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1. Purpose and Findings of the Study

The purpose of the Comprehensive Fiscal Analysis (CFA) is to assess the
fiscal impact of an incorporation of a new “Valley City” in the San Fernando
Valley region of the City of Los Angeles (i.e. a "special reorganization" within
the City). This document addresses the requirements of a comprehensive
fiscal analysis as defined in the Government Code and provides analysis of
factors that must be considered by LAFCO in making its determination
whether to approve the San Fernando Valley proposal for submission to the
electors.

The Government Code requires that as part of the review of any proposal
which includes a proposal for incorporation, the LAFCO executive officer
must prepare a report including a comprehensive fiscal analysis and a
recommendation of the proposal.l Prior to the approval of any proposal for
reorganization the commission must find that the “proposed city is expected
to receive revenues sufficient to provide public services and facilities and a
reasonable reserve during the three fiscal years following incorporation.”2

In addition, the commission cannot approve the incorporation unless:

(1) it finds that the current revenues received by the City that would
accrue to the proposed city are “substantially equal” to the current
expenditures made by the City for services that would be assumed by
the proposed city,3 or

(2) any negative fiscal impact "has been adequately mitigated by tax
sharing agreements, lump-sum payments, payments over a fixed-
period of time, or any other terms and conditions" imposed by the
commission.”

The calculation to determine whether there would be a transfer of
substantially equal revenues and expenditures from the City has been
described as a test of “revenue neutrality.”

In addition to revenue neutrality, LAFCO must also consider other factors in
the review of a proposal for incorporation. LAFCO must consider “the
present cost and adequacy of government services and controls in the area,”
as well as the “probable effect [of the special reorganization] on the costs and
adequacy of services and controls in the area and adjacent areas.”

! Section 56833.1. The text of this section has been recodified as Government Code Section
56800.

2 Section 56375.1. Text recodified as Section 56720.

3 Section 56845(b). Text recodified as Section 56815(h).

* Section 56845(c)(2). Text recodified as Section 56815(c).

® Section 56841. Text recodified as Section 56668(b).
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Background

The Cortese-Knox Local Government Reorganization Act of 1985 (former
Government Code Section 56000 et seq.)6 sets forth procedures for changes
of organization or reorganization of local governments, including a “special
reorganization” of an existing city. The Act defines a special reorganization
as “a reorganization that includes the detachment of territory from a city or
city and county and the incorporation of that entire detached territory as a
city.”7 Because the definition of a special reorganization refers to an
incorporation, it is assumed for the purposes of the comprehensive fiscal
analysis that all references to an incorporation in the Act are applicable to a
special reorganization.

To initiate a special reorganization, the Act requires that a proponent obtain
signatures from 25 percent of the voters or landowners in the area to be
incorporated. The petition is submitted as part of an "application for
proposal” that also includes a map of the boundaries and the names of three
chief petitioners. As part of the review of the application, the commission’s
executive officer prepares a comprehensive fiscal analysis report including a
recommendation on the application. The commission then holds hearings to
review the proposal. If the commission approves the proposal, a public
hearing is held to hear protests and objections. If not more than 50 percent
of the voters protest, an election is called in both the territory to be detached
from the city, and the entire territory of the city. In the event of an election,
the majority of the voters in both the proposed new city and the city as a
whole must favor the new city formation for it to take effect.

Seven-Step Process
To facilitate the review of proposals for special reorganization, LAFCO has
adopted the following Seven-Step process for conducting the required study.

1. Applicant Identifies Needs for Data Collection — Applicant submits to
LAFCO what it believes should be requested, analyzed and reviewed in
terms of data from the City of Los Angeles.

2. LAFCO Prepares a Request for Information — LAFCO determines what
it needs from City of Los Angeles in terms of data and how it is to be
presented and prepares a request for information.

3. Data Collection — City of Los Angeles responds to LAFCO'’s request for
information and provides comprehensive data.

4. Review, Analysis of Data — LAFCO reviews, analyzes, and packages
information submitted by the City of Los Angeles. Guidelines are
established for Applicant, City to prepare a response and a proposal.

5. Applicant Reorganization Proposal — Applicant submits proposal for
Special Reorganization.

6. Response to Applicant Proposal — City of Los Angeles responds to
Applicant’s proposal.

7. Final Plan — Comprehensive Fiscal Analysis — LAFCO prepares final
plan based on all information gathered including proposals from Applicant
and the City of Los Angeles. Feasibility determined.

® The Cortese-Knox Act was recently amended and is now known as the Cortese-Knox-
Hertzberg Local Government Reorganization Act of 2000 (the “Hertzberg Act”). The Hertzberg
Act, which became effective January 1, 2001, is not applicable to the special reorganization
process for the San Fernando Valley proposal because the application was filed prior to the
effective date.

" California Government Code, Section 56075.5.
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In addition to the steps described above, LAFCO has further required that the
applicant for special reorganization develop a “vision statement” for its
proposed city that, among other things, describes the governance and
management structure for the proposed new city, the organization of all city
departments of the proposed new city, and the existing City of Los Angeles
services the applicant intends to provide. The purpose of the vision
statement was to better identify the goals of the applicant in order to facilitate
the LAFCO data request from the City.

LAFCO has also caused the preparation of an initial fiscal analysis as part of
step 4 of the Seven-Step process. This initial fiscal analysis was intended to
provide information needed by the applicant to prepare its final proposal.

The key documents prepared by LAFCO, or submitted by the applicant and
the City of Los Angeles, as part of the LAFCO special reorganization process
are summarized in the table below.

SUMMARY OF DOCUMENTS PREPARED FOR SPECIAL
REORGANIZATION PROCESS

Document Responsible Party Date(s)

Voter Petition Applicant December 9, 1998

Application to Initiate Proceedings Applicant April 14, 1999

Applicant's Identification of Data Applicant June 1, 1999
Needs

Vision Statement Applicant May 1, 2000

Request for Information from City LAFCO May 23, 2000

Request for Information from City LAFCO June 20, 2000
(revised)

Request for Information from City LAFCO January 23, 2001
(revenue items)

City response to data requests City June 20, 2000

through March 29,
2001

Initial Fiscal Analysis LAFCO March 28, 2001

Final Proposal (Applicant's Applicant May 14, 2001
"Reorganization Plan")

City Response to Proposal City June 13, 2001

Draft Comprehensive Fiscal LAFCO October 4, 2001
Analysis

Final Comprehensive Fiscal LAFCO January 9, 2002
Analysis
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Special Reorganization Terms and Conditions

The CFA is a component of a larger special reorganization process, which, in
addition to the steps already completed, will involve: (1) the preparation of a
report by the LAFCO executive officer that includes his recommendations on
the application, (2) LAFCO public hearings to review the proposal for special
reorganization, and (3) a final determination by LAFCO to approve or not
approve the proposal.

A determination by LAFCO to approve the proposal for special reorganization
may be subject to various "terms and conditions," which may address issues
including the transfer of assets from the City and the form of mitigation for
any fiscal imbalance caused by the special reorganization. Although it is
expected that the CFA will assist LAFCO in drafting its terms and conditions,
the CFA does not create or impose any terms and conditions for the
proposed special reorganization. The CFA is intended primarily to assist the
LAFCO executive officer in making his recommendations to the commission.
The CFA has made findings regarding the fiscal impact of the proposed
special reorganization based upon a set of reasonable assumptions, which
were developed in consideration of, among other things, the manner the City
currently provides services to the Valley, the municipal revenues generated in
the area, the legal framework guiding special reorganizations, and the
incorporation of other California cities.

| 4 San Fernando Valley Proposal for Special Reorganization ~ Comprehensive Fiscal Analysis



Findings of the Draft Comprehensive Fiscal Analysis
Based on the assumptions used in this report regarding the method of
providing service to the Valley City and the amount of revenue that would
accrue to the new city, the CFA has found that:

= A new Valley City could be financially viable during its first three years
of incorporation.

= A special reorganization of the San Fernando Valley and of the City
of Los Angeles would not be "revenue neutral."

= The City would lose $65.8 million more in revenue than expenditures,
and this imbalance must be mitigated through some means such as
a payment from the Valley City to the City of Los Angeles.

Key Assumptions Used in Report
The findings in the CFA are based on the following key assumptions
regarding the provision of services and payment by the new Valley City.

(1) The City of Los Angeles will furnish virtually all municipal services in
the San Fernando Valley on behalf of the new city, pursuant to a
transition period of limited duration imposed by LAFCO and/or a
"purchase of service" agreement negotiated by the cities.?

(2) The new city will reimburse the City of Los Angeles for all direct and
indirect costs of providing service.

(3) The City of Los Angeles will continue to collect a substantial amount
of revenue on behalf of the new city, and will retain the revenue as
payment for service and a mitigation payment.

(4) The new city will employ staff sufficient to perform primarily
administrative functions.

Although it is assumed in the CFA that the new city would need to rely on the
City of Los Angeles for virtually all services during an initial three and one half
year period, it is expected that the new city and City of Los Angeles would
attempt to negotiate a transfer of service responsibilities to the new city,
which could involve the transfer of employees and City-owned assets, upon
the incorporation of the new city.

The methodology used to estimate the cost of service provided by the City is
included in "Appendix Il: Cost of Purchased Services." The staffing plan for

8 During the "transition period" the City of Los Angeles will be required to continue to furnish
municipal services to a new Valley City. The applicant has requested a transition period of up
to three years. The City of Los Angeles has requested that the transition period be no more
than one year. LAFCO will ultimately determine the length of the transition period and the terms
for the provision of services. For purposes of this analysis, it is assumed that if the length of the
transition period is less than three years, for the balance of the first three years of incorporation
not covered by the transition period, the City of Los Angeles will provide municipal services to
the new Valley City pursuant to a negotiated contract. It is assumed that the services provided
and the cost of those services will be the same during the transition period and under contract,
although the cities may ultimately negotiate for the provision of different services or levels of
service and different payment terms or for the transfer of some or all service responsibilities to
the new Valley City.
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the new city is provided in section "Financial Viability of New City - Valley City

Costs - Valley City Personnel Costs."

Data Sources

Most of the data used in this analysis have been provided by the City of Los
Angeles, as part of the data collection process described in the LAFCO

Seven-Step process. The City has provided LAFCO information regarding,
among other things, its various municipal services, budgeted expenditures,
staffing, organization of personnel, service territories, asset inventories, and

revenues.

The primary sources of data and the application of the data in this analysis

are summarized in the table below.

PRIMARY DATA SOURCES USED IN
COMPREHENSIVE FISCAL ANALYSIS

Data Source
Adopted Budget (including supplements),
Fiscal Year 2000-01

Department Organization Charts, Fiscal
Year 2000-01, Fiscal Year 1999-00

Position Descriptions

Maps of Service Territory

Interviews with City department managers

Census 2000

Geographic Revenue Analysis for Fiscal
Year 1998-99

County of Los Angeles Property Tax
Assessments, Fiscal Year 1999-00

County of Los Angeles Urban Research
Division Sales Tax Revenue Analysis for
Fiscal Year 1998-99

Application
Base year City expenditures, departmental
staffing

Allocation of workload by division, geographic
location of personnel

Allocation of workload by position, geographic
location of personnel

Distribution of departmental workload,
geographic location of facilities

Services provided by department, allocation of
workload, unique circumstances facing the
department, barriers to the division of assets
and services

Relative population of Valley special
reorganization area
Geographic source of City revenues

Geographic source of City property taxes

Geographic source of City sales taxes

Financial Viability of the Valley City

To determine whether a Valley City could be financially viable, the revenues
and expenditures for the new city have been projected for its first three and
one half years of incorporation. The financial projections for the new Valley
City are based on the cost of services to be provided by the City of Los
Angeles, staffing and other costs for the new city, and the amount of
municipal revenues to be received from residents and businesses in the
Valley City. Based on these projections, it is estimated that a Valley City
could achieve positive fund balances for the first three years after
incorporation and maintain a reasonable level of reserves.

|6

San Fernando Valley Proposal for Special Reorganization ~ Comprehensive Fiscal Analysis



Valley City Expenditures and Revenue

The combined budget for the Valley City is estimated at $1,070.7 million
(based on the City's fiscal year 2000-01 budget), and is comprised of a
payment to the City of Los Angeles for services provided in the San Fernando
Valley, a "mitigation payment,” reimbursement to the City for one-time costs,
and costs for a minimal level of personnel and overhead for the new city.
Revenues for the new city are estimated at $1,077.5 million.

The assumed mitigation payment is based on a comparison of current City
expenditures and revenues, which has found that the Valley contributes $65.8
million more to the City of Los Angeles than the value of services it receives.
This amount excludes payments made by Valley water and power ratepayers,
which currently contribute an estimated $51.6 million to the City's General
Fund.

The Valley City would be required to pay the City of Los Angeles essentially
all of its revenues for purchased services and the mitigation payment;
however, the new city would receive an estimated $10.8 million in additional
state motor vehicles license fee revenue that would not be shared with the
City. This boost in vehicle license fee revenue would allow the new city to
fund a minimal level of staffing and pay additional costs for elections,
redistricting, and City contract administration.

Additional Costs for Valley City

Because the Valley City would require additional staffing, equipment, and
office space that cannot be provided by the City, its expenditures would
increase in comparison to the current amount spent by the City of Los
Angeles in the Valley. In addition, the City of Los Angeles may incur costs for
redistricting and City Council elections that would result solely because of the
Valley special reorganization. It is assumed that the Valley City would
reimburse the City for these additional costs.

Valley City Projected Budget

The projected Valley City budget for fiscal year 2002-03 through 2005-06 is
shown on the table below, unadjusted for inflation. The projection shows that
revenues would exceed expenditures by $6.8 million annually (beginning in
fiscal year 2003-04), and result in the accumulation of a $21.4 million balance
by the end of fiscal year 2005-06.

San Fernando Valley Proposal for Special Reorganization ~ Comprehensive Fiscal Analysis ‘ 7



VALLEY CITY PROJECTED BUDGET
FISCAL YEAR 2002-03 THROUGH 2005-06
(Unadjusted for Inflation)

2002-03* 2003-04 2004-05 2005-06

Revenue:

General Fund $ 456,641,544 $913,283,089 $ 913,283,089 $ 913,283,089
Special Purpose Funds 82,110,001 164,220,003 164,220,003 164,220,003
Total Revenue: 538,751,546 1,077,503,092 1,077,503,092 1,077,503,092
Expenditures:

Valley City Personnel $ 1,690,307 $ 3,674,040 $ 3,674,040 $ 3,674,040
Valley City Non-Departmental Costs 706,324 919,083 919,083 919,083
City of Los Angeles Purchased Services 499,188,297 998,376,594 998,376,594 998,376,594
City of Los Angeles Administrative Costs 1,994,874 1,994,874 1,994,874 1,994,874
City of Los Angeles Redistricting Costs 1,000,000 - - -
City of Los Angeles Election Costs 200,000 - - -
Mitigation Payment 32,886,749 65,773,497 65,773,497 65,773,497
Total Expenditures 537,668,429 1,070,739,968 1,070,739,968 1,070,739,968
Revenue Less Expenditures $ 1,083,116 $ 6,763,124 $ 6,763,124 $ 6,763,124
Available Balance $ 1,083,116 $ 7,846,240 $ 14,609,364 $ 21,372,488

* December 16, 2002 effective date for new city.

In the projected budget, it has been assumed that the effective date of the

Valley City incorporation would be December 16, 2002, in accordance with
the applicant's Final Proposal. The revenues and expenditures for the new
city are therefore prorated during fiscal year 2002-03.

Revenue Neutrality

Based on the assumptions used in this analysis, it is estimated that the
current City of Los Angeles expenditures that would accrue to a Valley City
would not be “substantially equal” to the current City revenue that would
accrue to the Valley City. As shown on the table below, this determination is
made upon a comparison of the municipal revenues, budgeted by the City in
fiscal year 2000-01, that would accrue to the Valley City, to the City's
budgeted municipal expenditures in fiscal year 2000-01 for services that
would be paid for by the Valley City through contracted service from the City
of Los Angeles.

ESTIMATED CURRENT EXPENDITURES AND
REVENUES ACCRUED BY VALLEY CITY

FY 2000-01
Estimate
Current Revenue $ 1,064,150,092
Current Expenditures (998,376,594)
Difference $ 65,773,497
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Detailed computations of the estimated amount of current expenditures and
current revenues are provided in "Appendix Il: Allocation of FY00-01 Budget"
of this report.

The estimated amount of municipal revenue that would accrue to a Valley
City is based in part on an analysis of the geographic source of revenue
undertaken by the City of Los Angeles in February 2001. The City's analysis
provides estimates of the proportion of many of the City's differing General
Fund and special purpose revenues that can be attributed to the San
Fernando Valley. In its analysis, the City did not review all revenues, as
estimates were not provided for 26.5% of the City’s various revenue sources.
Therefore, as part of this CFA, for those revenues not analyzed by the City an
estimate of the proportion of City revenue generated by the Valley has been
developed. Both the City's estimates and the percentage estimates
developed in this report were applied to each of the City’s budgeted receipts
for fiscal year 2000-01. A detailed discussion of the percentage estimates is
given in section “Financial Viability of New City - Valley City Revenue.”

Revenues Retained by City of Los Angeles

An important distinction must be made between the amount of municipal
revenue currently contributed to the City of Los Angeles by San Fernando
Valley residents and businesses and the amount of municipal revenue that
would actually accrue to the Valley City as a result of a special reorganization.
Not all City revenues generated in the Valley would necessarily accrue to the
Valley City. Two significant City General Fund revenue sources are the
annual transfers from the City’s power revenue fund and water revenue fund.
For fiscal year 2000-01, the City budgeted $138.2 million of revenue from
these funds. Because it has been assumed in this analysis that the Valley
City would not obtain an equity share of the Department of Water and Power
immediately upon incorporation, the Valley City may not benefit from the
allowable revenue fund transfers for General Fund purposes. If the water
and power user rates set for residents and businesses in the Valley do not
change upon a special reorganization (i.e., the Valley rate schedule is the
same as the rest of the City), the City’s Department of Water and Power
could continue to generate a surplus that could be paid into the City's General
Fund.

Mitigation Payment

Given the estimated revenue that would transfer from the City is $65.8 million
greater than the estimated expenditures, the Valley special reorganization
would not result in a “substantially equal” accrual of revenue and
expenditures to the proposed Valley City. Therefore, some form of mitigation
to the City of Los Angeles would be required. This report assumes that the
mitigation would take the form of annual fixed payments.

Impact on Adequacy of Service

As part of the proposed Valley special reorganization, the commission must
consider the effect on the costs and adequacy of service in both the Valley
and remaining City of Los Angeles. Even if it is assumed that the City would
continue to provide service on behalf of the new city, many services could be
impacted in the event the Valley becomes a new city. Two potential service
impacts are: (1) the Valley could experience a reduction in the
responsiveness to its residents, and (2) over the long-term, service may be

|9

San Fernando Valley Proposal for Special Reorganization ~ Comprehensive Fiscal Analysis



reduced in one of the territories due to a reallocation of county and state
funding.

Reduction in Responsiveness to Valley

If the new city were to contract with the City of Los Angeles, at least initially,
for virtually all municipal services, the City would provide a predetermined
level of service as dictated by a service agreement. In the event the new city
requires changes to the way services are deployed or prioritized, the new city
may have limited ability to unilaterally change the service levels and priorities
set forth in the service agreement.

Decreased County and State Funding in Remaining City

Certain “special purpose” revenues received by the City are allocated to cities
within the county or state based on population. The expenditure of these
funds, however, is not currently distributed evenly throughout the City. For
example, the City is currently allocated Proposition A “local return” county
sales tax revenue based on population in the City. The Proposition A sales
tax pays for “DASH” service throughout the City, with a concentration of
service in the Civic Center. Upon incorporation, the Valley City would be
allocated approximately 36.62% of the Proposition A tax that would have
otherwise been paid to the City (an amount proportional to the population in
the Valley special reorganization area), whereas currently only 2 of 27 routes,
or 7% of the City’'s DASH service is provided in the Valley. A special
reorganization could result in a relative loss of transit revenue to the City, and
the City’s remaining DASH transit services may need to be reduced, unless
the Valley agrees to subsidize this service as part of a purchase of service
agreement, or funding from another source (e.g. a mitigation payment) is
used to supplement the City's DASH expenditures.

A reallocation of funds would also occur for state gas tax revenue, which was
budgeted at $98.3 million in fiscal year 2000-01. Although 44% of the City's
street miles are in the Valley, street services are provided based on a number
of factors, including the age of the street. To the extent services are not
provided in proportion to population, a reduction in service could be
experienced by the City or proposed Valley City.
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2. Financial Viability of New City

To assess the financial viability of a proposed Valley City, projected
expenditures for the new city have been estimated given the cost of services
provided by the City of Los Angeles, the personnel requirements for the new
city, and additional costs that would result from the special reorganization,
and compared to the amount of municipal revenues that would accrue to the
Valley City. Based on this projection of expenditures and revenues, it is
estimated that:

= A \Valley City could achieve positive fund balances for the first three
years of incorporation and maintain a reasonable level of reserves.

= The Valley City would need to accumulate its reserves, as it would
not have cash balances immediately upon its incorporation.

= In the event of an economic downturn, the Valley City would likely
experience a decrease in revenues and may not have cash reserves
to supplement any shortfalls.

= The ability of the new city to meet its obligations to the City of Los
Angeles will depend on the flexibility of the terms of its purchase of
service agreement and mitigation payment.

Budget Summary

The estimated budget for the new city is comprised primarily of a payment to
the City of Los Angeles for services provided during a "transition period" of
limited duration imposed by LAFCO and/or as part of a formal purchase of
service agreement negotiated by the cities. The projected cost of the
purchased services are based on the amount budgeted by the City of Los
Angeles in fiscal year 2000-01, and are unadjusted for inflation. The specific
services that would be provided on behalf of the Valley City and the estimated
cost of those services are described in the department-by-department
analysis in this report (see “Appendix Il: Cost of Purchased Services”).
Based on this review of City of Los Angeles services provided in the Valley, it
is estimated that the new city would reimburse the City $998.4 million in fiscal
year 2003-04 for the cost of purchased services.

The budget for the new city is also assumed to include $3.7 million in
personnel costs for its own staff and elected officials, and $0.9 million in "non-
departmental” costs for equipment and office space. In addition, the new city
is assumed to reimburse the City of Los Angeles $65.8 million annually as a
mitigation payment, and a one-time $1.2 million charge for redistricting and
election costs resulting from the special reorganization.

Revenues for the new city are estimated at $1,077.5 million for fiscal year
2003-04 (unadjusted for inflation), of which $520.8 million are assumed
collected by the City of Los Angeles on behalf of the new city, and $556.7
million would be received directly from the state or County of Los Angeles.
The new city is expected to receive an additional $10.8 million in Motor
vehicle license fee revenue, which is over and above what is currently paid to
the City of Los Angeles, and would provide the new city funding for
discretionary purposes.
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The table below shows the projected budget of the new city for fiscal years

2002-03 through 2005-06. It is assumed in the projected budget that the new
city would be incorporated on December 16, 2002 (the effective date), and
that the City of Los Angeles would continue to provide all services for the
balance of the fiscal year. During the first fiscal year, the City would also

collect and retain all revenues (other than certain state revenues that would

be paid directly to the new city upon its effective date) for payment of services

and mitigation.9

Revenues for the new city are projected to exceed expenditures by $1.1

million in fiscal year 2002-03, increasing to $6.8 million in the following three

years, resulting in a cumulative fund balance of $21.4 million at the end of

fiscal year 2005-06.

VALLEY CITY PROJECTED BUDGET

FISCAL YEAR 2002-03 THROUGH 2005-06
(Unadjusted for Inflation)

2002-03* 2003-04 2004-05 2005-06

Revenue:

General Fund $ 456,641,544  $913,283,089 $913,283,089 $ 913,283,089

Special Purpose Funds 82,110,001 164,220,003 164,220,003 164,220,003
Total Revenue: 538,751,546  1,077,503,092 1,077,503,092 1,077,503,092
Expenditures:

Valley City Personnel $ 1,690,307 $ 3,674,040 $ 3,674,040 $ 3,674,040

Valley City Non-Departmental Costs 706,324 919,083 919,083 919,083

City of Los Angeles Services 499,188,297 998,376,594 998,376,594 998,376,594

City of Los Angeles Administrative Costs 1,994,874 1,994,874 1,994,874 1,994,874

City of Los Angeles Redistricting Costs 1,000,000 - - -

City of Los Angeles Election Costs 200,000 - - -

Mitigation Payment 32,886,749 65,773,497 65,773,497 65,773,497
Total Expenditures 537,668,429  1,070,739,968  1,070,739,968 1,070,739,968
Revenue Less Expenditures $ 1083116 $ 6,763,124 $ 6,763,124 $ 6,763,124
Available Balance:

General Fund (193,384) 4,016,740 8,226,864 12,436,988

Special Purpose Funds ** 1,276,500 3,829,500 6,382,500 8,935,500
Total Available Balance $ 1,083,116 $ 7,846,240 $ 14,609,364 $ 21,372,488
Staffing:

Valley City Staff 19 19 19 19

City of Los Angeles Allocated Staff - 9,246 9,246 9,246

* December 16, 2002 effective date for new city.
** Attributable entirely to Special Gas Tax Street Improvement Fund.

Valley City Costs

The estimated costs for the Valley City during its first three years of

incorporation are discussed in this section. The largest cost item for the new

° The City revenues and expenditures that would accrue to the Valley City and prorated by 50%
during fiscal year 2002-03, given the new city would be incorporated for only 6 of 12 months.
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city would be the payment to the City of Los Angeles for services provided on
behalf of the new city. The new city would also incur costs for its own staff
and "non-departmental” costs. In addition, the Valley City is assumed to pay
other costs incurred by City, which are described in section "Fiscal Impact on
City of Los Angeles - Additional City of Los Angeles Costs."

City of Los Angeles Purchased Service

It is assumed in this analysis that the Valley City would initially rely on the City
of Los Angeles for the provision of virtually all municipal services currently
provided by the City in the San Fernando Valley. The City would provide
services during a "transition period" of up to three years, or under contract
with the new city. During this period, however, it is also expected that the
new city and City of Los Angeles may attempt to negotiate a transfer of
service responsibilities to the new city, which could involve the transfer of
employees and City-owned assets.

The assumption that the City would, at least initially, provide services on
behalf of the new city is a likely alternative given the following issues:

= A period of transition will be necessary to transfer service
responsibility to the new city, given the scale and complexities
involved.

= The Valley applicant has not yet developed a detailed plan or
timetable for a transfer of service responsibilities.

= The Valley applicant and the City have not yet identified or agreed
upon the terms of a transfer of service.

Further discussion of these issues, including a detailed analysis of the
applicant's Final Proposal, is provided in "Appendix I: Analysis of Final
Proposal and City Response."

Costs of Purchased Services

The City's estimated costs of providing transition period or contracted service
to the Valley have been developed in "Appendix II: Costs of Purchased
Services." The costs are estimated using a methodology that attempts to
identify the proportion of City staff that work for the benefit of the Valley,
either through their physical location, or their assigned service territory.

The table below provides a summary of the estimated costs of the municipal
services that the City would provide during a transition period, or through
contract. The total cost for City services would be $998.4 million, based on
the City's fiscal year 2000-01 budget. For illustrative purposes, the cost items
are divided into "direct costs," or those costs that are attributable to City
services provided directly for the benefit of Valley residents, and indirect
costs, relating to administrative support and other overhead functions.
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COST OF SERVICES PURCHASED
FROM CITY OF LOS ANGELES

City of
Los Angeles $
2000-01 Valley

Description Budget Allocation

Police $ 835,934,537 $ 230,257,234
Fire 345,100,464 110,133,180
Public Works 395,663,477 97,222,125
Transportation 221,405,785 62,605,724
Recreation and Parks 94,273,330 25,081,649
Building & Safety 53,954,493 20,438,805
Library 50,574,878 14,810,556
Community Development/Housing 43,260,311 11,777,863
Other City Departments 53,856,936 15,837,234
Other Direct Costs 387,869,894 75,771,055
Total Direct Costs $2,481,894,105 $ 663,935,425
Employee Benefits 470,491,534 130,502,618
Debt Service and Other Liabilities 232,203,608 60,261,514
General Services 167,271,236 40,343,063
Information Technology Agency 100,565,396 27,031,169
City Attorney 70,151,148 18,981,576
Personnel Department 41,615,421 11,566,139
Water and Electricity 31,121,871 8,365,559
Other City Departments 119,935,936 37,389,533
Total Indirect Costs $1,233,356,150 $ 334,441,170
Total $ 998,376,594

The estimated administration cost to provide service to the Valley is
discussed in section " Fiscal Impact on City of Los Angeles - Additional City
of Los Angeles Costs."

Potential Contractual Terms of the Agreement

Based on the review of contract terms used by the County and others, and
the requirements relating to contractually provided service set forth in the
Government Code, it is assumed that, in order to make the findings of the
CFA, the following contractual terms would be part of the purchase of service
agreement:

= The service levels and resulting direct and indirect costs of the
purchased services are based on the methodology used in the CFA.

= The City would be reimbursed for all indirect costs of providing
service including coordinating with unions, and billing and tracking.

= Notice for renewal or amendment of the contract would be required
one year in advance of the contract termination date.
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= The City would collect Valley revenues on behalf of the new city and
would retain all amounts for payment of purchased services and the
mitigation payment.

= The Valley City would pay the City of Los Angeles monthly all
amounts not recovered by the revenues collected on behalf of the
new city.

= The service levels identified in the agreement could be modified with
the consent of both cities for just cause, such as a significant
decrease in revenues, or an inability to provide staffing necessary to
meet the required service levels.

Under these terms, the agreement would provide for the uninterrupted
continuation of service in both territories, would address the service level
concerns of the applicant, and would ensure the City is fully reimbursed for
the cost of providing the service.

Valley City Personnel Costs

The CFA assumes the new Valley City would, upon incorporation, include an
elected City Council and Mayor, as well as a core administrative staff to carry
out several essential municipal duties. This section presents the estimated
minimum staffing requirements for the new Valley City, intended to satisfy two
requirements:

(1) A new Valley City's initial staffing must be sufficient to perform certain
functions of general law cities that are mandated by state law; and

(2) Valley staffing should be sufficient to ensure that all currently
foreseeable day-to-day municipal functions are being carried out.

It is important to note that the staffing estimate presented in this section is
considered a minimum level, and has been developed to assess whether the
legally mandated functions for the new city could be carried out. In the event
the Valley City is incorporated, its city council will have the authority to
determine the new city's staffing plan, and could set its staffing level well
beyond the minimum level estimated in this report, so long as funding is
available.

Data Sources and Methodology

The primary data sources utilized to develop the Valley City’s initial staffing
plan were budget documents from the most recent fiscal years of numerous
California cities. The budget documents used most extensively were those of
California cities that have incorporated since 1997. These budgets provided
benchmarks for assessing the staffing and various other costs that face
newly incorporated cities. While the proposed Valley special reorganization is
different from previous city incorporations in several important ways (e.g., the
large size of the proposed Valley City, it includes a detachment from another
city), the budgets of recently incorporated cities are useful guides in
developing an initial Valley City budget for at least two reasons. First, a newly
incorporated Valley City would have several things in common with other
newly incorporated cities. A new Valley City would (at least initially) have very
limited revenues, be staffed at a minimum level, and be reliant on an outside
agency(s) for the delivery of essential services. Second, the actual staffing
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and expenditures of recently incorporated cities provide benchmarks of what
constitutes truly core staffing needs, as well as of the kind and level of
departmental and non-departmental expenditures that newly incorporated
cities are likely to encounter.

Valley City Minimal Staffing Plan
It is envisioned that the following officers and functions would comprise the
initial staffing of a new Valley City:

= City Council

= Mayor

= City Manager

= City Attorney

= City Clerk

= City Controller/Finance Director
= Planning Director

=  Public Works Director

Each position listed above would include support staff. A detailed breakdown
of the staffing and related cost for each function appears in "Appendix IV:
Valley City Budget Detail." As shown in the table below, for the Valley City's
first four years, it is envisioned that the city’s administrative staff would
consist of 19 full time employees.

VALLEY CITY STAFFING PLAN
FISCAL YEAR 2002-03 THROUGH 2005-06

Department 2002-03 2003-04 2004-05 2005-06
City Council 2.0 2.0 2.0 2.0
City Manager 4.0 4.0 4.0 4.0
City Clerk 25 25 25 25
City Attorney 15 15 15 15
City Controller 3.0 3.0 3.0 3.0
Planning 3.0 3.0 3.0 3.0
Public Works 3.0 3.0 3.0 3.0
Total Staffing 19.0 19.0 19.0 19.0

As envisioned in the CFA, the City of Los Angeles would continue providing
most services to the Valley for at least three years, including animal control,
public works, law enforcement and many others, as well as certain general
government and planning functions. The new Valley City would have its own
city council and mayor, and it would assume a limited range of general
government and planning responsibilities.

The proposed initial staffing of the new Valley City is also designed to provide
the Valley with a core staff able to both administer essential municipal
functions and ensure that services are being provided consistent with all
service agreements. Among the administrative staff deemed particularly
important for carrying out the Valley City’s essential municipal functions would
be a City Attorney, who would oversee all legal matters; a City Controller, who
would oversee all financial and accounting functions; and a City Clerk, who
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would perform a variety of mandated administrative functions and ensure that
the Valley adheres to various procedural requirements.

The other positions included in the proposed initial staffing plan — City
Manager, Public Works Director, Planning Director — would have primary
responsibility for ensuring that the Valley receives the municipal services from
the City of Los Angeles as specified in the various service provision
agreements. Carrying out this responsibility would entail these staff positions
acting to both address the concerns of Valley residents and as liaisons
between the Valley and City of Los Angeles.

Among all positions in the proposed initial staffing plan for the Valley, the
somewhat unique nature of the planning function requires special
consideration. Because the planning function concerns fundamental issues
of land use and development, the Valley will need to exert a relatively higher
level of policy oversight in this area at the outset than in other functional
areas, even though the Valley would (at least initially) continue using the
City’s General plan, zoning and building codes. This will require both
relatively more administrative resources, and it will require that procedural
mechanisms exist to ensure that Valley administrative staff and/or
policymakers (i.e., the city council) are able to make key policy decisions
related to land use policies and specific development projects within the
boundaries of the Valley City. It will therefore be critical that such procedural
mechanisms be negotiated as part of any planning-related service provision
agreement between the City and Valley.

City Council and Mayor

The new Valley City would have 15 councilmembers — 14 elected by district,
as well as a mayor elected at-large who would also serve as a
councilmember. The salary level specified in California law for
councilmembers of general law cities with populations of 250,000 or greater
is $12,000."° However, citizens of the San Fernando Valley could at any
municipal election vote to provide higher or lower salaries for Valley
councilmembers. Councilmembers themselves could also adjust their
salaries by ordinance, although state law limits such increases to 5%
annually.ll The Valley applicant has stated that its elected officials would
have a budgeted salary of $75,000 per year for councilmembers, and
$100,000 for the mayor, although this proposed compensation would be
subject to approval by the voters.™ Itis assumed for the purposes of the
CFA that Valley City councilmembers and mayor would be paid $75,000 and
$100,000 per year respectively.

It is also assumed that the city council and mayor would require minimal
staffing during the new City’s first three years, which would include a single
legislative analyst position and a secretary. The salary for the secretary
position is assumed to be the midpoint of the range of salary levels for a
Secretary (Code # 1116) at the City of Los Angeles as of fiscal year 2000-01;
for the legislative analyst, the midpoint of the range of salary levels for a

10 Government Code Section 36516(a)(6)

™ Government Code Section 36516(c)

12 Valley Study Foundation, "Comments on LAFCO Draft Comprehensive Fiscal Analysis."
December 6, 2001. p. 5.
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Legislative Analyst Il position in the City is used (see Appendix IV for a
complete list of position salaries).

City Manager

The City Manager’s Office would oversee all City operations. It is envisioned
that this role would include responsibility for coordinating and administering
the services being provided to the Valley. Given the CFA’s assumption that
the new Valley City would be receiving all services from the City of Los
Angeles through the transition period or on a contract basis, the City
Manager’s Office is likely to require relatively more initial staffing than other
departments (other than Planning). Thus in addition to a City Manager, the
department would also include two Assistant City Managers and a secretary.
The salaries for the positions are estimated using the salaries of similar
positions in the City of Los Angeles as of fiscal year 2000-01, with the
exception of the Administrative Intern position, whose salary is estimated
from analysis of intern salary levels at various municipalities. The estimate of
City Council expenses is based on analysis of actual City Manager’s Office
budgets for recently incorporated California cities.

City Clerk

The City Clerk’s Office would include a City Clerk, and Executive Secretary,
and a half-time secretary. The City Clerk’s salary would initially be equal to
that of the City Clerk of the City of Los Angeles as of fiscal year 2000-01.
Estimated expenses are derived from analysis of actual City Clerk Office
expenses in recently incorporated California cities.

City Attorney

The City Attorney’s Office would consist of a City Attorney and a half-time
secretary. Estimated salaries are based on the actual salaries for similar
positions in the City of Los Angeles, and the estimates of expenses are
derived from analysis of actual City Attorney expenses in recently
incorporated California cities. The majority of City Attorney expenses are
assumed to consist of payments for outside legal counsel, whose assistance
will be particularly important in the Valley's negotiation of service agreements
with the City of Los Angeles.

City Controller

The City Controller’s Office would oversee all accounting and financial
management functions in the new Valley City. The Office would include a
City Controller, an accountant, and a secretary. The salaries for the City
Controller and accountant positions are estimated, respectively, from the
fiscal year 2000-01 City of Los Angeles salary of the City Controller, and the
midpoint of the salary range for a Senior Accountant Il position. Expenses
are estimated from analysis of actual finance department expenses in
recently incorporated cities.

Planning Department

The Planning Department would oversee city policy toward land use and
development. The Valley City will be required to assume responsibility for
land-use decision-making within its jurisdiction. The department would
consist of a Planning Director, two city planners, and a part-time secretary.
All position salaries are based on those of similar positions in the City of Los
Angeles, and department expenses are based on analysis of actual planning
department expenses in recently incorporated cities.
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Public Works

The Public Works Department would oversee city engineering activities and
the maintenance of all municipal facilities. It would consist of a Director, a
city engineer, and a part-time secretary.

Valley City Non-Departmental Costs

The non-departmental budget includes items not assignable to specific
departments and expenditures related to support services. The budget
includes three components: operations, office space rental, and capital
outlay. Estimated expenses for operations and capital outlay are derived
from analysis of actual city budgets, including those of recently incorporated
cities as well as other cities having, like the new Valley City would have,
relatively small administrative staffs.

To estimate the cost of office space rental, market rates for office space in
the Valley were obtained from research conducted by Cushman and
Wakefield. As of January 2001, market rates for office space in the Valley
were $2.02 per square foot per month. The estimate of square footage
requirements were derived from the facilities planning documents of the City
of Los Angeles, in which the City allots 230 square feet per person for office
space. Applying these figures to the projected staffing of 19 full time
equivalents, and then adding additional space that would serve as a meeting
room for the City Council and other city commissions, resulted in the estimate
of total office space costs. These costs are assumed to remain constant for
the three and one half years estimated.

Capacity for Additional Staff

The expected cost for the estimated minimum staffing level of 19 positions is
$4.6 million per year (in fiscal year 2000-01 dollars), including annual costs
for capital, office space, and office supplies. However, given the new city will
have an estimated $10.8 amount of discretionary general fund revenues
available from state motor vehicle license fees, the new city could potentially
expend all available discretionary revenue on staff. Using an average cost of
$242,000 per employee ($4.6 million/19 employees), the new city could fund
as many as 31 positions during fiscal year 2002-03, increasing to 36 in 2003-
04, from its discretionary revenue.
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VALLEY CITY ESTIMATED STAFFING CAPACITY
FISCAL YEAR 2002-03 THROUGH 2004-05
(Unadjusted for Inflation)

2002-03 2003-04 2004-05

Discretionary VLF Revenue $10,800,000  $10,800,000  $10,800,000
Less:

City of Los Angeles Administrative Costs 1,984,346 1,984,346 1,984,346

City of Los Angeles Redistricting Costs 1,000,000 - -

City of Los Angeles Election Costs 200,000
Amount Available for Valley Staffing $7,615654  $8,815654  $8,815,654
Cost Per Position $ 242,000 $ 242,000 $ 242,000
Staffing Capacity 31 36 36

In the event the new city expends more of its discretionary revenue on staff,
its ability to fund other needs, including reserves, will be limited.

Valley City Election Costs

The CFA assumes that if a special reorganization advances to the stage of
being placed before the voters of Los Angeles, the vote on this issue would
take place in November 2002. The CFA also assumes that the election for
the initial Valley City councilmembers and mayor would be held concurrently
with the vote on special reorganization. The new Valley City would be
electing 14 councilmembers by district, as well as a mayor in an at-large
election. This would create 15 councilmembers, as the mayor would also
serve on the city council.

The special reorganization election, as well as the election of the Valley City's
first city council and mayor, will generate costs that, under California law, will
be borne by the new Valley City if it is formed. It is estimated that the
magnitude of these costs will be relatively low because the envisioned
election date coincides with the regularly scheduled general election in
November 2002. This means that the required election “infrastructure” (e.g.,
polling places, ballots, precinct workers, etc.) will already be in place and the
associated costs assumed by the County of Los Angeles, leaving the new
Valley City with responsibility solely for the incremental expenses caused by
elections on the special reorganization and for the Valley's City council and
mayor. As a result, it is assumed in the CFA that the Valley's election
expenses will be negligible.

Valley City Revenue

This section discusses the methodology used to estimate the amount of
revenue that would be received by a new Valley City, and provides a
summary of the results of the analysis.

Estimated Share of Existing City Revenue

To estimate the amount of revenue that would accrue to the Valley City
(transfer from the City), all revenue items currently received by the City that
would transfer to the Valley City have been analyzed. This analysis is based
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on a report of the geographic source of revenue undertaken by the City of
Los Angeles in February 2001.° The City’s report estimated that, of the
revenue items analyzed, 33.0% of General Fund revenue and 31.0% of all
budgeted revenue were generated in the Valley.

For the purposes of this report, the City’s analysis has been reviewed, and
additional research has been performed to assess the geographic source of
certain revenues that were not analyzed by the City. Adjustments have also
been made to the City’s analysis where more recent, or more refined data are
available. Incorporating these updates and adjustments to the City's
analysis, it is estimated that 30.8%, or $902.5 million of the City’s budgeted
General Fund revenue in fiscal year 2000-01, and 26.3%, or $1,064.2 million
of all budgeted revenue would accrue to the Valley City.

ESTIMATED CURRENT REVENUE
ACCRUED TO VALLEY CITY

% $
Accrued Accrued
By By
Valley Valley

City City
General Fund revenue 30.77% $ 902,483,089
Special purpose fund revenue 14.53% 161,667,003
Total revenue 26.31% $1,064,150,092

Additional detail regarding the estimated amount of current revenue that
would accrue to the Valley City is provided in "Appendix IlI: Allocation of
FYO00-01 Budget."

An important distinction must be made between the amount of revenue
generated by Valley residents and businesses and the amount of revenue
that would actually transfer to the Valley City as a result of a special
reorganization. Not all City revenues generated in the Valley would
necessarily accrue to the Valley City. Revenue related to the City’s utilities,
such as the transfer of operating income from the City’s Department of Water
and Power (DWP), reimbursements from the DWP for service provided by
the City, and sewer franchise fees, would not accrue to the Valley City without
an equity share in the City's DWP or wastewater system. It has been
assumed that neither equity nor revenue generated from the City’'s utilities
would accrue to the Valley City.

Methodology Used to Estimate Revenue

In its revenue study, the City used a variety of methods to estimate the
geographic source of its revenues. Because many City revenue sources,
including property taxes, business taxes, and transient occupancy taxes, are
assessed to City businesses and residents based on their address, the City
was able to estimate the geographic source of revenue by grouping the
address of the payers to either the Valley or City. Other revenues, such as
state motor vehicle license fees are paid to the City based on population, and

18 City of Los Angeles, City of Los Angeles Geographic Revenue Analysis for Fiscal Year 1998-
1999, February 2001.
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the City could estimate the Valley share of these population-based revenues
according to the estimated population in the Valley.

However, in some instances, even where the address of the payer is known,
an estimate of the geographic source of revenue in not easily obtained. For
example, the amount of state sales taxes that are returned to cities is based
on the location of the taxable transaction. Although the state keeps records
of the location of transactions in the City, no records are readily available for
businesses that have retail locations in both the Valley and other parts of the
City. Other revenue, such as utility user taxes, are assessed by private firms
and submitted in total to the City. The payer addresses are held by the
private firms and not readily available to the City.

As part of this report, the methodology used by the City in preparing its
revenue analysis has been reviewed and assessed for accuracy. In general,
the City's analysis is accurate and provides a reasonable estimate of the
geographic source of revenue. However, the City did not attempt to
determine approximately 27% of revenue items paid into its General Fund,
and 32% of its “special purpose funds.” For the revenue items excluded from
the City's analysis, the estimated geographic source is provided in this
section. In addition, for certain revenues that were analyzed by the City, it
has been determined that more updated or detailed information is available,
which may provide a more accurate estimate of the geographic source of
revenue. In aggregate, the geographic source for the following revenue
sources is discussed in this report:

General Fund Revenue:
=  Property Tax
= Utility Users Tax
= Business Tax
= Sales Tax
= |nterest
=  Franchise Income
= Licenses, Permits, Fees & Fines
=  Power Revenue Transfer
= Documentary Transfer Tax
= Transfer from Reserve Fund
= Water Revenue Transfer
= Grant Receipts
= Tobacco Settlement

Special Purpose Funds:
= Sewer Construction and Maintenance Fund
= Convention Center Revenue Fund
= Los Angeles Convention and Visitor’'s Bureau Trust Fund
= Zoo Enterprise Trust Fund
= Arts and Cultural Facilities and Services Trust Fund
= Older Americans Act Fund
= City Ethics Commission Fund
= Street Lighting Maintenance Assessment Fund
= Local Public Safety Fund
= Traffic Safety Fund
=  Special Police Communications/911 System Tax Fund
= Allocations from Other Governmental Agencies and Other Sources
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For a discussion and analysis of the City's other revenues, the reader is
referred to the City's February 2001 Revenue Analysis.

General Fund Revenue

The City’s General Fund accounts for revenue where the use of funds is not
restricted to a specific purpose, and provides funding for most of the
municipal services of the City.** Upon incorporation, the Valley City is
assumed to have its own general fund to pay the costs of municipal services,
which cannot be funded by the various special revenue funds. The table
below shows the major revenue items currently paid into the City’s General
Fund, and the estimated percentage that would accrue to the Valley City.

ESTIMATED PERCENT OF GENERAL FUND REVENUE
ALLOCATED TO VALLEY CITY

City CFA
Revenue Item Estimate Allocation
Estimated in February 2001 Report
Property Tax 35.00% 36.56%
Utility Users Tax 35.68% 36.12%
Business Tax 31.00% 31.00%
Sales Tax 42.00% 45.70%
State Motor Vehicle License Fees 35.00% 35.88%
Transient Occupancy Tax 16.00% 15.68%
Municipal Court Fines 13.00% 13.00%
Parking Users Tax 8.00% 8.43%
Interest 33.00% 30.65%
Franchise Income 38.22% 24.56%
Civic Center Parking Income 0.00% 0.00%
Transfer from Telecomm. Dev. Account 43.01% 43.01%
Transit Shelter Income 33.00% 33.00%
Residential Development Fee 26.33% 26.33%
Los Angeles Mall Rental Income 0.00% 0.00%
Not Estimated in February 2001 Report
Licenses, Permits, Fees & Fines n.a. 22.91%
Power Revenue Transfer n.a. 0.00%
Documentary Transfer Tax n.a. 40.01%
Utility Users Tax — Unallocated n.a. 37.73%
Transfer from Reserve Fund n.a. 0.00%
Water Revenue Transfer n.a. 0.00%
Franchise Income — Unallocated n.a. 33.81%
Grant Receipts n.a. 26.88%
Tobacco Settlement n.a. 0.00%
Transfer of Reserve Fund Loan n.a. 0.00%
Municipal Court Fines - Unallocated n.a. 13.00%
Capital Finance Admin. Transfer n.a. 30.77%
% Total General Fund Revenue 30.77%

% The City has, through ordinance, required that certain General Fund revenue, such as a
portion of the transient occupancy tax, be allocated to specific uses.
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A discussion of the methodology used to estimate the percentage of revenue
that would accrued to the Valley City, which differs from the percent of
revenue generated in the Valley estimated by the City in its February 2001
report (other than differences due to rounding), is provided below. Further
detail on the computation of the percentages is provided in Appendix Il of
this report.

Property Tax

At the request of LAFCO, the Los Angeles County Assessor has estimated
the geographic source of property tax within the City, identifying the location
of assessments made in fiscal year 1999-00. The Assessor’s estimate is to
be used to determine the amount transferred to a newly incorporated Valley
City, in accordance with Cortese-Knox. Based on the Assessor’s analysis,
the Valley area was assessed 36.56% of the total 1% general tax levy
transferred to the City of Los Angeles, net of the allocation of tax increment
revenue to the Los Angeles Community Redevelopment Agency (CRA).15

The 1% general tax levy for fiscal year 1999-00 in the City of Los Angeles
and for parcels within the proposed boundaries of the San Fernando Valley
area of special reorganization are provided in the table below.

1% GENERAL TAX LEVY
CITY OF LOS ANGELES AND SAN FERNANDO VALLEY
FISCAL YEAR 1999-00

City of
Valley Los Angeles
Gross Tax Levy $ 191,885,242 $ 548,762,688
Allocation to CRA (1,998,160) (29,433,957)
Net Tax Levy $ 189,887,082 $519,328,731

Percent Net Tax Levy 36.56%

Source: County of Los Angeles Auditor-Controller.

The County Assessor's estimate that 36.56% of the net tax levy is attributable
to the Valley is used to estimate the allocation of property tax revenue in
fiscal year 2000-01.

Utility Users Tax

The Utility Users Tax is comprised of several taxes, including the electric
users’ tax, gas users’ tax, and telephone users’ tax. The City's revenue
analysis included an allocation of the electric and telephone tax, but did not
include an allocation of the gas users' tax. The gas users’ tax is levied on all
users of gas in the City, and is equal to, in most instances, 10% of the
amount charged. The Southern California Gas Company collects the gas tax
on behalf of the City.

For the purposes of the CFA, the County of Los Angeles Urban Research
Division (URD) and LAFCO obtained gas users' tax revenue from the Gas

15 Community Redevelopment Agency project areas receive the 1% general tax levy that would
otherwise be transferred to the City of Los Angeles, above an identified base year level of
assessments.
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Company, and geo-coded the data for fiscal year 1999-00. Based on the
geo-coding effort, it is estimated that the Valley area of special reorganization
accounted for 37.73% of the total amount of gas users' tax collected in that
year. ltis therefore assumed in this report that the amount attributable to the
Valley as part of the City's fiscal year 2000-01 budget is equal to 37.73% of
the total.

Business Tax

The business tax is a tax charged to businesses for the privilege of operating
in the City. It is a highly complex tax and has been the subject of ongoing
reform-oriented studies since 1995.

The City was able to geographically allocate 89 percent of the business tax
revenue based on taxpayer address. The City of Los Angeles found that 31
percent of business tax receipts were attributable to businesses with
addresses in the San Fernando Valley. Given that the City’s business tax
ordinance requires businesses to maintain a separate business license for
each branch, allocating the revenues based on taxpayer address is a
reasonable approach.

The City was unable to apportion the activity of out-of-town business between
the new city and the remaining City due to a lack of information. The City
therefore assumed that the revenues paid by taxpayers located outside the
City limits should be geographically allocated in the same proportions as
taxpayers located inside the current City limits.

Sales Tax

The City’s February 2001 revenue study utilized a 1998 study prepared by the
State Board of Equalization (BOE) to estimate the share of 1996 City sales
tax revenue generated in the San Fernando Valley. The BOE study
estimated 41.9% of the City's calendar year 1996 sales tax revenue was
generated in the Valley. The City also stated in its revenue study that, based
on an internal City database of sales tax accounts, 45% of sales tax revenue
for fiscal year 1998-99 was identified to be generated in the Valley. Because
of the differing estimates of sales tax revenue from the Valley, the URD was
asked, as part of this fiscal analysis, to prepare an independent estimate of
the amount of fiscal year 1998-99 sales tax revenue generated in the Valley.

The URD obtained a master registration file from the BOE that listed all sales
tax accounts and branch locations in the City. The BOE file contains sales
tax revenue for 1998-99 for each account, but not by branch for multiple
branch accounts. The URD geo-coded the BOE file for single branch
accounts and sampled the revenue for multiple branch accounts based on
the number of days the branches were open. The URD’s preliminary analysis
resulted in an estimate of $121 million, or $45.7% of the City's sales tax
revenue generated from the San Fernando Valley area of special
reorganization.

It must be noted that the URD geo-coding effort did not result in a 100%
match of accounts to geographic area, as $9.1 million of the $277.8 million in
fiscal year 1998-99 sales tax revenue attributable to BOE accounts was either
outside the City or not determinable. In addition, $1.9 million of sales tax
revenue was located in an area that is within both the San Fernando Valley
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and proposed Hollywood area of special reorganization. The following table
summarizes the URD preliminary analysis of City sales tax revenue.

SALES TAX REVENUE
CITY OF LOS ANGELES AND SAN FERNANDO VALLEY
FISCAL YEAR 1998-99

$ %
Geographic Geographic
Source of Sales Source of Sales

Area Tax Revenue Tax Revenue
San Fernando Valley $ 120,991,295 45.0%
Hollywood/San Fernando Valley overlap 1,854,732 0.7%
Other areas 29,565,104 11.0%
Residual City of Los Angeles 116,255,332 43.3%
Total Allocable $ 268,666,463
Total 277,767,218

Source: County of Los Angeles Urban Research Division.

The URD 45.7% estimate for fiscal year 1998-99 is used to estimate the
amount of sales tax revenue attributable to the San Fernando Valley for fiscal
year 2000-01.

Interest

The amount of interest income that would accrue to the Valley City would be
related to the relative activity of its own general fund. For the purposes of this
analysis, it is assumed that the Valley City would accrue general fund interest
earnings in proportion to the amount of total revenue that would transfer from
the City.

Franchise Income

The City assesses a franchise fee on the sale of natural gas, cable television
service, wastewater service, the operation of official police garages, taxicab
income, and others. The City has provided estimates of the geographical
source of revenue for cable, wastewater, and police garages, but not for the
other franchise fees.

For the purposes of this report, the amount of gas franchise revenue that
would accrue to the Valley City is estimated using the same proportion of gas
users' tax revenue attributable to the Valley area (see "- Utility Users Tax"
above). Additional discussion regarding the City's gas franchise fee is
provided in "Appendix I: Analysis of Final Proposal and City Response - City
of Los Angeles Response - Summary and Analysis of City Response -
Response to LAFCO Revenue Analysis." City wastewater system franchise
income is not assumed to accrue to the Valley City, as it has been assumed
in this report that the City would retain ownership of the system. Taxicab
franchise fees include a fixed franchise fee per cab and a fee charged when
a cab franchise changes hands. The estimated proportion of taxicab
franchise fee revenue attributable to the Valley is based on the number of
vehicles authorized under the City’'s most recent taxicab franchise allocation.
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As part of the City’s approved franchises for the year 2000, 196 of the total

2303 “vehicle authorities” were awarded to the San Fernando Valley service
16

area.

Licenses, Permits, Fees & Fines

The City collects various licenses, permits, fines, and fees (LPFF) for
services, such as building permits, animal licenses, and fire inspection fees.
Also included in LPFF are reimbursements from the proprietary departments
and for services related to special purpose funds. The fiscal year 2000-01
revenue budgeted for each budgetary department is provided in table R-4 in
Appendix Il of this report.

For the category of LPFF relating to reimbursements from the City’s
proprietary departments and wastewater system, it is assumed in this report
that no amount would accrue to the Valley City, as the Valley City would not
be allocated the cost for services. The Valley ratepayers are assumed to pay
the City directly for utility costs. The LPFF revenue also includes a
reimbursement from the Los Angeles County Metropolitan Transportation
Authority (MTA) for police services provided by the City. This revenue is
assumed paid entirely to the City, and no credit is given to the Valley.

Gas tax projects are assumed to accrue to the Valley City in proportion to
population. LPFF for most other City budgetary departments are also
assumed to accrue to the Valley City either according to population or the
number of employees transferred. Population or the number of transferred
employees is assumed for certain revenues, depending on which
measurement appears to represent the level of service to be provided for the
specific reimbursement or service.

A more detailed allocation of LPFF revenue associated with the Building and
Safety department has been provided, given the magnitude of fees collected.
The Building and Safety department collects revenue for plan checks,
permits, and inspection fees, among others. The allocation of the
department’s receipts for Construction Permits; Plan Checking Fees; and
Engineering Fees, and Inspection and Other Services were estimated using
the relevant workload measurements shown in the table below.

BUILDING AND SAFETY DEPARTMENT
WORKLOAD MEASUREMENTS

%

San San
Fernando  Fernando
Workload Citywide Valley Valley
Permits Issued 326,266 117,102 35.89%
Plan Checks 75,182 27,761 36.93%
Inspections 1,117,711 448,388 40.12%

Detailed computations of Building and Safety LPFF are provided in Table R-5
in Appendix Il1.

16 City of Los Angeles, “Recommendation to Award Franchises for the Operation of Taxicab
Transportation Services in All Service Zones of the City of Los Angeles,” October 19, 2000.
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A detailed allocation of LPFF has also been provided for the Fire Department.
The allocation primarily assumes that most of the components of the Fire
Department LPFF accrue to the Valley according to population, with the
exception of the reimbursement for service from the City of San Fernando,
which is assumed to accrue entirely to the Valley City.

Detailed computations of Fire Department LPFF are provided in Table R-6 in
Appendix III.

Power Revenue Transfer

Under the provisions of the Charter, the Department of Water and Power has
historically transferred a portion of power system earnings to the reserve fund
of the City (which is then transferred to the City’s General Fund), at the
discretion of the department’s board. The department has covenanted in its
revenue bond resolutions to restrict the transfer to its net income in the prior
fiscal year. Actual transfers have been generally equal to 5% of the
department’s gross operating revenues.

Although the department’s ratepayers in the Valley contribute to the power
revenue transfer, it does not appear that the Valley could accrue any portion
of the transfer, given that the Valley City would not obtain an equity interest in
the City’s power system upon a special reorganization. Therefore, for the
purposes of this fiscal analysis, it is assumed the Valley City would not
receive an allocation of the power revenue transfer.

Documentary Transfer Tax

The Documentary Transfer Tax is assessed on all taxable conveyances in
excess of $100 at a rate of $.55 per $500 or fractional portion of real property
value, excluding any liens or encumbrances already of record. The amount
of tax revenue is related to the number of real estate tax transactions in the
City.

LAFCO allocated the documentary transfer tax based on fiscal year 1998-99
parcel sales recorded in the Assessor database. The Assessor parcel data
include data on the most recent three sales. Based on a May 23, 1999
version of the Assessor parcel data, LAFCO was able to identify sales that
occurred in calendar years 1998 and 1999. These sales correspond roughly
to the fiscal year period, and more precisely to sales occurring between
January 1998 and May 1999.

LAFCO identified the parcels located in the City of Los Angeles based on tax
rate area codes provided by the Assessor’s office, and identified the parcels
located in the new city based on data provided by the Assessor’s office.
LAFCO excluded from the analysis those parcels that are categorized as tax
exempt by the Assessor for property taxation purposes.

Using this approach, LAFCO found that 40.01 percent of the property sales
amounts were associated with San Fernando Valley parcels. This allocation
factor was applied to the documentary transfer tax.

Grant Receipts
Grant funds are paid into the General Fund to be used at the discretion of the
City. These grants differ from those where the use of funds is restricted to
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specific purposes, and the amount of revenue may be related to the level of
overall activity of the City. Therefore, for the purposes of the CFA, it is
assumed that the Valley City would receive grant receipts proportional to the
total number of City employees that provide service to the area.

Water Revenue Transfer

Similar to the power revenue transfer, the Department of Water and Power
has historically transferred a portion of water system earnings to the reserve
fund of the City (which is then transferred to the City’s General Fund), at the
discretion of the department’s board. The department has covenanted in its
revenue bond resolutions to restrict the transfer to its net income in the prior
fiscal year. Actual transfers have been generally equal to 5% of the
department’s gross operating revenues.

Although the department’s ratepayers in the Valley contribute to the water
revenue transfer, it does not appear that the Valley could accrue any portion
of the transfer, given that the Valley City would not obtain an equity interest in
the City's water system upon a special reorganization. Therefore, for the
purposes of this CFA, it is assumed the Valley City would not receive an
allocation of the water revenue transfer.

Transfer from Reserve Fund

The City maintains a reserve fund comprised of a contingency reserve and an
Emergency Reserve. Funds in the Emergency Reserve are to be used only
upon the finding of an “urgent economic necessity” by the Mayor and Council.

No City assets, including its reserve funds, are assumed transferred to the
Valley City as a result of the special reorganization, and thus this revenue
item would not accrue to the new city.

Tobacco Settlement

As part of multi-state tobacco settlement agreement, annual payments are
expected to be made from tobacco companies to the state, as well as a
consortium of 58 counties and four cities, including the City of Los Angeles.
The settlement stipulates that states and local entities will continue to receive
annual payments in perpetuity. The allocation of settlement funds to the City
is set forth in a Memorandum of Understanding involving the state. The
allocation of settlement funds to the City is set forth in a Memorandum of
Understanding (MOU) involving the state, wherein the City of Los Angeles
receives a percentage of the state's portion of the tobacco settlement
proceeds as do the three other cities that were eligible to participate in the
tobacco litigation when it occurred. The City's allocation is not based on its
size; the City of Los Angeles receives the same allocation as San Jose, San
Diego, and San Francisco. The MOU states that: "[t]he distribution of funds
pursuant to this MOU is not subject to alteration by legislative, judicial or
executive action at any level." MOU p. 14. It is therefore assumed for the
purposes of the CFA that the Valley City would not receive any tobacco
settlement funds pursuant to the proposed special reorganization.

Special Purpose Fund Revenue

In addition to General Fund revenue, the City receives revenue for which the
use is restricted to specific purposes. The largest special purpose fund
revenue is the sewer construction and maintenance fund revenue, comprised
primarily of wastewater system user fees and charges, which is restricted for
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use on wastewater-related costs. Other large special purpose fund revenues
include the gas tax, which is assessed on the sale of gasoline and restricted
to use on the City’s streets, and the Proposition A and Proposition C “local
return” taxes, which are a portion of the .5% sales taxes restricted to use for
transportation purposes.

Upon incorporation, the proposed Valley City would be eligible for, and likely
receive, many of the special purpose funds currently collected by the City.
The City of Los Angeles in its February 2001 study estimated the geographic
source of many special purpose fund revenues, and many of the City’s
estimates (upon review of the City's support data) have been used in this
report. However, as with General Fund revenue, several revenue items
generated by residents and businesses of the Valley may not necessarily
accrue to the Valley City. An example is the revenue paid into the Sewer
Construction and Maintenance Fund. Because it is assumed that the Valley
City would contract with the City for wastewater service, the new city would
pay for its share of the capital costs and operating and maintenance
expenses through its users fees, but wastewater system revenue would not
accrue to the Valley City.

Further discussion of those revenues that may not accrue to the Valley City,
as well as alternate estimates made in lieu of the City’'s estimates, are
discussed below.

Sewer Construction and Maintenance Fund

The Sewer Construction and Maintenance Fund accounts for funds received
for sewer-related purposes, including basic sewer service charges, Sewage
Facilities Charges, and revenue from contract agencies. Because it is
assumed that the Valley City would contract for sewer service from the City,
Valley businesses and residents would pay the City of Los Angeles for all
sewer-related service, and the new city would not accrue any sewer system
revenue."’

Convention Center Revenue Fund

The Convention Center Revenue Fund accounts for monies derived from the
operation of the Convention and Exhibition Center. It is assumed for the
purposes of the CFA that the Valley City would not receive an equity interest
or retain control of the operations of the Los Angeles Convention Center.
Therefore, no Convention Center Revenue Fund revenue would accrue to the
proposed city.

Los Angeles Convention and Visitor's Bureau Trust Fund

The trust fund receives as receipts an amount equal to what would be
generated by a transient occupancy tax of one percent, as well as an equal
amount from the City’s General Fund. Expenditures from the fund are
restricted to the promotion and advertising of the Los Angeles Convention
Center.

The Valley City is not assumed to receive an equity interest or retain control
of the operations of assets such as the Los Angeles Convention Center.
Therefore, no trust fund would be required by the Valley City to support a

w Any General Fund-supported cost for wastewater service has also not been allocated to the
new city.
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convention center. The Valley City would not lose revenue without a trust
fund, and would expend the one percent transient occupancy tax levy and
matching general fund revenue on other purposes.

Zoo Enterprise Trust Fund

The Zoo Enterprise Trust Fund receives all Los Angeles Zoo revenues, as
well as any required transfer from the City’'s General Fund. The Valley City is
not assumed to receive an equity interest or retain control of the operations of
assets such as the Los Angeles Zoo. Therefore, no trust fund would be
required by the Valley City to support a zoo. The Valley City would not be
allocated any operating revenue from the zoo; however, it would retain any
required general fund revenue for other purposes.

Arts and Cultural Facilities and Services Trust Fund

The Arts and Cultural Facilities and Services Trust Fund accounts for
revenues from a 1% fee assessed on the cost of all construction,
improvement, or remodeling work for each public works capital improvement
project undertaken by the City. In addition, the fund is also supported by a
transfer from the City’'s General Fund equal to the amount that would have
been generated from the transient occupancy tax (TOT), imposed at the rate
of 1%. Given the fund is supported primarily by TOT revenue, it is assumed
for the purposes of this analysis that the amount that would accrue to the
Valley City is equal to the proportion of TOT generated in the Valley.

Older Americans Act Fund

Older Americans Act (OAA) funding is allocated to California for designated
uses based on the number of seniors. The California State Department of
Aging allocates funding to local Area Agencies on Aging within the State,
including the City of Los Angeles, which are primarily responsible for the
provision of service to seniors.

In the event of a Valley special reorganization, the County of Los Angeles
may receive the San Fernando Valley's share of OAA funding that would

have otherwise been allocated to the City. It is therefore assumed in this
analysis that the Valley City would not receive OAA funds.

City Ethics Commission Fund

The City makes an appropriation annually from its General Fund to fund the
operations of the City Ethics Commission. The revenue accounted in the City
Ethics Commission Fund is thus a transfer from one City fund to another.
However, to assist in reconciling to the City’'s budget, it is assumed the Valley
would accrue this revenue in an amount proportional to the total number of
employees that would work for the benefit of the Valley City.

Street Lighting Maintenance Assessment Fund

The Street Lighting Maintenance Assessment Fund accounts for revenue
collected from annual assessments used to maintain or improve street
lighting in the City. The number of Bureau of Street Lighting field offices in
the Valley has been used to estimate the service needs in the Valley, and the
proportion of street lighting assessments that would accrue to the Valley City.

Local Public Safety Fund

Funds in the Local Public Safety Fund are allocated to the City in direct
proportion to the amount of property taxes shifted to schools in the 1993-94
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state budget, less the amount of State Motor Vehicle License fees received
on a one-time basis. Funds must be spent on public safety.

It is unclear whether the Valley City would receive Local Public Safety Fund
revenue pursuant to section 30051 of the Government Code. The state
allocation appears to lock in the percentage from the 1995-96 fiscal year,
which is prior to the incorporation of a Valley City. Therefore it is assumed
the Valley City would not accrue any revenue from the Local Public State
Fund.

Traffic Safety Fund

The Traffic Safety Fund accounts for the City's share of misdemeanor fines
(not including parking offenses) and forfeitures collected, allocated subject to
Section 42200 of the Vehicle Code. For the purposes of the CFA, it is
assumed the share of Traffic Safety Fund attributable to the Valley is
proportional to population.

As a point of reference, the number of traffic citations in the Valley was
computed to provide a proxy measure of revenue generation in the Valley.
Based on fiscal year 1998-99 data, police service areas in the San Fernando
Valley accounted for 34.1% of all traffic citations issued.

CITY OF LOS ANGELES POLICE
DEPARTMENT
TRAFFIC CITATIONS ISSUED
FISCAL YEAR 1998-99

Traffic
Area Citations
Van Nuys 50,753
West Valley 39,008
North Hollywood 25,772
Foothill 26,413
Devonshire 39,664
Total Valley 181,610
Total Citywide 532,149
% Valley 34.1%

Special Police Communications/911 System Tax Fund

The 911 System Tax Fund receives proceeds from a special parcel tax that
was approved by voters in 1992 to repay bonds issued to finance
improvements to the police communications system. It has been assumed in
this analysis that the City would continue to administer the repayment of debt
service on the bonds, and the residents of the Valley would continue to pay its
allocable share of the parcel tax directly to the City. Therefore no Special
Police Communications/911 System Tax Fund would accrue to the Valley
City upon a special reorganization.
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Allocations from Other Governmental Agencies and Other Sources

This category includes a variety of miscellaneous revenue for engineering,
design, fire protection, acquiring rights of way, and construction. It is
assumed for the purposes of this analysis that the Valley City would accrue
an amount of these various payments from governmental agencies and other
sources in proportion to the general level of service provided by the Valley
City, as measured by the number of City employees that provide services on
behalf of the Valley City.

The computation for the allocation of all other special purpose fund revenues
is provided in Table R-7 in Appendix llI.

Additional State Revenue Available to Valley City

Revenue from the State Motor Vehicle License Fee and Gas Tax would be
available to the proposed Valley City upon the effective date of the
incorporation (December 16, 2002). These revenues are allocated to cities in
the state according to population. However, in estimating the population of a
newly incorporated city, the State Controller must use the greater of the
population computed by the Department of Finance, or three times the
number of registered voters in new city."® As of March 1999, the Valley had
527,084 registered voters. This results in a population estimate of 1,581,252
for purposes of allocating the state vehicle license fee revenue and state gas
taxes, which is greater than the 1,353,198 Urban Research Division
calculation of San Fernando Valley population for 2000.

As shown in the table below, using these population estimates and the City's
fiscal year 2000-01 budget estimate of the statewide vehicle license fee
allocation to cities, it is estimated that the Valley City would receive $80.41
million in vehicle license fee revenue. When added to the estimated share
that would be allocated to the City after the proposed special reorganization,
the total revenue for the region would increase by $10.8 million. The increase
in vehicle license fee revenue would accrue entirely to the Valley City general
fund and would not be part of the computation of revenue neutrality.

18 Section 11005.3(b).
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ADJUSTED STATE MOTOR VEHICLE LICENSE FEE
ALLOCATION
(Dollars in Millions)

2000-01
2000-01 Adjusted for
City Valley
Budget Allocation
Cities' Share * $ 1,41867 $ 141867
City of Los Angeles population 3,781,545 2,446,281
Valley City estimated population ** - 1,581,252
All other cities 23,869,745 23,869,745
Total cities population *** 27,651,290 27,897,278
City of Los Angeles share (%) 13.7% 8.8%
Valley City share (%) 0.0% 5.7%
City of Los Angeles share ($) $ 19401 $ 124.40
Valley City share ($) $ - $ 80.41
Total Los Angeles/Valley share ($) $ 194.01 $ 204.81

* Source: "CAO Estimate" from City of Los Angeles, Revenue Outlook,
Supplement to the 2000-01 Proposed Budget, April 2000, p. 31

** For purposes of computing VLF allocation. Based on number of registered
voters as of March 1999.

*** Source: California State Controller, "State of California Shared Revenue
Estimates, Fiscal Year 2000-2001."

Similar to the allocation of vehicle license fee revenue, state gas taxes
apportioned to cities under Sections 2105, 2106, and 2107 of the Streets and
Highways Code would be allocated to the Valley based on population as
estimated by the number of registered voters. This allocation method would
result in an estimated additional $2.6 million in gas tax revenue that would
accrue entirely to the Valley City.

Revenue Cash Flow

It is assumed in this report that the City would collect all Valley revenues that
are not paid directly to the new city, and would retain all amounts for payment
of City-provided contractual services and a mitigation payment. This process
would ensure that the City is immediately paid for its services, and would
reduce the costs that would result from the continual transfer of funds
between the two cities. Of the estimated $1,077.5 million in revenues that
would accrue to the Valley, $520.8 million, or 48.9%, would be collected by
the City.

The balance of Valley City revenues would be paid directly to the new city by
the County of Los Angeles or State of California. These revenues would, in
turn, need to be paid immediately to the City, to ensure that the City can meet
its on-going operating expenses. The new city would accrue its allocation of
sales tax, motor vehicle license fee, and gas tax revenue from the state upon
the effective date of the new city. It is assumed in this report that the new city
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would receive its monthly allocation of revenues beginning in January 2003,
and its quarterly allocation (sales tax) in March 2003.

The largest revenue that would be paid directly to the new city, property tax,
will not be received evenly during the year, but will be paid in two large
installments in December and April (beginning December 2003). All property
tax revenue received by the new city would need to be paid to the City of Los
Angeles upon receipt. The payment of property tax revenue from the Valley
City may not match the expenditure requirements of the City. However, the
City faces this cash flow imbalance with its own property tax revenue (in
addition to other revenues), and has managed this imbalance through the use
of tax and revenues anticipation notes. It is expected that the City would
need to continue with its cash flow borrowing in the event the Valley City is
incorporated. The interest cost associated with the City's cash flow borrowing
has been allocated to the Valley City as part of this CFA.

Financial Assessment of New City

Under the assumptions described in this report, it is estimated that the Valley
City could generate revenues in excess of its expenditures and provide for a
reasonable reserve during the first three full years of incorporation. Although
a proposed Valley City may be required to transfer virtually all of its revenues
back to the City for payment of services and to mitigate the negative fiscal
impacts of a special reorganization, a newly incorporated Valley City would
receive revenues in excess of the amount currently received by the City.

Additional Revenues Exceed Costs

A newly incorporated Valley City could receive an estimated $900,000 per
month ($10.8 million per year) from state motor vehicle license fees and $2.6
million in gas taxes that would be in addition to the amount currently received
by the City. This additional revenue would be excluded from the computation
of any mitigation payment, and could be used by the Valley City to fund its
own staffing costs and as a set aside for a reserve.™

It is estimated that the additional revenues to be received by a new Valley
City could exceed additional Valley City costs associated with personnel,
equipment, office space, and one-time City of Los Angeles costs by $6.8
million annually.

Risk Factors

Although the Valley budget projections used in this analysis show an excess
of revenue over expenditures, there are certain risks that could restrict the
new city's ability to generate a reserve during its first three years of
incorporation. These financial risks result from:

= Limited cash balances upon incorporation
=  Substantial fixed obligations
= Potential expenditures for additional staff or services

' The expenditure of state gas tax revenue is restricted to specified street improvement-related
uses. However, the Valley City may be able to offset general fund-supported street
improvement expenditures by the estimated $2.6 million in additional gas tax revenue.
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Limited Cash Balances

Similar to most newly incorporated cities, a Valley City would not have cash
balances immediately upon its incorporation. In the absence of a transfer of
cash from the City of Los Angeles, any cash balances would need to be
accumulated over time. In the event Valley City revenues were to
significantly vary from projections, the new city may not have cash reserves
to supplement any shortfalls.

Substantial Fixed Obligations

In addition to limited cash reserves, the new city could have a substantial
fixed obligation with the City. If the new city's obligation to pay the costs of its
purchase of service agreement and mitigation payment can not be easily
adjusted, then any shortfall in revenue would result in either the City not being
paid, or the new city borrowing to meet its operating costs - neither of which is
a desirable outcome. Therefore, it is essential that, given the relative size of
the purchase of service agreement, the new city have the ability to reduce its
obligation to the City (e.g. through a reduction in service levels) within a
reasonable amount of time.

Potential Expenditures for Additional Staff or Services

In order that the new city can accumulate sufficient reserves, it must
constrain its expenditures on staff or other services. The new city will accrue
over $1 billion in municipal revenues; however, just $10.8 million, or 1%, can
be expended on discretionary purposes. It has been estimated in this report
that, at a minimum, the new city would need to expend $4.6 million for its own
personnel and elected officials in order to carry out mandated functions of the
new city.

The applicant for the new city has stated (subsequent to the submittal of its
Final Proposal) that the budget for the "startup and transition period" would
be approximately $10 million, although no detail has been submitted that
identifies the specific expenditures or source of funding.?® If the new city did
expend $10 million per year on additional staff or services, the new city would
not likely be able to accumulate a reserve without reducing the services
provided by the City. However, the new city will have limited flexibility in
reducing expenditures for services provided by the City under contract. The
cost for City services is relatively fixed, and any reduction in services
contracted from the City would be constrained by the City's ability to redeploy
its personnel and assets to other areas of the City, and its need to
accommodate existing personnel serving the Valley.

0 Valley Study Foundation, "Comments on LAFCO Draft Comprehensive Fiscal Analysis."
December 6, 2001. p. 5.
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3. Fiscal Impact on City of Los Angeles

This section discusses the fiscal impact on the City of Los Angeles in two
particular areas: the current revenues and expenditures that would transfer to
the new city (revenue neutrality), and the additional costs that would be
incurred by the City solely as a result of the special reorganization.

Assessment of Revenue Neutrality

As discussed in section " Purpose and Findings of the Study," LAFCO cannot
approve the proposed San Fernando Valley special reorganization unless it
finds that the current City revenues that would accrue to the proposed city are
“substantially equal” to the current expenditures that would be assumed by
the proposed city, or any negative fiscal impact "has been adequately
mitigated by tax sharing agreements, lump-sum payments, payments over a
fixed-period of time, or any other terms and conditions" imposed by LAFCO.

Based on the assumption that the City of Los Angeles would continue to
provide services to the new city, this analysis has found that:

= The City of Los Angeles would not be revenue neutral as a result of a
special reorganization in the San Fernando Valley.

= The current revenues that would accrue to the Valley City would
exceed the current expenditures that would accrue to the Valley City
by $65.8 million.

A detailed analysis of the amount of revenue that would be generated by the
residents and businesses in the San Fernando Valley and accrue to a Valley
City (transferred from the City) is discussed in section “Financial Viability of
New City - Valley City Revenue.” Based on this analysis, it is estimated that
30.7% of the City’'s General Fund revenue and 26.2% of all budgeted revenue
would transfer to the Valley City upon incorporation.

In comparison to the 26.2% of budgeted City revenue that would transfer to
the Valley City, it is estimated that the Valley City would fund 23.2% of the
City’s budgeted expenditures for services, through the payment for
purchased service from the City.21 In dollars, it is projected that, based on
the fiscal year 2000-01 budget, the Valley City would accrue $1,064.2 million
in revenue that would otherwise be paid to the City of Los Angeles, and would
reimburse the City $1,000.4 million for purchased services, including
administration costs.

Projected Revenues and Expenditures

As a check of revenue neutrality, projected revenues and expenditures for the
City are presented in table below, based on the City's fiscal year 2000-01
budget. The projections show that, given the estimated annual payments
from the Valley City for purchased services and mitigation, the revenues
received by the City would equal its budgeted expenditures for fiscal year
2000-01.

2 The fiscal year 2000-01 City budget provides for $199.4 million in funding from available cash
balances. The cash balances are not included in the estimation of the current revenue that
would accrue to the Valley City, and therefore the percentage of revenue accrued to the Valley
City is higher than the percentage of current expenditures for services that would be assumed.
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CITY OF LOS ANGELES PROJECTED REVENUES AND EXPENDITURES

FISCAL YEAR 2002-03 THROUGH 2005-06
(Unadjusted for Inflation)

2002-03 2003-04 2004-05 2005-06

Revenue:

General Fund $2,481,618,599 $2,030,377,054 $2,030,377,054 $2,030,377,054

Special Purpose Funds 1,295,044,854  1,214,211,352  1,214,211,352  1,214,211,352

Payment from Valley City 502,385,060 1,000,373,347 1,000,373,347 1,000,373,347

Mitigation Payment from Valley City 32,886,749 65,773,497 65,773,497 65,773,497
Total Revenue: $4,311,935,251 $4,310,735,251 $4,310,735,251 $4,310,735,251
Expenditures:

Budgeted Expenditures $4,308,738,498 $4,308,738,498 $4,308,738,498 $4,308,738,498

Administrative Costs 1,996,753 1,996,753 1,996,753 1,996,753

Redistricting Costs 1,000,000 - - -

Election Costs 200,000 -
Total Expenditures $4,311,935,251 $4,310,735,251 $4,310,735,251 $ 4,310,735,251

Revenue Less Expenditures

Included in the projected expenditures for the City are additional costs
(administrative, redistricting, and election) directly relating to the Valley
special reorganization. These costs are assumed to be paid by the Valley
City, and are discussed in the section below.

Additional City of Los Angeles Costs

In the event the Valley is incorporated, the City of Los Angeles is expected to
incur costs that it would have not otherwise incurred. Even if the City is to
provide virtually all municipal services on behalf of the Valley during the new
city's first three years of incorporation, the City would incur costs from:

= accounting and collecting Valley revenue,
= computing the cost of services to the Valley,

= accounting for and administering a purchase of service agreement
with the Valley,

= redistricting City of Los Angeles council districts, and
= City of Los Angeles Council elections.

It is assumed in the CFA that the new city would compensate the City for all
of these costs.

Service Administration Costs

The CFA assumes that the new Valley City would initially receive nearly all
services from the City of Los Angeles. These services would be provided on
the basis of service agreements negotiated between the City and the Valley.
In providing these services to the Valley, the City would incur both direct and
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indirect costs for which they would be entitled to reimbursement. This section
describes the elements of these service administration costs, the framework
used to estimate them, and the actual estimate of these costs. It then briefly
discusses a possible model for how the City and Valley might structure the
service agreements between them.

The City of Los Angeles will likely incur most service administration costs
from three kinds of activities. The first category of activities would consist of
the ongoing oversight of the services being provided. These ongoing
oversight functions could include responding to inquiries or complaints about
services being provided, and ensuring that the level of service being provided
is consistent with the terms of the relevant service agreement. All of these
ongoing functions would require staff resources and therefore generate costs.

The second major category of the City’'s service administration costs would
be the actual billing for the services provided. Billing costs to the City could
include those associated with notifying the Valley that payments are due, the
actual receipt and processing of payments, and any necessary tracking of
payment status. Assuming that most billing for services will be done on a
monthly basis, billing will also be an ongoing function generating costs to the
City.

The third category of the City's service administration costs would be
determining the City’s cost of providing the direct services to the Valley. This
is a particularly important administrative function with respect to service
agreements, as a proper accounting of the cost of services will ensure that
the City is reimbursed appropriately for the services it provides the Valley,
and that the Valley is being charged correctly for the services it is receiving.

It should be noted that the City’s negotiation of service agreements with the
Valley is not considered an additive cost of the special reorganization. It is
assumed that the negotiation of service agreements can be handled by
existing City staff as part of their normal business operations.

Given the three categories of administrative costs discussed above, the
overall costs the City of Los Angeles will incur in administering services for
the Valley may vary by service, with the key variables determining these costs
being the volume and complexity of the particular service being provided.

For those City departments providing the Valley with a large quantity of
services or services that are highly complex, the costs of administering these
services may be relatively high. For City departments that provide the Valley
a low volume of services or services of relatively low complexity, the cost of
administering these services may be relatively low.

To estimate the City’s potential service administration costs, interviews with
the City were requested, and information was obtained from the County of
Los Angeles on its cost of administering contract agreements for the cities it
provides contract services.” Although interviews with the City have yet to be
conducted, based on the available County data, contract administration costs

22 Information was obtained through informal telephone interviews with County of Los Angeles
staff in the Departments of Public Works, Agricultural Commissioner/Weights and Measures,
Animal Care and Control, District Attorney, and Fire.
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do appear to vary significantly by department.23 For the County department
of Public Works, for example, contract administration costs are relatively
high: as of fiscal year 2000-01, the department devotes roughly 5 full-time
equivalent staff members to administer approximately $60 million in contract
services to 57 cities. Under the assumption that the “fully burdened” cost per
staff employee (i.e., salary, benefits, and overhead) is $100,000, the
department’s contract administration costs amount to roughly 0.8% of direct
service costs. The County Fire Department, at roughly 0.13% of direct
service costs, incurs significantly lower contract administration costs.”

For the purposes of the CFA, it is assumed that the City of Los Angeles
would incur administration costs comparable to that experienced by the
County's lower cost providers, and an estimate of 0.2% of direct service costs
is used for the City's service administration costs.

Potential Structure of the Service Agreements

The CFA assumes that the City and the Valley would negotiate the terms of
the service agreements under which the City would provide services to the
Valley after the transition period. While these service agreements could be
structured in any form agreed to by the City and Valley, a possible model is
provided by the agreements that exist between the County of Los Angeles
and the numerous cities to which the County provides various types of
services.

The County has two separate agreements with each city it provides with
services. It has, first of all, a standard “General Services Agreement” that is
identical for every city. The General Services Agreement deals with broad
issues, such as liability, that must be addressed no matter what the particular
service the County is agreeing to provide. A single County department
(specifically, the Chief Administrative Office) administers this agreement on
behalf of the County. The other agreement the County has with each city
addresses the specific services to be provided and the fee for those services.
This agreement is negotiated directly between the County department that
would provide the particular service and the city requesting the service. In
general, certain minor adjustments are made to these detailed service
agreements annually. The specific terms of a service agreement between
the new city and City of Los Angeles are discussed in section "Financial
Viability of New City - Valley City Costs - City of Los Angeles Purchased
Service."

Redistricting Costs to the City of Los Angeles

The City of Los Angeles has stated that under its charter, a special
reorganization would result in its having to change the boundaries of its City
Council districts (i.e., “redistrict”). According to the City, “the City Charter
requires 15 districts of roughly equal proportion.” Since the Valley special
reorganization would eliminate 4 Council districts entirely and portions of 3
others, the City would need to redistrict to create 15 newly realigned districts.

B The City has estimated that the cost of collecting revenue on behalf of the Valley City would
be $88,293 annually, plus a $6,500 one-time cost. This amount is assumed included in the .2%
administrative cost estimate.

% The County Fire Department data is based on the contract administration costs for the 10 “fee
for service” cities to which the department provides services, which does not include the 47
cities to which the department provides services but receives compensation directly from
property tax revenue.
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The City also states that it would have only 2 months to complete this
redistricting process, and that the cost of such a process could be $1 million.

While estimating that the cost of its redistricting could be “up to” $1 million,
the City did not provide any information on how it calculated this estimate. As
a way to assess the accuracy of the City's estimate, officials from the County
of Los Angeles Chief Administrative Office were contacted to discuss the
costs of the County’s recently completed redistricting process. The
information provided indicated that the County spent roughly $650,000 on its
redistricting process, although this figure excludes the cost of a significant
amount of County staff time devoted to the project.

Using the county’s redistricting costs as a benchmark, and considering that
the County’s $650,000 figure excludes significant amounts of staff costs, the
City's estimate of $1 million for its redistricting appears reasonable. The CFA
therefore assumes that the City's redistricting costs would be $1 million.

Election Costs to the City of Los Angeles

A special reorganization would result in the City of Los Angeles having to
elect two additional City Councilmembers as part of its regularly scheduled
election in April 2003. As stated by the City in its response to the Initial Fiscal
Analysis (IFA),” Council members were elected to districts 3 and 7 in the
2001 municipal elections and their terms do not expire until 2005. If the
Valley special reorganization is successful, these districts will cease to exist
and will be reconstituted within the remaining City of Los Angeles. New
elections will need to be held in these new districts along with regularly
scheduled Spring 2003 elections. Two additional districts, 2 and 12, will also
cease to exist, but these districts are already scheduled to hold elections in
the Spring of 2003. According to the City, these special elections will
increase the cost of the April 2003 municipal election by approximately
$200,000.

The City views the costs associated with these special elections as an
additive costs of the special reorganization for which the Valley would be
responsible. The CFA assumes that the Valley will be responsible for the
City’s election costs.

The City estimates that the election costs related to the Valley special
reorganization, which consist of the incremental costs of adding elections for
two City Council seats to the regularly scheduled April 2000 election, would
be roughly $200,000. Upon independent analysis, the City’s $200,000
appears reasonable, and therefore the CFA assumes that the incremental
election costs to the City would be $200,000.

% pyplic Financial Management, San Fernando Valley Proposal for Special Reorganization,
Initial Fiscal Analysis. March 26, 2001.
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Applicant's Final Proposal

This section provides a summary of the San Fernando Valley applicant's final
proposal for special reorganization, and an analysis (with recommendations)
of the important issues or concepts raised in the proposal. The analysis is
based on certain key assumptions regarding the provision of service in the
Valley by the City of Los Angeles (see section "Purpose and Findings of the
Study - Findings of the Comprehensive Fiscal Analysis - Key Assumptions
Used in Report™).

It should be noted that LAFCO is not restricted to the provisions contained in
the applicant’s proposal and may impose its own terms and conditions on the
proposed special reorganization. This section attempts to provide LAFCO
with clearly identified, viable alternatives that may be considered in assessing
the transition of service to the proposed new city.

Summary and Analysis of the Proposal

On May 14, 2001, the San Fernando Valley applicant submitted its final
proposal for special reorganization to the Los Angeles County LAFCO. The
proposal is a set of general principles that provides guidelines for, among
other things, the transition of service to the new city, the allocation of regional
assets, the transfer of City employees, and the computation of a mitigation
payment. The proposal is not a detailed operating plan for the new city and
does not specifically address how services would be provided, or over what
timeframe.

Transition Period

The applicant proposed that during a “transition period” the City of Los
Angeles, under terms and conditions set forth by LAFCO, will provide
services to the new Valley City. It was further proposed that City employees
would be transferred to the new city according to a “reorganization plan” to be
included in the final CFA. The Final Proposal did not provide any detailed
information regarding the timing or process involved in the transition of
service.

Because services could transfer to the new city in a number of differing ways
(each of which having a different fiscal impact), a definitive process must be
identified so that a viable set of events can be evaluated. Issues that must be
considered in transferring service include:

= the process for selecting employees from the City;

= the division of equipment and assets;

= the cost of incorporating the service in the new city's data processing
and communications infrastructure;

= the logistical requirements for providing supplies, new office space,
and equipment facilities needs; and

= the time frame involved in transferring services from the City.
Given that these issues were not addressed in the Final Proposal, it is

assumed in the CFA that the City will continue to provide services to the
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Valley City for a period of at least three and one half years. Any additional
costs necessary in administrating and accounting for the billing and payment
of such services have been estimated as part of the CFA. The potential
terms of a service contract with the City of Los Angeles are described in
section "Financial Viability of New City - Valley City Costs - City of Los
Angeles Purchased Service."

Payment for Services

The applicant has proposed that the payments to the City of Los Angeles for
purchased services could be based on a fixed percentage of total revenues
that would accrue to the new city. Reconciliation of cost and revenue
balances can occur at the end of the transition period or periodically during
the transition period.

Although there does not appear to be any legal impediments to LAFCO
setting forth a payment schedule consistent with this proposal, it may result in
a payment lower than the City’'s cost of providing the service in the event the
new city’s revenues were to decrease. Conversely, the City’s costs of
providing the existing level of service to the new city would be fixed, as the
City would have limited flexibility to demobilize or absorb personnel allocated
to a Valley City service contract.

Under the report's assumed transition plan whereby the City continues to
provide all services until an alternative arrangement can be negotiated, the
City would also continue to collect a large portion of the new city's revenues,
such as utility users taxes, business taxes, franchise fees, and other licenses,
permits, fees and fines, and could retain this revenue for payment of
contractual services and revenue neutrality mitigation. In this manner, the
City would be assured that a large portion of the amount owed to it would be
collected.

The new city would also receive revenues that are not collected by the City of
Los Angeles, such as property tax and sales tax revenue. Typically, a new
city would receive property tax revenue directly from the County of Los
Angeles, and would receive sales tax from the state. Whether the new city
would receive these revenues directly upon incorporation, or whether the
City's payment for contractual services and mitigation would take priority may
be a matter for negotiation between the two parties. Itis assumed in this
report that the new city would make monthly payments to the City for any
amounts owed for purchased service and a mitigation payment that are not
covered by revenues retained by the City.

Post Transition Period Services

The applicant did not identify in its Final Proposal how municipal services
would be provided by the new city after the transition period, and suggested
that such a "service plan" would be part of the CFA. The applicant also
proposed that, notwithstanding a service plan in the CFA, it would retain the
flexibility to contract with the City of Los Angeles, or establish new Valley City
departments to provide the services.

Because the applicant did not describe its service plan for the new city, it is
recommended that LAFCO assume that the City of Los Angeles would

continue to provide service to the new city for a period of at least three and
one half years. During this period the new city could attempt to negotiate a
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transfer of employees, equipment, and facilities from the City, in order that
the new city can gain flexibility in deploying the service, and receive its
municipal revenues directly.

In the event the new city cannot successfully negotiate a transfer of
employees, equipment, and facilities from the City of Los Angeles, some form
of protection is required for both parties to ensure that the Valley can continue
to rely on the City for services, and that the City is adequately notified and
compensated in the event it must redeploy its forces to other areas. To
provide this protection, it may be necessary that the service contract provide
for the continuation of all municipal services beyond a three year initial period
if an alternative arrangement has not been negotiated. The assumed terms
of a purchase of service agreement are provided in section "Financial Viability
of New City - Valley City Costs - City of Los Angeles Purchased Service."

It is not recommended that LAFCO take responsibility for setting the terms of
a transfer of service after the transition period. This would require that
LAFCO address issues including the transfer of City employees. LAFCO has
limited discretion in employment matters, and it would need to adhere to
Government Code Section 56844.2, while attempting to develop a plan for
the transfer of employees that may occur after three years. It must be noted
that the City and new city are bound by Section 56844.2 and, regardless of
the terms and conditions imposed by LAFCO, will have to honor those
requirements when engaging in negotiations over actual employee transfers
in the future.

Proprietary Departments and Regional Services

The applicant has proposed that “joint organizations” would be created for
most regionally provided City services, including water, power, airports,
harbor, zoo, and wastewater. The specific form of any joint organizations
would be specified by LAFCO, and the formation would occur during the
transition period.

Government Code Section 56844 provides LAFCO with the authority to form
“improvement districts,” which are districts “formed for the sole purpose of
designating an area which is to bear a special tax or assessment for an
improvement benefiting that area.”* Only improvement districts can be
formed without complying with the requirements of the principal act.
Accordingly, the applicants would have to comply with the principal act to
form a regional service district. For example, to form a municipal utility
district to provide the services of the Department of Water and Power, the
process would have to comply with the provisions of the Municipal Utility
District Act. Pursuant to the Municipal Utility District Act, initiation of
formation proceedings requires resolutions of the public agencies involved
consenting to the formation of the district (Public Utilities Code Section
11561) or a petition signed by ten percent of the registered voters (Public
Utilities Code Section 11611), and an election called by the Board of
Supervisors (Public Utilities Code § 11641). Each type of district the
applicant may want formed may have different formation requirements. As
the applicant has not taken any of the legal steps required to initiate the

! Government Code Section 56041.
2 Government Code Section 56125.
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formation of such a district, LAFCO cannot consider the creation of such a
district.

As an alternative to the creation of a district, utility service could be provided
to the new city by means of a purchase of service agreement with the City.
This type of agreement would ensure that regionally provided utility services
are not diminished in the newly incorporated territory and that user fees would
be set to equitably recover the cost of service provided by the City.

In the absence of a set of terms regarding the joint operation of a special
district that would control the City's proprietary departments and regionally
provided service, it is recommended that LAFCO proceed with the review of
the CFA under the assumption that the City would continue to provide these
services through a purchase of service agreement. This type of agreement
would likely result in a continuation of the same level of service for both cities,
at the same cost, and would not require that LAFCO determine the terms of
any jointly operated special districts, or attempt to devise a divestiture and
asset allocation of any of the City's regional services.

Municipal Revenues

The applicant proposed that, to the extent possible, all municipal revenues
will accrue to the new Valley City. To the extent any revenues cannot be paid
directly to the new city, these revenues would be transferred to the new city
when received by the City, and with "reasonable diligence." The applicant
also proposed that the City provide a proportional share of grant funding to
the new city.

Although a large amount of municipal revenues, such as the property tax and
state subventions, would be paid directly to the new city upon the effective
date of its incorporation, many others (e.g. business taxes, transient
occupancy taxes, franchise fees, fees for services) are currently collected
and accounted for by the City of Los Angeles. Any separate collection of the
revenues would require that the new city and the remaining City of Los
Angeles develop a process to separately collect and account for their
respective revenues, and reconfigure the City's data processing systems to
accommodate such a change.

In addition to the necessity for a detailed collection and accounting process,
an immediate transfer of revenue to the new city must consider the extent
services are provided on a purchase of service basis from the City of Los
Angeles. If the City is providing virtually all municipal services on behalf of
the new city, yet would transfer a proportionate share of revenues to the new
city upon its effective date, the City may be required to fund the contractual
services in advance of reimbursement from the new city. This would result in
lost interest earnings and potentially greater interest on cash flow borrowings,
which would need to be accounted for in computing the estimated contractual
services payment to the City.

As an alternative, LAFCO could require that the City of Los Angeles remain
as the custodian of certain municipal revenues, until such time as a plan
(both technical and financial) can be developed to allow for the transfer of
funds, which can be mutually agreed upon by the new city and City of Los
Angeles.
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It is therefore assumed that until the new city is able to negotiate an
agreement otherwise, the City would continue to act as a trustee for all
revenues collected on behalf of the new city, and would retain any amounts
necessary to reimburse the City for any contractual services and a mitigation
payment.

Assets and Liabilities

The applicant has proposed that the new city would be allocated an equitable
share of regional assets and given “rights” to those assets. The specific form
of ownership that would result from the asset allocation is not provided in the
Final Proposal, and it is not clear whether the new city would have the right to
restrict the usage or disposition of any regional assets.

Because the applicant has not addressed its ownership rights as a result of
the transfer of ownership of City assets, LAFCO would need to consider
whether the allocation would restrict the usage of the asset by the City, or
whether the new city would be able to force the disposition of any asset. If
the new city could restrict the use of such an asset, this may negatively
impact the rights of bondholders or the ability of the City to meet existing
contractual obligations.

As an alternative to LAFCO determining what assets would be transferred to
the new city, and what rights of ownership the new city would have, it is
assumed that the new city would receive only those assets that must transfer
as an operation of law. Pursuant to Government Code Section 57385(a),
these assets only include roads and highways in the territory.

Van Nuys Airport

The applicant has proposed that “the operation and assets (including land)
associated with the Van Nuys Airport shall be transferred to the new Valley
City.”

As discussed in the IFA, transfer of the land and operation of the Van Nuys
Airport (VNY) to a new city would be subject to approval by the Federal
Aviation Administration (FAA). Since LAFCO does not have authority,
independent of the FAA approval, to transfer VNY, it is not recommended that
LAFCO attempt to impose such a transfer.

In addition, if such a transfer were to occur, the new Valley City would likely
be required to subsidize operations at VNY from its general fund, as current
operating revenues at the airport fall short of its operation expenses. If the
Valley City were to subsidize the operations at VNY, it could be required to
expend as much as $4 million annually from its general fund budget for this
purpose. This expenditure would comprise a proportionally large expenditure
of the new city's relatively small discretionary general fund budget. Itis
therefore assumed, for the purposes of the CFA, that VNY would remain part
of the City's airport system, under the control of the City and the Board of
Commissioners, in the event the Valley is incorporated as a new city.

Cash

The applicant has proposed that all “cash assets and receivables associated
with allocated services will be allocated proportionally and equitably to those
transferred services.” It is assumed that the meaning of this proposal is that
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the Valley City would receive cash from the City of Los Angeles based on the
proportion of costs transferred to the Valley to total costs of the City.

As part of the initial fiscal analysis, it was assumed that no General Fund or
special revenue fund cash of the City of Los Angeles would be allocated to
the new city. General Fund cash was not assumed transferred given the City
of Los Angeles appeared to lack a reasonable fund balance. Because the
City's cash position has not appreciably changed since the preparation of the
IFA, it is again assumed that LAFCO would not require a transfer of cash
from the City as a condition of the Valley incorporation.

Debt Financed Assets

The applicant has proposed that “To the extent the Valley is allocated its
proportional share of the General Obligation debt of the City of Los Angeles,
a credit will be given for the estimated value of the new Valley City’s interest
in regional assets of the City of Los Angeles.” Itis assumed that the
meaning of this proposal is that, to the extent the current value of any assets
financed with City general obligation bonds exceeds the imputed principal
amount of general obligation bonds that would be payable by Valley
residents, the difference would be an obligation of either the City of Los
Angeles or new Valley City.

As part of the initial fiscal analysis, it was assumed that the new city would be
allocated a proportionate share of lease debt based on the location of the
assets financed, but that the allocation of general obligation and special tax
debt service would be based on property values or other existing method of
allocating the tax.

There appears to be some flexibility in the manner lease obligation debt
service is allocated, but limited flexibility in the allocation of general obligation
and special tax debt service. However, the specific methodology used to
allocate the City's outstanding lease debt may not impact the determination of
revenue neutrality, given the new city would be required to mitigate any
imbalance in aggregate revenues and expenditures. That is, if a particular
methodology to divide the lease debt resulted in a higher amount allocated to
the City, the mitigation payment to the City would need to increase in order to
balance the City's aggregate revenues and expenditures. The requirement to
repay the general obligation debt of the City will likely remain with the
property, regardless of whether the property becomes part of the new Valley
City.

In the event of a special reorganization, it is assumed that the new city would
pay a proportional share of lease obligation debt service based on the
location of the debt financed assets, and that Valley residents would continue
to be liable for repayment of general obligation and special tax bonds levied
on their property tax roll. It is further assumed that the City would continue to
determine the general obligation tax levy on property owners and provide for
payment of debt service to bondholders. Under this scenario, payment of the
general obligation tax would be made to the City (through the Los Angeles
County Tax Collector) by all properties currently subject to the tax, and no
budget appropriation would be required by a Valley City.
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Personnel

The applicant has proposed that, during a transition period, all existing City
employees would continue to be employed by the City of Los Angeles. As the
new city assumes responsibility for services, City employees could transfer
and become the responsibility of the new city. The applicant has stated that
the salary and benefits of any transferred employees would not be reduced,
and that "seniority, bumping rights, and placement on Certification Lists will
be honored." The applicant has further requested that LAFCO would
determine which employees would transfer, and that the terms of collective
bargaining agreements would be maintained.

In order that a reasonable level of service can be maintained in the San
Fernando Valley (for services that are not provided on a contractual basis), a
process and set of rules will likely be necessary for the selection of
employees transferred. Any such process would need to ensure that
essentially the same positions or classes of employees are transferred to the
new city so that qualified personnel are available to the new city, and that any
transfer can be accomplished in consideration of existing City of Los Angeles
rules and rights of City employees. Furthermore, any process for transferring
employees would need to set a definitive timetable for the transfer of specific
positions to ensure adequate natification is provided, and that the City and its
employees can prepare for the mobilization of staff. Without a definitive
process and timetable, the fiscal impact or legality of any such transfer is
difficult to assess.

The applicant has not provided a plan that addresses many of the complex
issues that would result from a transfer of City employees. Further, LAFCO is
not responsible for the development of such a plan on behalf of the applicant.
Given the absence of a definitive process and timetable, it is recommended
that LAFCO proceed with the review of the Valley application assuming that
no City employees would transfer to the new city during the first three and
one half years of incorporation. This assumption is consistent with the
concept that the City continue to provide virtually all existing services during a
transition period or through a purchase of service agreement.

Mitigation Payment

The applicant has proposed that any mitigation payment made by the Valley
City would be fixed and paid over a 10-year term. Any annual installment of
the payment would be adjusted in the event actual Valley City revenues are
less than the amount projected by LAFCO.

Pursuant to Sections 56844 and 56845 of the Cortese-Knox Act, LAFCO has
many alternatives to mitigate the negative fiscal impact of a San Fernando
Valley area special reorganization, including payments over a fixed period of
time. A mitigation payment would be the most direct method of balancing the
revenues and expenditures transferred from the City, and would allow the
City to fund its remaining expenditures. It is assumed in the CFA that the
Valley would make a fixed, annual mitigation payment to the City, and this
payment would be unadjusted for inflation during the city's first three and one
half years of incorporation.

It may be reasonable for LAFCO to consider limiting the term of a mitigation

payment, given an expectation that the City would need to gradually reduce
its expenditures (and thus the level of municipal services) in order to meet the
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revenues generated within its territory. However, consideration must also be
made for the City's debt obligations, which will be outstanding longer than ten
years.

Negotiations between the City and Valley over the form, amount, and term of
the mitigation are planned as part of the LAFCO process of approving the
application for special reorganization, and it is expected that more definitive
terms will be determined after this process.

Conclusions and Recommendations
Based on our review and analysis of the applicant's Final Proposal, we have
made the following findings:

= The Final Proposal is substantially the same as the applicant's
preliminary proposal, and does not provide detailed information on
what services would be provided by the new city, or how employees,
equipment, or facilities would transfer to the new city.

= In the absence of a detailed plan in the Final Proposal, it is likely that
the new city would need to rely on the City of Los Angeles to provide
municipal services on its behalf for an amount of time necessary to
negotiate an orderly transfer of service responsibility between the two
cities.

= In the event the City continues to provide services for the new city, it
would need to collect certain Valley revenues on behalf of the new
city and serve as its trustee until the new city can perform this
function on its own.

= The City of Los Angeles may require that it retain any revenue
collected on behalf of the Valley to reimburse itself for purchased
services and a mitigation payment.

= No City of Los Angeles assets, other than streets, are required to be
transferred to the new city upon its incorporation.

= No City of Los Angeles employees are required to be transferred to
the new city as a LAFCO term or condition of the special
reorganization.

In the absence of a specific plan by the applicant and in response to the
numerous comments by the City of Los Angeles regarding the negative
impacts of a transfer of employees and assets, it is recommended that
LAFCO assume the City would continue to provide essentially all services for
the new Valley City. This would be a likely alternative in the event the City of
Los Angeles and the applicant are unable to agree upon an immediate
transfer of employees and assets.

This approach offers several policy advantages:

(1) It can be done in the absence of a specific proposal by the
applicants.
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(2) It best responds to the concerns raised by the City of Los Angeles.
This approach would have minimal impact on the status of current
City employees, allow City departments flexibility in providing
services to the Valley, and have the least fiscal impact on the City.

(3) It requires the least amount of staffing for the new city.

(4) It provides time for the new city to better determine its service
requirements.

(5) It allows the new city and the City of Los Angeles to negotiate
ongoing service provisions after the new city is incorporated.

Assuming the City provides the service also reduces the uncertainty in the
future level of service for both cities, and the potential for a significant amount
of additive costs associated with a transfer of City employees, equipment,
and facilities. The City's response to the Final Proposal raised a significant
amount of concerns regarding the fiscal impact on the City and financial
viability of the new city. These concerns are based on certain assumptions
regarding the transfer of service from the City, which may not reflect the most
cost efficient process for providing services to the new city.
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City of Los Angeles Response

The City of Los Angeles has devoted substantial resources to respond to the
conclusions in the IFA and the Final Proposal. The City has responded in two
primary documents, a report by the City Attorney dated June 15, 2001
addressing legal issues, and a report by the Department of Administrative
and Research Services (OARS) office dated June 13, 2001 addressing
implementation issues.

The OARS report raises the following issues regarding the IFA and Final
Proposal:

= Does not provide adequate fiscal protection for both the new Valley
city and the remainder of the City of Los Angeles;

= Is not currently Revenue Neutral;

= Raises serious questions regarding the apparent preliminary finding
of fiscal viability in the IFA;

= Contains numerous contradictions which must be worked out by
LAFCO;

= Contains factual errors;

= Focuses on calculating current service levels to the Valley instead of
savings accrued by the City of Los Angeles as a result of departure
of the Valley; and

= Contains numerous assumptions which will propagate negative fiscal,
legal and operational impacts on the new Valley city and the
remaining City of Los Angeles.

Of the findings made by the City, of particular importance to the preparation
of a CFA are the assertions that the special reorganization would not be
revenue neutral, or would not result in the fiscal viability of the proposed new
city, which are contrary to the preliminary conclusions in the IFA.

Summary and Analysis of City Response
Each of the City's substantive findings are restated and evaluated in the
sections that follow.

Revenue Neutrality

The City has asserted that the apportionment of City staff contained in the
IFA would result in a negative service level impact for the remaining City of
Los Angeles. The negative impact would be caused from an excessive
apportionment of City staff to the new city, leaving the City with a shortage of
personnel that must be made-up through additional hiring. The excessive
apportionment purportedly occurs because:

=  Certain functions within the City are not divisible and would not result

in a reduction in workload upon a transfer of service responsibility to
the new city.
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= The number of personnel transferred to new city is based on
percentages that are "rounded up" to the nearest integer.

The City estimates that rounding up results in the over allocation of 147
positions to the new city that should remain with the City of Los Angeles.

The City argues that, in the event of a Valley special reorganization, the
number of transferring staff and other resources assumed in the IFA would
leave the City incapable of providing services at current levels in the
remaining City of Los Angeles. This would, according to the City, force either
a reduction in service levels or additional hiring, neither of which is revenue
neutral. In making this argument, the City’s premise is that a Valley special
reorganization would reduce only slightly, and for some City functions not at
all, the workload to provide services to the remaining citizens of Los Angeles.

Certainly if the Valley becomes a new city — taking with it more than 1.3
million people that make up over 36% of the City’s current population — the
remaining workload confronting City departments would decrease
significantly across the range of municipal operations. 3 Empirical evidence
that compares a city's population and the number of city staff demonstrates
that a positive correlation exists between the two. That is, smaller cities have
less city staff.

If the City is to make a convincing argument that certain service needs would
not be reduced in the event the City's citizenry were to decrease, it would
need to show how its "units of output” (i.e., the work it produces) would
remain unchanged in the event the Valley incorporates. Because the City
has not provided such data, it is difficult to substantiate the argument that the
City's workload would not decrease.

Nevertheless, this CFA does not contain the assumption that any City
employees would transfer to the new city during its first three years of
incorporation, as the City would provide services on behalf of the Valley.
Therefore, it is not expected that the special reorganization, as described in
this report, would require the City to hire additional staff to replace those
transferred to the Valley.

Fiscal Viability

The City has questioned the financial viability of a proposed new Valley City
because the new city may incur "start-up" and "transition" costs, which were
not considered in the IFA, and would not have a sufficient amount of
reserves.

Start-up and Transition Costs

Many of the City departments have identified additional equipment and
facilities needs, duplicative administrative requirements, and additional
staffing that would need to be funded by a new Valley City. The cost of these
requirements are not known at this time, and in the event these costs are
truly unavoidable, they would need to be considered as part of the CFA.
However, many of the costs identified by the City would result from the

% The exceptions, of course, are those City operations related to providing services that the City
would continue providing to a new Valley City. This includes, for example, services provided by
the Department of Water and Power and the wastewater portions of the Bureau of Sanitation.
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implementation of a specific plan for dividing responsibility for services
between the City and new Valley City. For example, the City has identified a
potential start-up for the Animal Services department that would require the
new city to purchase additional software (comparable to "Chameleon
Software") to perform the existing management information system function.
It may be a reasonable assumption that the new city would be required to
purchase this type of software, if it intended to duplicate the current systems
and processes used by the City on a smaller scale. However the new city
could opt not to use this software, and develop a process that is different
from the City's, based on its unique business needs. The assumed level of
costs would be highly dependent on the transition and operating plan for the
new city - which does not exist. In fact many of the additional start-up and
transition costs identified by the City in its department-by-department
response would result from a specific plan to divide responsibility for services,
for which none has been proposed.

Because of the lack of a transition and operating plan from the applicant, it is
assumed in the CFA that the new city will receive all services from the City of
Los Angeles through the transition period and then on a contractual basis.
Assessment of any start-up or transition costs in the CFA are based on the
necessity of such a cost in order for the City of Los Angeles to provide the
Valley City with municipal services.

Estimated Reserves for the New City

The City has implied that the level of reserves for the new city is relatively
small, in comparison to the City's reserves and reserve benchmarks as
developed by a municipal bond rating agency, and would not be adequate for
the new city.

As a newly incorporated city, the Valley city would face financial challenges
that many existing cities do not experience. The new city must build a
reserve fund, may contract for virtually all of its services, and may have a
limited amount of discretionary revenue.

The ability of the new city to meet its obligations under varying revenue
forecasts may need to be considered by LAFCO when making its
determination on the applicant's proposal. However, consideration must also
be given to the fact that most newly incorporated cities face a similar initial
financial condition, in that the new city does not have a large reserve and it
must support contractual services from the respective county as well as a
fixed mitigation payment.

Division of the City of Los Angeles Debt

In its response to the IFA and Final Proposal, the City has made the finding
that the division of certain types of debt between the City and new Valley City
is not revenue neutral. The rationale being that the debt service expenditures
allocated to the Valley are underestimated, and that the impact on the City's
fiscal health and credit rating was not evaluated. In addition, the City has
stated that insufficient information was provided in the IFA to assess the
impact of the Valley special reorganization on City bondholders.

An analysis for the various categories of City debt (e.g. general obligation,
lease revenue) is provided below.
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General Obligation Bonds, Assessment Bonds, and Special Tax Bonds

The IFA assumed that the City's general obligation, assessment, and special
tax bond debt service would continue to be secured by all parcels within the
current City boundaries, regardless of the location of those parcels, in the
event of a Valley special reorganization. The new Valley City would not be
liable for payment of debt service, only parcels within the new city.

The City has stated that this methodology is revenue neutral.

Judgment Obligation Bonds

The IFA allocated judgment obligation bond debt service based on the
proportion of employees transferred to the new city. The City believes the
debt should be divided based on the loss in General Fund revenue, as this
method "would most closely approximate revenue neutrality.”

The City has asserted that dividing the liability based on the ability to pay
ensures that the City's debt service burden is not disproportional. That is, if
the liability is divided in an amount less than the amount of lost General Fund
revenue, the City's relative payment for debt service would be increased,
which would negatively impact the remaining city.

The Government Code is clear in that the new city would continue to be liable
for the City's debt; however, LAFCO appears to have some latitude in
determining precisely how the liability would be divided. Nevertheless,
because any negative fiscal impact of the Valley special reorganization,
including the loss of revenue that would otherwise pay the City's debt service,
will be addressed through a mitigation payment, it does not appear that the
City would have less revenue to pay debt service. It will therefore be
assumed in the CFA that the new city's share of judgment obligation debt
service will be based on the number of City employees (identified in a
purchase of service agreement) that serve the Valley.

General Fund Lease Obligations and Certificate of Participation

The IFA allocated MICLA lease obligation and certificate of participation debt
service based on the location of the project which was debt financed. The
City believes the debt should be divided based on the loss in its General Fund
revenue, which "would most closely approximate revenue neutrality."

The City has asserted that dividing the liability based on the ability to pay
ensures that the City's debt service burden is not disproportional. That is, if
the liability is divided in an amount less than the amount of lost General Fund
revenue, the City's relative payment for debt service would be increased,
which would negatively impact the remaining city. However, if consideration
were made for the mitigation payments that would be made by the Valley, the
City would not experience a relative increase in its debt service requirements.
It is therefore assumed in the CFA that the new city's share of lease
obligation and certificate of participation debt service is based on the number
of City employees (identified in a purchase of service agreement) that serve
the Valley.

Another issued raised by the City is that it must retain beneficial use of the
MICLA property in order that it can continue to make lease payments to
support the tax-exempt debt issued for that property. The City can sublease
the property, but the lease must remain an obligation of the City. Therefore, if
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the new city were to require use of a MICLA financed property in the Valley, it
would likely need to sublease the property from the City. However, given it is
assumed in the CFA that the new city would not, as a condition of the Valley
special reorganization, receive any assets from the City, the use of debt
financed facilities does not appear to be an issue.

Collection of Debt Service from the New City

In addition to the allocation of liability, the City has raised the concern that a
definitive process for collecting revenue from the new city should be identified
to evaluate whether bondholders would be adequately protected. The City
has stated that it should be provided a revenue source comparable to its
existing sources, and consideration must be given to the existing bond
covenants.

In order to allocate the liability to the new city, it does not appear necessary to
amend existing bond covenants, or replace outstanding City debt with debt of
the new city. If the City's debt continues to be secured by substantially the
same revenue sources, then this would likely be sufficient to protect existing
bondholders.

For the City's general obligation, assessment, and special tax bonds, a tax is
levied on the property tax roll for parcels within the City. Payment is made to
the County of Los Angeles, which in turn transfers funds to the City for
payment of debt service. In the event of a Valley special reorganization, the
County could continue to collect the debt service taxes for parcels in the
Valley and could submit payment to the City. All administrative costs incurred
by the City and County would continue to be assessed proportionally to all
parcels. If parcels within the Valley were delinquent in their payment, the City
would have the same recourse as any other parcel in the City, and could, at
some point, initiate foreclosure proceedings. It is assumed that this process
for collecting general obligation, assessment, and special tax bond debt
service would be set in place as part of the terms and conditions of the Valley
incorporation.

For the City's judgment obligation and MICLA lease bonds, payment of debt
service is currently made through a General Fund appropriation. Upon a
Valley special reorganization, the City could continue to pay the entire debt
service payment, but could be paid by the new city for its respective share.
Payment from the new city could be deducted from revenues collected by the
City. Itis assumed in the CFA that the City would continue to collect a
significant amount of municipal revenues on behalf of the new city and would
pass-through any excess revenue after making the contractual services and
the mitigation payment. Under this process of netting debt service payments
from Valley revenues, it would appear that bondholder's rights would not be
substantially impaired. It is therefore assumed that LAFCO would require the
City, as part of the terms and conditions, to reduce the pass-through of
revenue to the new city after payment of debt service.

Employee Relations Issues

The City has raised several issues regarding the protection of existing
employee rights in the event of a transfer of employees to a new Valley City.
Issues raised by the City include identifying the pertinent employment
conditions that currently cover City employees, identifying how compliance
with the existing employment conditions would be enforced, selecting
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employees to transfer in light of the "meet and confer" requirement, and
evaluating the impact on pension and retirement benefits.

In the event of a transfer of City employees, many of the concerns raised by
the City may need to be addressed by LAFCO as part of the evaluation of the
Valley proposal. However, because it is assumed that no City employees
would transfer to the new city during the first three years of incorporation,
many of these issues do not need to be addressed as part of the CFA.

Information Technology

The City has determined that the IT-related costs it would incur in attempting
to transfer service responsibility to the Valley are underestimated in the IFA,
and that the approach is not "revenue neutral." That is, the costs that would
be incurred by both cities are underestimated in the IFA. The City's
Information Technology Agency (ITA) and its consultant believe that the costs
would exceed the amount estimated in the IFA, and could be 85% to 95% of
the cost and staffing of the current system requirements of the City.

The City's estimated IT-related costs presume that the new city would
develop a "mirror image" ITA. However, many alternatives exist for the new
city, and it may chose a different IT strategy from that used by the City.
Given that it is assumed in the CFA that the City would continue to provide
services to the Valley, a transfer or duplication of the City's IT infrastructure
would not occur, and both cities would not require significant IT investment
during the planning period of this report. Nevertheless, the City of Los
Angeles may choose to modify its current applications or invest in new
applications to perform certain accounting and contract administration
functions on behalf of the Valley. However, it is assumed that the City could
perform these functions without substantive IT investment.

The new city would require some IT investment, including desktop
applications for its administrative staff, and this amount has been provided in
the new city's budget.

Apportionment of Non-Debt Liabilities

The City has raised concerns that the transition of certain "non-debt liabilities"
be addressed so that the future cash flow impact relating to the division of
these liabilities can be made for the City of Los Angeles and new city. The
liabilities include workers' compensation, settlement of court claims, and
salary-related accruals.

The impact of the division of workers' compensation and salary-related
accruals is not addressed in the CFA, given the assumption that no
employees would transfer to the new city during the first three and one half
years of incorporation.

The division of liability for the settlement of court claims was addressed as
part of the IFA, where it was assumed that the Valley would pay the City a
proportion of the City's budgeted amount. It is assumed in the CFA that the
new city would be liable for an amount equal to the proportion of City
employees that work on behalf of the Valley City as part of a purchase of
service agreement.
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Apportionment of Assets

The IFA assumed that City assets within the boundaries of the new city that
are necessary for the delivery of services, would be transferred to the new
city at no cost. The City has raised the concern that a "space needs"
assessment is necessary to determine whether both cities could operate
without additional facilities. In addition, the City has stated that the IFA does
not address deferred maintenance costs and how those costs would be
divided.

An analysis of space needs for both cities is not necessary as part of the CFA
given the assumption that all services would be provided by the City during
the first three and one half years of incorporation. Because the City would
continue to own its facilities, the City can rely on its existing owned and
leased facilities to provide any services to the Valley. Annual capital and
operating costs, including deferred maintenance costs, for City facilities are
identified in this report (see section "Appendix Il: Cost of Purchased
Services") in order that the costs allocable to the Valley can be determined.

Contracting for Service with the City of Los Angeles

The City has raised the concern that LAFCO may not have the legal authority
to require the City to continue to provide the service to the Valley. In addition,
the City has stated that the IFA does not include all of the potential costs
involved in providing contractual services to the Valley including those related
to negotiating the service contracts and amendments, coordinating with
unions, and billing and tracking. The City is also concerned about the
allocation of liability related to service provided by contract, service priority
between the two cities, the term of the contracts, and notification
requirements in the event of a termination.

The issues raised by the City are heightened given the assumption in the
CFA that the City would provide virtually all services to the Valley. Many of
the City's concerns would need to be addressed in setting the terms of a
purchase of service agreement. These terms are expected to be the subject
of negotiation between the two cities. However, in order to prepare the CFA,
certain assumptions must be made regarding the terms of a purchase of
service agreement so that the fiscal impact of such an agreement can be
evaluated. A detailed discussion of the potential terms of a purchase of
service agreement and the expected additive costs to be incurred by the City
is provided in section "Financial Viability of New City - Valley City Costs - City
of Los Angeles Purchased Service."

It is assumed in this report that the two cities would initiate a purchased
service arrangement, as it is likely that the City would continue to provide
municipal services until such time as a feasible transfer of assets and
personnel can be negotiated, or an alternative service provider can begin
service in the Valley.

Regional or Joint Governance

The City has stated in its response that LAFCO does not have the authority to
form regional authorities as described in the applicant's Final Proposal, or any
other reorganized governmental entity, as a condition of reorganization. In
addition, the City has stated that the IFA does not provide sufficient analysis
and/or information to assess the financial viability of joint organizations.
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The IFA did not propose or assume that any joint organization would be
created as a condition of the Valley incorporation. In fact, it was found in the
IFA that the creation of a joint organization prior to a Valley City special
election was not feasible. It was assumed in the IFA that the City of Los
Angeles would continue to own and operate the existing wastewater, water,
and power systems, and would provide service to the Valley on contract.
This assumption has been used in the CFA.

Compliance with Accounting and Auditing Standards

The City has stated that the costs of accounting for the City and new city are
understated in the IFA. The City has also stated that the IFA does not identify
all of the accounting applications that must be modified in the event of a
Valley special reorganization, does not identify a plan to modify the City's
software to account for the activities of two separate cities, and does not
identify the costs to purchase and/or install a financial management system
for the new city.

A detailed plan must be in place upon the incorporation date for the new city
to account separately for the new city's revenue and expenditures. Under the
assumption that virtually all services are contracted from the City, the new city
would have a substantially less burdensome accounting requirement than the
City of Los Angeles. The new city would nevertheless need to account for its
minimal staffing and capital requirements, a large, but uniform contractual
service payment, a mitigation payment, and its municipal revenues.

Accounting Standards and Financial Management

The City has expressed concern that the “mixing” of revenues and
expenditures for the City of Los Angeles and a new Valley City would violate
accounting standards set by the Government Accounting Standards Board
(GASB), as well as the standards that constitute Generally Accepted
Accounting Principles (GAAP). A possible consequence of not meeting these
standards, argues the City, is that the City’'s bond and credit ratings could be
negatively impacted.

Both GASB and GAAP set accounting standards with respect to
“measurement focus” and the “basis of accounting." Standards on
“measurement focus” address what is counted in the financial statements
and why; standards related to the “basis of accounting” address when and
how transactions are recorded. Currently, GASB and GAAP require
governmental funds (e.g., the general fund, special revenue funds) to use
what is known as “Flow of Current Financial Resources” as a measurement
focus and “Modified Accrual” as the basis of accounting. For
proprietary/commercial activities, GASB and GAAP requirements for
measurement focus and basis of accounting are, respectively, “Flow of
Economic Resources” and “Full Accrual.” It does not appear that GASB or
GAAP principles specifically address the issue of whether it is permissible for
the revenues and expenditures of two separate municipalities to be “mixed” —
that is, for one of those municipalities to account for some or all of the
revenues and expenditures of both of them. As long as all standards related
to measurement focus and basis of accounting are maintained, the
envisioned form of revenue and expenditure “mixing” does not appear to
pose an inherent conflict with either GASB or GAAP.
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In this light, the plan outlined in the CFA — that the City of Los Angeles would
continue performing the accounting functions for the new Valley City
consistent with terms agreeable to both parties — could be implemented in
two ways. First, the City of Los Angeles could attempt to modify its basic
financial information systems (e.g., FMIS, payroll) prior to the effective date of
any Valley special reorganization. This would allow the City to
contemporaneously identify the geographic source of revenues and the
geographic target of expenditures. The other option would be for the City of
Los Angeles to distinguish its revenues and expenditures from those of the
Valley “retroactively” — that is, after it has received the revenue or made the
expenditure. To implement such retroactive accounting procedures, the City
could, for example, estimate on a monthly or even yearly basis the amount of
revenues and expenditures for which it and the Valley were responsible,
subject to any terms negotiated between the two cities as to how such an
estimate would be made.

On balance, it appears that the “retroactive” accounting approach outlined
above is preferable. This approach would relieve the City of Los Angeles of
the need to make major modifications to its financial information systems.
Avoiding the need for such modifications seems particularly advantageous
given that the Valley City may attempt to develop the resources to perform its
own accounting and financial functions. Once the Valley assumes these
functions, the City of Los Angeles, were it to make major modifications to its
financial and accounting systems, would be left with the capability of
distinguishing revenues and expenditures between it and the Valley City,
without a need for such systems.

Cash Flow

The City has stated that the cash flow impact of a Valley special
reorganization has not been adequately addressed, and any relevant issues
should be worked-out in advance of the determination of the applicant's
proposal.

Specifically, the City has concerns in the following areas:

= The process and rules for allocating municipal revenue after the
incorporation date of the new city must be identified, given the
complexity involved in collecting and distributing revenues.

= The payment method for reimbursement of contractual services that
has been proposed by the applicant is not fair, and the City should be
paid monthly.

= A process for the repayment of loans from the City's reserve and
special purpose funds should be identified.

= The impact of "cashing out" City employees that transfer to the Valley
must be evaluated.

The relevance of the revenue issues raised by the City is dependent on the
assumed process for allocating revenues among the cities. If the City is
assumed to provide all municipal services on behalf of the new city, including
revenue collection and accounting, the City could retain all revenues
attributable to the Valley as payment of contractual services and the
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mitigation payment. Alternatively, the City could periodically transfer an
estimated amount to the Valley, and reconcile the estimate at year-end.

Because the new city is estimated to owe the City more than the amount of
Valley revenues collected on its behalf, it is assumed in this report that the
City would collect all Valley revenues that are not paid directly to the new city,
and would retain all amounts for payment of City-provided contractual
services and a mitigation payment. This process would ensure that the City
is immediately paid for its services, and would reduce the costs that would
result from the continual transfer of funds between the two cities.

The assumption that the City would continue to provide services on a
contractual basis also addresses the City's concerns over the cost of
“"cashing out" employees, which would not need to be addressed until the two
parties reach a mutually agreeable transfer of City employees.

Response to LAFCO Revenue Analysis

The City has made a finding that the IFA contains "erroneous methodologies
in the apportionment of revenues to geographical region. Specifically, the
City has found that the following methodologies should be used:

=  Gas Franchise income should be distributed based on Gas Tax
Revenues.

= Documentary Transfer Tax revenues should be distributed based on
property value and property sales data.

= Grant receipts should not be distributed geographically.

= High Rise Inspection Fee revenues should be distributed based on
building square footage.

= Older American Act and HOPWA grants would not accrue to the new
city.

=  Street Lighting Maintenance Fund revenues should be split based on
data provided to LAFCO on February 14, 2001.

Analysis of each of the City's recommendations is provided in the sections
that follow.

Gas Franchise Income

To estimate the geographic distribution of gas franchise income in the City,
the IFA used the geographic distribution of cable franchise income as a
proxy. The City has stated that the methodology is inaccurate because the
gas franchise is a function of both the miles of main within the City and the
amount of natural gas sales, and bears no relation to cable facilities.

The City has two distinct categories of “gas-oil” pipeline franchise fees. A
franchise fee collected on the single franchise agreement between the City
and the Southern California Gas Company, and the franchise fees collected
on roughly 36 other existing franchise agreements with numerous firms with
pipelines in the City that convey oil and other substances.
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Under the City’s single franchise agreement with Southern California Gas
Company, the franchise payment the City receives from the Gas Company is
2% of the value of gross sales of gas within the City. This franchise
agreement with the Gas Company produced approximately $13.8 million in
revenues in fiscal year 2000-01.

The franchise fee revenues related to the approximately 36 franchise
agreements between the City and various firms with pipelines in the City are
based on the physical components of the pipeline and associated
conveyance system. In general, the fee paid to the City consists of a base
rate per lineal foot of pipeline within the franchised area, and often this base
rate increases as the diameter of the pipe becomes larger. According to City
budget documents, the combined revenues from all the franchise
agreements in this category were less than $1.8 million.

In the IFA, cable franchise income was used as a proxy measure to estimate
gas franchise revenues, in lieu of an estimate from the City or actual data. As
discussed in section "Financial Viability of New City - Valley City Revenue,"
actual gas users' tax information has been obtained from the Gas Company,
and this revenue is used to estimate the allocation of gas franchise income in
the CFA.

Documentary Transfer Tax

The IFA used population to estimate the distribution of the documentary
transfer tax revenue in the City. This proxy measure was used because no
data regarding the location of property sales within the City were available for
the IFA. The City has stated in their response that population is an
inaccurate method to estimate Documentary Transfer Tax revenues.

The City was unable to estimate the geographic distribution of the tax, as
usable data were not available from the County. The County provides data in
microform for the entire county, and no separate data for the City or data in
electronic form were available. Subsequent to the City response, data on
actual real estate transactions has been compiled by LAFCO, and this
estimate is used in the CFA. (See section "Financial Viability of New City -
Valley City Revenue - Estimated Share of Existing City Revenue - General
Fund Revenue - Documentary Transfer Tax.")

Licenses, Permits, Fees and Fines - Grant Funded Related Costs

In the IFA, the Grant Funded Related Costs revenue item was allocated to
the San Fernando Valley based on the total number of employees transferred
to the new city. These revenues are related to various entitlement grants
received by the City, including CDBG, HOME, and HOPWA. In the absence
of data from the City's Revenue Analysis, employees were used as a proxy
measure to the actual amount of work that City forces performed. This City
has stated in its response that these revenues should be distributed based on
the geographic distribution of the entitlement grant.

The City's proposed methodology is sound, but requires additional data from
the City. Such data has been requested by LAFCO, but has not yet been
provided by the City. Given the data is unavailable, it is assumed that Grant
Funded Related Costs are allocated based on the total number of employees
that serve the Valley under the purchase of service agreement.
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Licenses, Permits, Fees and Fines - Fire Department - High-Rise Inspection
Fee

The City charges a fee for the inspection of high-rise buildings with six or
more floors or buildings higher than 75 feet. The fee is calculated as .0084
cents per building square foot and .0042 cents per square foot of parking
area. The IFA used the proportion of "office buildings" in the Valley as a
proxy measure in lieu of actual data from the City. The City has stated that
the actual amount collected in the Valley should be used instead of the
number of office buildings, given the fee is computed on building square
footage and not the number of buildings.

The City's proposed methodology is sound, but requires data from the City on
the actual amount of fee revenue collected in the Valley. Such data has been
requested by LAFCO, but has not yet been provided by the City. Given the
data is unavailable, it is assumed that the allocation of High-Rise Inspection
Fee revenue is based on the proportion of office buildings in the Valley.

Older Americans Act Fund

The IFA allocates Older American Act funds based on a City Funding
Formula involving the demographic make-up of various areas within the City.
The City has stated that, upon the incorporation of a Valley City, these funds
would accrue to the County of Los Angeles.

The County of Los Angeles does receive Older American Act funds on behalf
of many cities within the County, and provides funding for eligible projects
within those cities. The County agency charged with the administration of
Older American Act (OAA) funds has been contacted regarding the proposed
special reorganization, and has indicated that the County would receive OAA
funding and would expend these funds in the San Fernando Valley. lItis
therefore assumed in the CFA that the new city would not receive any OAA
funding, and would also not reimburse the City of Los Angeles for any costs
associated with the administration or programming of OAA funds in the
Valley.

Street Lighting Maintenance Assessment Fund

To estimate the geographic distribution of Street Lighting Maintenance
Assessment revenues, the IFA used the location of Street Lighting offices as
a proxy measure. The City has provided the actual amount of assessment
revenue collected for fiscal year 2000-01; however, LAFCO has not be able
to reconcile the data. Because usable data is not available from the City, the
location of Street Lighting offices is used as a proxy measure for the CFA.

Housing Opportunities for Persons with AIDS (HOPWA)

The City has made the finding that a new Valley City would not receive an
allocation of HOPWA funds, as these funds are distributed only to the largest
city in a county.

It will be assumed in the CFA that the new city would not receive HOPWA
funds. However, it must be noted that these funds were budgeted at only
$267,150 for fiscal year 2000-01.

Disaster Assistance Trust Fund
The City has stated that the revenue from the Disaster Assistance Trust Fund
represents the reimbursement of expenditures from previous years, and
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would not be received by the Valley City. This amount is shown as a negative
amount in the City's fiscal year 2000-01 Budget.

For the purposes of the CFA, this budget item is not allocated to the Valley.

Affordable Housing Trust Fund

The City has stated that the Affordable Housing Trust Fund is missing from
the Special Purpose Funds list, and that additional information is needed to
determine whether this fund is property accounted.

The Affordable Housing Trust Fund was not apportioned to the Valley City as
part of the IFA, because the receipts from this fund are not included in the
City's Budget. This fund is apparently supported from a General Fund
appropriation and "off-budget" revenues, and neither the receipts nor the
appropriations for this fund are identified in the City's budget.

Conclusions and Recommendations

In its response to the Final Proposal, the City has made the finding that the
Valley special reorganization would not be revenue neutral, and that the new
city would not be fiscally viable. Upon review of the City's findings and in light
of the assumed method of providing service to the Valley, the CFA has made
the following determinations:

= The City found that the Valley incorporation would not be revenue
neutral because the City's workload would not decrease in proportion
to the number of City employees transferred. However, because a
transfer of City employees is not assumed to occur as part of a Valley
special reorganization, the City would not lose employees to the new
city.

= The City questioned the IFA’s finding that the Valley would be fiscally
viable given that many potential "start-up" costs were not identified in
the IFA. However, many of the costs identified by the City resulted
from a specific plan to divide or duplicate the City's existing assets.
Because City assets would not need to be divided if the City provides
service on behalf of the new city, the potential start-up costs would
not be incurred.
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Cost of Purchased Services

This appendix provides a detailed description of the various services provided by the City of Los
Angeles, and identifies the composition and location of staff throughout the City. The staffing analysis
is used to estimate the level of service provided to the San Fernando Valley, which, in turn is used to
estimate the cost of providing the service. It is assumed in this report that the estimated cost of
providing service on behalf of the Valley would be paid by the new city, either during a "transition
period" imposed as a term and condition by LAFCO and/or subject to the terms of a "purchase of
service" agreement with the City of Los Angeles.

Cost Allocation Methodology

The cost of providing service to the Valley is estimated primarily based on the location of City
personnel. As part of the LAFCO "Seven-Step" process, the City has provided to LAFCO its
organization charts, position descriptions, and staffing plans to assist in identifying the location of its
staff throughout the City, and their assigned function. City personnel that are located in the Valley are
presumed, for the most part, to provide service to the Valley. City personnel that are not physically
located in the San Fernando Valley, but who may provide service to the Valley, can be identified
through an analysis of the functional organization charts of the various City departments.

Other Direct Services

Some direct City services are not located in the Valley, even though these services provide a direct
benefit to the Valley. Many City services are centrally located but contain staff dedicated to the Valley.
In these instances, an attempt has been made to determine the functional organization of the
centralized City service and identify personnel dedicated to the Valley. If no such allocation of
personnel exists, then an analysis of the workload of the particular City service has been undertaken
to estimate the level of service provided to the Valley.

Indirect Support Services

Other services provided by the City do not directly serve the residents and businesses of the City but
exist primarily as a support to other City departments. These services include General Services, City
Clerk, Administrative and Research Services, Controller, et al. An allocation of indirect support
services to the Valley can be made based on the total number of City employees serving the Valley,
population of the Valley, or level of total City expenditures paid by the Valley.

Vacant Positions

The CFA allocates the number of staff from each department between the City and the Valley based
on the number of authorized positions for that department, as specified in the fiscal year 2000-01
budget. For some City departments, there is a difference between the number of positions authorized
in the budget, and the number of positions actually filled for that fiscal year. This difference is due
primarily to vacant positions, which are authorizes for that fiscal year but remain unfilled at the time
the City Council adopts the budget. Depending on the department, some or all of the vacant positions
may be filled during the course of the fiscal year.

Because some city departments — perhaps most notably, the Police Department — contain vacant
positions, the number of positions allocated to the Valley includes some number of positions that were
vacant when the budget was adopted. However, the cost of these vacant positions are not included in
the CFA's allocation of staffing costs to the Valley. This is because the CFA'’s allocation of staffing
costs is based on the City’s budgeted expenditures for staffing. The City's budgeted expenditures for
staffing reflect the City’s assessment of what actual staffing costs will be for that fiscal year, as
opposed to the costs that would result from the number of positions authorized in the budget for that
fiscal year.
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Budgetary Departments

The various City departments for which the budget is controlled by City Council are referred to as
“budgetary departments.” This section allocates the costs of various budgetary departments to the
Valley. Certain budgeted expenditures made by the City that are not associated with a specific
department are discussed in section “Non-Departmental.”

Costs for the Los Angeles Convention Center and Zoo Department are not allocated to the proposed
Valley City, given the Los Angeles Convention Center and Los Angeles Zoo are not within the
proposed boundaries of the area of special reorganization.
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Administrative and Research Services

The Office of Administrative and Research Services (OARS) is the chief financial advisor to the Mayor
and City Council." OARS conducts studies and investigations, carries out research, and makes
recommendations on City management matters. OARS assists the Mayor and City Council in the
preparation of the City budget and plans and directs the development of work programs and
standards. It represents the management of the City in negotiating all labor contracts, administers the
City’s debt management program, and coordinates application for federal and state grants and claims
for disaster relief. OARS also provides support for the Quality and Productivity Commission and
performs other duties required by the Mayor and City Council.

Distribution of Service Within the City

OARS generally performs internal City services, which are conducted at two offices located on the 6th
and 15th floors of City Hall East. OARS also provides direct public service at the Public Information
Desk located on the 2nd floor of City Hall East. Information Desk staff provide assistance, both in-
person and telephonically, to individuals who need general information about City Hall and the offices
located therein.

Cost of Service

The estimate of the cost of providing City services in the Valley is based on the number of department
personnel that, as of fiscal year 2000-01, provide services to the Valley. The number of department
personnel that provide services to the Valley can be estimated by analyzing workload and service
needs in the Valley.

The Department is comprised of five divisions, the functions of which are described in the table below.

OFFICE OF ADMINISTRATIVE RESEARCH SERVICES
INTERNAL DIVISION FUNCTIONS

Division Function
Mgmt. and Exec. Support Responsible for managing the department.
Budget and Capital Programming Comprised of five groups that provide services to the City related to finance,

budgeting, and debt administration.

Management Services Comprised of six groups that provide review and analysis related to grants
management, various departmental budgets, disaster grants, and departmental
and interdepartmental IT and communication services. It is also responsible for the
City's Risk Management Program and provides staff support for the Quality and
Productivity Commission.

Employee Relations Responsible for labor relations, oversight and enforcement of the City's Living
Wage, Service Contract Worker Retention and Equal Benefits Ordinances.

Office Services Responsible for the Department’s Accounting, Payroll, Personnel Services, Word
Processing and Records sections.

Based on the functions of each division, measures of workload and service needs have been
identified that provide a basis for estimating the proportion of each departmental division providing
service to the Valley. As shown in the table below, it is estimated that a total of 31.25 positions
provide service to the Valley. This estimate is based on the fiscal year 2000-01 budget, and on a total
of 118 positions in the department. A purchase of service agreement for all services provided in the
Valley would result in roughly 26 percent of the department’s staff costs being allocated to the new
Valley City.

! Subsequent to the preparation of the fiscal year 2000-01 Budget, the name of the department has changed to the "City
Administrative Officer."
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OFFICE OF ADMINISTRATIVE RESEARCH SERVICES
ALLOCATION OF WORKLOAD AND STAFF

Valley
Unit Allocation Method Positions Allocation
Management and Executive Support Proportion of employees 8 2.00
Office Services Proportion of employees 15 4.00
Information Center None-provides services to individuals calling or 1 _
visiting City Hall
Budget and Capital Programming Proportion of citywide employees 30 8.25
Management Services Proportion of citywide employees 44 11.75
Employee Relations Proportion of citywide employees 20 5.25
Total 118 31.25

The methodology used to estimate the number of positions providing service to the Valley is as
follows. The Management and the Office Services Divisions primarily support the activities of the
department’s other divisions. The costs of these divisions, therefore, can be allocated to the Valley
based on the proportion of department employees that provide services to the Valley.

The Information Desk portion of Offices Services would be apportioned geographically. Because the
Information Desk primarily serves individuals visiting City Hall or those calling to acquire information
about City Hall, the cost of staff dedicated to the Desk would be allocated entirely to the City.

The Budget and Capital Programming Division is comprised of five groups that provide services to the
City related to finance, budgeting, and debt administration. The majority of these groups provide
services to a select group of City departments as well as services that have citywide application. For
example, the Finance Group is responsible for coordinating the development of revenue and
supporting documentation for the annual budget, for monitoring actual revenues and expenditures
during the fiscal year, and for providing periodic financial status reports to the Mayor and Council. The
Group also has specific budget responsibility for the Office of Finance, City Clerk, General City
Purposes, the Unappropriated Balance and the Reserve Fund. Given the wide scope of internal
support services provided by this Group as well as others in the division, staffing costs for this division
are apportioned to the Valley based on the proportion of employees citywide that serve the Valley.

The Management Services Division is comprised of six groups that generally provide review and
analysis related to grants management, budget review services, disaster grant administration, and
departmental and interdepartmental IT and communication services. The division is also responsible
for the City's Risk Management Program and provides staff support for the Quality and Productivity
Commission. The vast majority of the division’s groups provides services to a wide selection of City
Departments and/or provides services that have citywide application. For example, the Proprietary
Departments Analysis and Disaster Grants Group is responsible for financial and budgetary analysis
for the Personnel Department and the City’s proprietary departments. This Group is also responsible
for Disaster Grants Administration and coordinating the printing of the Mayor’'s proposed and Adopted
Budgets. Given the wide scope of internal support services provided by this division, staffing costs are
apportioned to the Valley based on the proportion of employees citywide that serve the Valley.

The Employee Relations Division is responsible for representing the City's management in relations
with employee representatives pertaining to economic or citywide issues. It also advises departments
on salary, organizational and contract matters, and oversees and enforces the City's Living Wage,
Service Contract Worker Retention, and Equal Benefits ordinances. Given its citywide responsibilities,
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the division’s staffing costs are apportioned to the Valley based on the proportion of employees
citywide that serve the Valley.

The department also has budgeted for the cost of a small number of “as needed” Administrative
Trainee positions. A proportional amount of the cost of these positions are assumed allocated to the
Valley City in the same percentage as the number of budgeted positions allocated to the Valley.

Non-salary personnel expenditures are also estimated based on the proportion of department
employees allocated to the Valley.

Contractual Services

The department contracts with outside vendors for specialized services generally including but not
limited to revenue report application maintenance, Automated Budget System maintenance, annual
maintenance of BRASS software and other BRASS-related services, graphics, auditing of outside
legal bills, retirement and employee benefit studies, and employee fact-finding and arbitration. For
fiscal year 2000-01 OARS budgeted $539,475 for contractual services. The costs of contractual
services are allocated to the Valley City purchase of service agreement based on the proportion of
department employees allocated to the Valley.
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Aging

The Department of Aging manages the City’s Senior Citizen activities. The primary function of the
department is the management of the federal Older Americans Act (OAA) and the Older Californians
Act (OCA), which are allocated through the California State Department of Aging. The OAA was
enacted in 1965 to provide funding for social, employment, transportation, and nutrition programs for
persons sixty years of age and older. OAA funding is allocated to California for designated uses
based on the number of seniors. The California State Department of Aging allocates funding to local
Area Agencies on Aging (AAA) within the State, including the City of Los Angeles, which are primarily
responsible for the provision of service to seniors.

Distribution of Service within City

The City of Los Angeles, simultaneously designated as the Area Aging Agency (AAA) and a Planning
and Service Area (PSA 25), manages the use of OAA funding in 15 Aging Service Areas (ASAS)
within the City; five of which are located in the San Fernando Valley. OAA funding is used for services
managed by the department that are available through the City's Multipurpose Senior Centers. The
Multipurpose Senior Centers are operated by non-profit agencies, and provide direct services
including nutrition programs, case management, and paratransit door-to-door service. As of fiscal
year 2000-01, 16 Multipurpose Senior Centers are available in the City, with five located within the
boundaries of the proposed Valley area of special reorganization.
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In addition to the services available at the Multipurpose Senior Centers, the Department of Aging
centrally manages and operates direct programs including the Emergency Alert Response System
(EARS), which involves the distribution of medical monitoring equipment, and a job training program
for low income residents who are 55 and older.

All City-employed department staff are located at City office space in the Mid-Wilshire area of Los
Angeles. Including the direct services described above, department staff administers the OAA funds
from the State, manages contracts with the Multipurpose Center non-profit agencies, and provides for
direct administrative support of the Department of Aging.

Cost of Service

Direct Department of Aging services in the San Fernando Valley are mostly provided through the
operation of five Multipurpose Senior Centers in the Valley. The centers are operated through
contract with non-profit agencies, and are supported primarily with OAA funds.

In the event of a Valley special reorganization, the City of Los Angeles would lose the portion of its
OAA funding attributable to the Valley, as these federal funds are allocated based in part on the
number of seniors in the City. The lost OAA funding would be redirected to the County of Los
Angeles. In order for the Valley City to receive OAA and OCA funds, it would need to be designated
as a PSA. To be designated as a PSA, the Valley City would need to be approved as such by the
California Department of Aging, as set forth in the California Code of Regulations. It is not assumed in
this analysis that the Valley City would be designated as a PSA or would otherwise receive OAA
funds.

Because the County would receive OAA funding, which would have been paid to the City of Los
Angeles prior to the special reorganization, it is assumed that the County would assume responsibility
for OAA-funded services in the Valley. Therefore, the current City staff cost associated with the
programming and administration of OAA funding is not allocated to the Valley. Certain services
would, however, continue to be provided by the City on behalf of the Valley. An estimate of the
number of department staff that provide services to the Valley can be made based on the proportion
of workload or demand for the services in the Valley.

For fiscal year 2000-01 the Department of Aging has budgeted 48 positions, all of which are located in
City office space at 2404 Wilshire Boulevard in the City of Los Angeles. The department is organized
into four divisions. The table below summarizes the primary functions of each division.

DEPARTMENT OF AGING
INTERNAL DIVISION FUNCTIONS

Division Eunction
Management Fiscal and personnel administration; program planning.

Planning, Public Affairs, Community Education ~ Contractor selection; analysis of State legislation; State reporting.
& Outreach Division

Contract Development, Program Management Develops and monitors contracts with non-profits; compliance with

& Technical Assistance Division federal, state, and city regulations.
Administrative & Financial Support Services Administers grants and departmental operations.
Division
Direct Services Division Provides information to seniors; operates EARS program; Senior

Employment Program.
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Based upon an analysis of the functions of each division, position descriptions, and workload
indicators, an estimate of the proportion of each departmental division providing service to the Valley
can be made.

Department personnel costs within the Planning, Public Affairs Division and Contract Development
Division are not allocated to the Valley, although these personnel provide service to the Valley,
because of the uncertainty over the provision of OAA and OCA funds to a new Valley City.

The number of staff of the Direct Services Division that work for the benefit of the Valley is estimated
using a City Funding Formula (CFF). The CFF is used to allocate OAA funds to the ASAs in the City
and appears to reflect the service needs of seniors. The CFF applies a 20 percent weight to the
number of seniors age 60 or above, a 30 percent weight to the number of frail seniors (those 65 or
older needing mobility assistance), a 25 percent weight to the number of low income seniors (60 or
above at or below the federal poverty line), and a 25 percent weight to the number of seniors that are
minorities. > Since 1987, the CFF has been used to ensure the City meets the OAA mandate that
funding distribution match the number of senior within each ASA. Based on the demographic profile
of the Valley, 28.55% of OAA funds are allocated using the CFF. This percentage is used to estimate
the number of personnel in the Direct Services Division that provide services for the benefit of the
Valley.

The proportion of Administrative & Financial Support Services Division staff providing support service
to Valley staff is based on the percentage of City employees that would transfer to the new Valley City.

DEPARTMENT OF AGING
ALLOCATION OF WORKLOAD AND PERSONNEL

Funded Valley

Division Allocation Method Positions Off-Budget Allocation
Management Proportion of employees 4 .25
Planning, Public Affairs, Community Not allocated 8

Education & Outreach Division

Contract Development, Program Not allocated 11
Management & Technical Assistance
Division
Administrative & Financial Support Services Proportion of employees 18 1.25
Division
Direct Services Division City Funding Formula 7 4 2.00
Total 48 4 3.50

Based on this analysis, the Valley would be allocated the costs of 3.5, or 7.3%, of the department’s
staff beginning in fiscal year 2002-03.

2 City of Los Angeles, 2000-2001 Update to the 1997-2001 Planning and Service Area Plan, p. 71.
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Animal Services

The Department of Animal Services enforces all laws and ordinances regulating the care, custody,
control, and prevention of cruelty to animals within the City. In carrying out these functions, the
department operates and maintains animal shelters, issues permits, and conducts inspections for the
operation of animal establishments. It also issues dog and equine licenses, participates in the
County’s rabies control program, offers educational services, and conducts administrative hearings to
resolve problems concerning dangerous animals and dogs that bark excessively.

Distribution of Service within City

The department provides a majority of its direct services through six animal shelters located
throughout the City of Los Angeles. Two of these shelters, the West Valley Animal Care and Control
Center (“West Valley Shelter”) and the East Valley Animal Care and Control Center (“East Valley
Shelter”), are within the boundaries of the proposed Valley City. The West Valley Shelter is in
Chatsworth and serves 19 zip codes, all of which are located in the proposed Valley City. The East
Valley Shelter is in North Hollywood and serves 23 zip codes, most of which are within the boundaries
of the proposed Valley City. Five zip codes served by the East Valley Shelter are not located in the
Valley area. Two of the zip codes are in unincorporated areas, two are in the City of Burbank, and
one is split between the City of Glendale and an unincorporated area. A map identifying the location
of each animal shelter is provided on the following page.
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Each of the department’s six animal shelters manages pet adoption and veterinary services that
include the treatment for sick, injured or stray animals. The shelters care for pets that are sick,
injured, aged, or have behavior problems and are turned in by their owners. In addition, the shelters
respond to reports of dangerous animals, dog barking problems and cases of animal cruelty. They
also provide animal traps for cats, dogs, opossums, raccoons, and squirrels.

Several direct services the department provides are not administered through any of the six animal
shelters. These include dog license issuance and renewal, door-to-door collection of delinquent
license fees, and special permitting. The License Issue and Renewal section employs 10
administrative positions and is responsible for processing the 250,000 transactions and requests the
department receives annually. The door-to-door collection of delinquent license fees is handled by an
outside vendor and requires the efforts of nearly two full-time administrative positions. The Permits
Section of the department is staffed by one full time Senior Animal Control officer and makes
approximately 900 public contacts per year, collecting $50,000 in permits and fees.

Department personnel providing direct services are located both at the animal shelters and at the
Administrative Offices at 419 South Spring Street. The department’s direct administrative support
personnel are also located at the downtown Administrative Offices. In addition, the department has
five commissioners who help determine departmental policy.

Cost of Service

The Department of Animal Services provides services in the San Fernando Valley predominantly
through the two animal shelters located within the Valley. Allocating the cost of these services to a
new Valley City would involve allocating the cost of City staff that operates these two shelters, as well
as the costs of a proportionate share of administrative support staff currently located at the
Administrative Office.

The department is divided into six divisions, the functions of which are described in the table below.

DEPARTMENT OF ANIMAL SERVICES
INTERNAL DIVISION FUNCTIONS

Division Eunction

Management Responsible for overall department management and oversight.

Personnel Services Responsible for department personnel matters.

Administrative Services Provides secretarial and clerical support, disseminates public
information, oversees budget preparation, and performs several other
tasks.

Field Operations Provides for enforcement of laws relative to care, treatment and

impoundment of animals, investigates nuisances created by