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Ron Galperin

CONTROLLER

February 6, 2017

Honorable Eric Garcetti, Mayor 
Honorable Members of the City Council 
City of Los Angeles, California

Dear Honorable Members:

SUBJECT: FISCAL YEAR 2016 AUDITED FINANCIAL STATEMENTS -
THE COMPREHENSIVE ANNUAL FINANCIAL REPORT (CAFR)

I submit herewith the City of Los Angeles' Comprehensive Annual Financial Report 
(CAFR) for Fiscal Year 2016. The CAFR summarizes and presents the City’s financial 
position and activities for the previous fiscal year, consistent with generally accepted 
accounting principles (GAAP), and has been audited by Macias, Gini & O’Connell (MGO) 
a firm of independent certified public accountants.

i

In addition to the government-wide financial statements, the CAFR also includes the:

• Revenue and expenditure
• Pension benefits, contributions, actuarial assumptions, and funding ratios for all 

three City pension systems
• Net position, fund balances, and tax revenues;
• Property taxes -- and top taxpayers
• Debt and debt capacity;
• Demographic and economic data;
• Staffing and operating indicators; and
• Condition ratings for City bridges

The CAFR, along with the City’s Annual Budget and the City Administrative Officer’s 
periodic financial status reports, presents a comprehensive picture of the City's finances.
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It also offers an opportunity to consider the financial opportunities and challenges the City 
will be facing in this year and years to come.

Through the last five years, the City has been very focused on eliminating its structural 
deficit - to bring ongoing costs in line with ongoing revenues. While we have made 
notable progress toward this goal, we are not there yet. The 2016 CAFR shows that, for 
the first time since 2012, General Fund expenditures grew faster than General Fund 
revenues. This type of imbalance in any given year is not necessarily a problem for a 
large City with strong reserves, but if this become a trend it threatens to reverse the 
progress we have made over the past years toward eliminating the structural deficit while 
restoring services.

A copy of the CAFR, including the auditor’s report, is attached, and can also be found at 
www.lacontroller.org/financial reports. I would especially encourage taking a look at the 
Operating Indicators section, which has been redesigned to be more user friendly. It 
includes ten years of data on indicators such as parking citations issued and recyclables 
collected, as well as performance metrics such as response times for fire, police, graffiti 
removal, and other services. In addition, on the website you will find our Community 
Financial Report, which is a visual summary and interactive presentation of the 
information contained in the CAFR.

Assets and Liabilities

In fiscal year 2016, the City’s total net position (assets less liabilities) increased by 
$2.3 billion to a total of $19.9 billion. The chart below compares net position for 2015 and 
2016 (in millions):

2015 Change2016
Assets
Liabilities
Total Net Position
* Assets and Liabilities are inclusive of deferred items.

$ 60,190 $
(42,607)

$ 17,583 $

63,512 $ 
(43,645) 

19,867 $

3,322
(1,038)

2,284

Of the $63.5 billion in assets, 75 percent ($47.5 billion) is owned by the City’s enterprise 
funds (the proprietary departments - Airports, Port, and DWP; the Sewer and 
Construction Maintenance Fund; and the Convention Center).

Of the $43.6 billion in liabilities, the largest single piece is the $8.2 billion net pension 
liability for the three City pensions systems, an increase of $570 million over 2015. The 
increase was driven largely by investment returns less than the actuarially assumed rate 
of return.

http://www.lacontroller.org/financial_reports


Honorable Eric Garcetti, Mayor
Honorable Members of the City Council
City of Los Angeles, California
February 6, 2017
Page 3

Revenues and Expenditures

Total General Fund revenues in 2016 were $6.4 billion ($129 million or 2.1 percent above 
2015) with notable increases in the following areas:

• Transient Occupancy Tax (13.8 percent)
• Sales Tax (12.5 percent)
• Parking Users Tax (10.7 percent)

While the base component of the City’s share of property tax revenues grew 5.6 percent 
the growth in overall property revenue was lower due to the end of the Property Tax/Sales 
Tax Replacement, (aka “Triple Flip”). Conversely, the end of the Triple Flip accounted for 
most of the reported growth in sales Tax.

Two revenue categories decreased notably between 2015 and 2016:

• Utility Users Tax (3.9 percent)
• Parking Fines (2.9 percent)

Total General Fund expenditures were $6.3 billion, ($272 million, or 4.5 percent above 
2015). The largest growth areas were:

• Pension and Retirement Contributions (17.9 percent)
• General Government (8.7 percent)
• Community Development (7.1 percent)

Opportunities and Challenges

Since 2011, General Fund revenue has averaged 4.2 percent growth annually. However, 
the 2.1% growth in 2016 may indicate this trend is slowing.

The chart below shows General Fund revenue and expenditure growth over the last five 
years. Expenditure growth has been held at or below revenue growth from 2013 to 2015. 
However, in 2016 this trend did not hold -- with expenditures growing more than two 
percent faster than revenues.

General Fund Revenue and Expenditure Growth (Non-GAAP Basis)
2012 20142013 2015

Revenue Growth 
Expenditure Growth

2.4%
2.7%

6.0%

5.1%
2.1%
4.5%

5.3%
3.4%

5.2%
5.2%
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In addition to closing the gap between revenue growth and expenditure growth, the City 
will be faced with a number of challenges in the years to come:

• Rising personnel costs (salaries, benefits, pensions);
• The approaching wave of retirements as the City workforce ages,
• Potential increases in liability claims; and
• Potentially significant reductions in federal grant funding.

On the positive side, the multi-year effort to renegotiate much of the City’s outstanding 
debt has paid significant dividends, holding down debt service costs and allowing for 
additional investment in capital assets. The City’s strategic use of the Commercial Paper 
program has also contributed greatly to these savings. While record-low interest rates 
appear to be in the past, strategies for reducing the debt burden continue to be good 
opportunities for saving money.

Looking Forward

Based on the information provided in this year’s CAFR, and the challenges the City will 
likely face in the future, it is very clear that the City needs to prioritize amongst competing 
needs. These needs, include, but are not limited to: the basics such as public safety, 
streets, public works - and combating homelessness, developing affordable housing, 
significant infrastructure projects, modernization of the City's technology (including body- 
worn cameras, a new payroll system, and numerous other projects), building 
maintenance, fleet replacement, and more.

If we are to have the resources to weather the challenges and still fund our priorities, we 
must continue to press for new and expanded sources of revenue, such as those 
discussed in my 2015 audit titled “Smart Data Sharing: a Path to More Revenue”, along 
with the Council’s annual revenue reviews, and recent CAO reports. We must also 
examine the potential use of special funds to see how they might be used more 
strategically for projects and services instead of relying on General Fund resources.

If you have any questions, please contact Matthew Crawford, Director of Financial 
Analysis and Reporting at (213) 978-7203

Sipcerely,

(U-
KON GALPERIN 
City Controller

Attachments


