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DATE: July 13, 2017

TO: Honorable Mayor Eric Garcetti 
Honorable Members of the City Council

FROM: Ron Galperin, City Controller

SUBJECT: Comprehensive Review of Special Purpose Funds

Over the last several years, this Office has become increasingly concerned with 
significant growth in certain Special Fund balances while the City has struggled to 
maintain essential services funded through its General Fund. As of June 30, 2017, the 
City has 848 active Special Purpose Funds ("Special Funds”) -- including, but not limited 
to, bond funds, fee-based funds, grant funds and trust funds. These Special Funds were 
created by either ordinance or Council approved motion, are typically managed by 
individual departments, and are generally legally restricted to spending for specific 
purposes and/or to Proprietary or enterprise Departments of the City.

In 2013, the Controller’s Office and the City Administrative Officer provided a report on 
the status of City’s Special Funds to the City Council’s Budget & Finance Committee (CF 
13-0600-S133). The report provided information regarding the stated purpose of each 
fund, the sources of its revenue, eligible uses and available cash balances. Updated 
information on each fund is also posted on the Controller’s Open Data website.

My Office has continued the work of sorting through the Special Funds by taking a more 
in-depth look at some of these funds. In the 2017-18 Adopted Budget, the Mayor and the 
City Council, both recognizing this as a significant and pressing issue, provided two 
positions to the Controller’s Office dedicated solely to the review and analysis of Special 
Funds. This action will now allow us to begin to develop a comprehensive assessment of 
all the City’s Special Funds and a strategy to oversee and manage these funds.

Though the focus is often on the General Fund, these special funds represent a large 
portion of the City’s financial resources. As of June 30, 2017, the total cash balance of 
the special funds is $8.7 billion, compared to approximately $800 million in the City’s 
General fund as of the same date. And in FY 2016-17, more money came in than was 
spent. Over the past twelve months, the total cash balance in special funds increased by 
more than $1.25 billion.
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What We Have Learned So Far

As my staff began their review of the Special Funds, we closely examined 76 Special 
Funds whose cumulative end-of-year 2015-2016 cash balances had more than doubled 
in six years -- from $714 million in 2010 to nearly $1.6 billion in 2016. We found that 
there was very little oversight in the management of these funds beyond that provided by 
the operating departments. While City departments have day-to-day oversight, and 
certain Special Fund schedules are included as part of the City’s overall budget process, 
it became evident that there is little centralized review of Special Fund expenditures. Only 
a small minority of Special Funds receive significant scrutiny during the City’s annual 
budget process.

In our reviews here to date, we have noted that:

There are no standardized rules governing Special Funds. Each Special Fund is 
created through a separate ordinance which in turn effectively establishes its own 
rules.
Individual Special Fund accounting practices -- such as when and how to do 
reconciliations and how expenditures should be approved and recorded -- vary. 
Funds created long ago sometimes have different operating practices than newer 
funds. This can create confusion since there is no standardized accounting 
process to reconcile these funds.
Some Special Funds remained unspent due to outdated City rules that restricted 
the purposes for which they could be spent at the time.
Some Special Funds did not reimburse the General Fund for their full share of 
centralized, or indirect costs due to the General Fund.
Departments reported Special Fund monies as committed or encumbered for 
purposes that were not necessarily clear or still relevant.
Some Special Funds held sizeable balances even though they had been idle, or 
nearly so, for years. In some cases, the programs for which they were created no 
longer existed. In others, revenues were encumbered long ago but remained 
unspent.

What We Hope To Achieve In This Process

As we embark on this review of the City’s Special Funds, we believe that there are some 
areas that will yield short-term, and even more substantial long-term benefits, including:

• Immediately closing old/dormant Special Funds which could yield a significant one
time benefit to the General Fund;

• Ensuring proper application of the City’s CAP rates to ensure full cost recovery for 
staff costs;

• Examining the possibility of consolidating certain funds that are similar in intent;
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• Identifying those funds that are similar and assess if they can be leveraged to 
create greater synergy to accomplish larger operational goals;

• Categorization of funds for easier application and review;
• Developing greater transparency in reporting Special Fund balances and 

expenditures as part of the City’s overall financial reporting; and
• Achieving greater flexibility in the usage of funds.

The Plan Forward

To begin to better understand and address these issues, our intent is to establish a multi
department working group in which managers can share their experiences and propose 
solutions to common problems. Together, we will identify and recommend best practices, 
rules and guidelines.

Our aim is to create and recommend to the Mayor and City Council an overarching policy 
that will help to address the following issues, including:

Standards for Special Fund creation and closure;
Disposition of fund balances;
Consolidation of selected funds;
Accrual of Interest and distribution thereof;
Reimbursements from Special Funds for indirect costs currently being paid for from 
the General Fund;
Rule changes to achieve potentially greater flexibility in how funds may be used -
both retroactively and prospectively;
Recommendations on policies for when and how the City might in certain events 
borrow from its own Special Funds rather than from outside sources; and 
Strategies for achieving the best possible rate of return on invested Special Fund 
monies.

Our intent is that these efforts will result in ongoing improvements in Special Fund 
administration, management, oversight, and efficiency, and that this will result in 
expanded resources being made available to meet the City’s most pressing needs and 
priorities. To that end, I will also expand the focus on Special Funds in relevant reports to 
the Mayor and Council, such as the Controller’s Preliminary Financial Report in 
September and the Revenue Forecast Report in March.

In Summary

Too often, discussions of City finances are limited to the General Fund. While the General 
Fund is certainly the largest and most flexible of the City’s funds, such a focus yields an 
incomplete picture of available resources. This project will be a significant step forward in 
making certain that City policymakers and department managers have the clearest
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possible view of the entirety of City resources in determining how they should best be 
spent to serve public needs.

I look forward to our ongoing work on this vitally important project, and to reporting on its 
successes.

Attachment


