination of the original
agreement. However, recent actions by certain participating
manufacturers have reduced the settlement funding received by
the State and may adversely impact future payments.
Specifically, a portion of the settlement payments have been
withheld or made under protest. Arbitration hearings are currently
being held to resolve the issues causing the payment
adjustments and protests that began in 2003. The precise
amount of payment adjustments to the MSA and the future
availability of withheld payments are unknown at this time.

In February 2006, the County issued $319.8 million in tax-exempt
Tobacco Settlement Asset-Backed Bonds (the “Tobacco Bonds”).
The Tobacco Bonds are secured and payable from 25.9% of the
County’s TSRs beginning in 2011, which represents the initial
year for the payment of debt service on the Tobacco Bonds. The
proceeds from the sale of the Tobacco Bonds were used to
finance a portion of the construction costs related to the
LAC+USC Medical Center, as well as to partially insure against
the risk of a significant reduction of the County’s ongoing TSRs
as a result of the various factors described above. The use of this
fixed percentage of TSRs as security for the repayment of the
Tobacco Bonds is not expected to materially impact the DHS
programs that rely on such revenues for funding.

In accordance with the terms of the MSA, the annual TSRs are
subject to numerous adjustments, offsets and recalculation. In
Fiscal Year 2013-14, the County received $64.1 million in TSRs
from the participating manufacturers. A settlement was reached
in March 2013 with certain MSA participants (including California)
to resolve the status of the disputed payments from 2003 to
2012, which also includes a new method for calculating future
NPM adjustments. The distribution of TSRs to the County are net
of the 25.9% of TSRs pledged for the repayment of the Tobacco
Bonds, which have been deposited with a trustee for the payment
of debt service on the Tobacco Bonds.

Neither the MSA nor the Memorandum of Understanding restricts
the use of the County’s settlement funds to any specific purpose.
Proceeds received by the County from the settlement have been
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deposited in the County’s General Fund and unused amounts
have been set aside as obligated fund balance Committed for
Health Services-Tobacco Settlement. As of June 30, 2013, the
County has received approximately $1.471 billion in TSRs and
accrued interest, with approximately $1.379 billion of the
collected proceeds disbursed, and $92.7 million remaining in
reserves and available for future appropriations. While DHS has
identified programmatic uses for projected ongoing TSRs, it
continues to develop plans to use the funds currently in reserve,
primarily for one-time uses that will help improve the operational
efficiency of the health system.

BUDGET TABLES

The 2014-15 Recommended Budget is supported by $4.382
billion in property taxes, $4.236 billion in Federal funding,
$5.402 billion in State funding, $0.053 billion in cancelled
obligated fund balance, $1.202 billion in Fund Balance and
$4.996 billion from other funding sources.

The tables on the following pages provide historical detail on
General County budget appropriations, along with a summary
and comparison of the 2013-14 Final Adopted Budget with the
2014-15 Recommended Budget.



County of Los Angeles: General County Budget

Historical Appropriations by Fund

(in thousands)

Final Final Final Final Recommended
Fund 2010-11 2011-12 2012-13 2013-14 2014-15

General Fund $ 16,380,905 $ 16,229,826 $ 16,750,817 ¢ 17,206,258 $ 17,214,652
Hospital Enterprise Fund 2,127,184 2,268,712 2,592,117 2,803,170 3,055,965
Total General County Budget $ 18,508,089 $ 18,498,538 $ 19,342934 ¢ 20,009,428 $ 20,270,617
County of Los Angeles: General County Budget
Historical Funding Requirements and Revenue Sources
(in thousands)

Final Final Final Final Recommended

2010-11 2011-12 2012-13 2013-14 2014-15

Requirements
Social Services $ 5707,144 $ 5539798 $ 5572820 $ 5846,911 % 6,022,132
Health 5,424,321 5,600,822 5,952,459 6,208,232 6,301,956
Justice 4,745,700 4,697,762 4,985,441 5,146,062 5,322,723
Other 2,630,924 2,660,156 2,832,214 2,808,223 2,623,806
Total $ 18,508,089 $ 18,498,538 $ 19,342,934 $ 20,009,428 $ 20,270,617
Revenue Sources
Property Taxes $ 3,676,161 $ 3,750,746 $ 3,814906 $ 4,177,683 $ 4,381,993
State Assistance 4,528,710 4,670,351 5,168,427 5,024,219 5,402,240
Federal Assistance 4,868,199 4,712,400 5,008,928 4,342,123 4,235,928
Other 5,435,019 5,365,041 5,350,673 6,465,403 6,250,456
Total $ 18,508,089 $ 18,498,538 $ 19,342,934 $ 20,009,428 $ 20,270,617

County of Los Angeles: General County Budget
Historical Summary of Funding Requirements by Budgetary

Object and Available Financing
(in thousands)

Final Final Final Final Recommended
2010-11 2011-12 2012-13 2013-14 2014-15

Financing Requirements
Salaries & Employee Benefits $ 9,00486 $ 8895017 $ 9,322969 $ 9,671,291 ¢ 10,191,861
Services & Supplies 6,530,982 6,706,121 6,869,576 7,138,148 6,903,698
Other Charges 3,503,195 3,621,050 3,734,605 3,901,664 4,008,854
Capital Assets 1,077,873 890,217 1,025,119 982,969 872,884
Other Financing Uses 704,520 640,310 615,357 619,569 317,270
Residual Equity Transfers Out - - - - -
Interbudget Transfers' (1,452,816) (1,419,532) (1,476,794) (1,417,786) (1,110,572)
Gross Appropriation $ 19,368,580 $ 19,333,183 $ 20,090,832 ¢ 20,895855 $ 21,183,995
Less: Intrafund Transfers 946,497 975,236 942,276 944,775 960,613
Net Appropriation $ 18,422,083 $ 18,357,947 $ 19,148556 ¢ 19,951,080 $ 20,223,382
Provision for Obligated Fund Balance

General Reserve $ -3 - % - % - 3 -

Assigned for Rainy Day Funds - - 10,000 35,033

Committed Fund Balance 86,006 140,591 184,378 23,315 47,235
Total Financing Requirements $ 18,508,089 $ 18,498,538 $ 19,342,934 $ 20,009,428 $ 20,270,617
Available Financing
Fund Balance $ 1,628,644 $ 1,601,571 $ 1,565,502 $ 1,497,581 ¢ 1,202,184
Cancel Provision for Obligated Fund Balance 409,097 271,027 208,484 239,852 52,644
Property Taxes: Regular Roll 3,654,517 3,709,801 3,778,085 4,123,069 4,310,800

Supplemental Roll 21,644 40,945 36,821 54,614 71,193

Revenue 12,794,187 12,875,194 13,754,042 14,094,312 14,633,796
Total Available Financing $ 18,508,089 $ 18,498,538 $ 19,342,934 $ 20,009,428 $ 20,270,617

This amount includes certain non-program expenditures and revenues that are included in the budget for accounting
purposes. Failure to exclude such amounts, totaling $1.1 billion in 2014-15, from the above table would give the
impression that there are more resources than are actually available and artificially inflate General County

Source: Chief Executive Office
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COUNTY OF LOS ANGELES
GENERAL COUNTY BUDGET

COMPARISON OF FINAL ADOPTED 2013-14 TO RECOMMENDED BUDGET 2014-15

Net Appropriation: By Function
(In