


many of these funds, either closing them outright or freeing up the unused money for other
purposes. Despite this progress, the number of idle funds has grown to 187 with an overall cash
balance of $54.9 million. The City should again embark on a thorough review of these funds to
determine which idle funds can be closed or repurposed to meet urgent community needs.

Opportunities exist

The challenging fiscal situation before us gives the City an opportunity to increase the use of
special funds to pay for programs and services that otherwise would not receive funding in next
year’s budget. To that end, my office recommends these actions:

e Continue leveraging special funds to reduce the burden on the General Fund by
working with departments to identify which can be used immediately to support public
safety or social and economic development programs.

o Identify creative ways to expand the use of special funds by having departments
analyze their special funds and report on whether the requirements of each could be
modified to allow for more projects or programs through the legislative process.

e Improve the City’s accountability and overall management of special funds by
repealing all closed special funds, determining whether interest earned from new special
funds can go first to the General Fund and automatically disencumbering outstanding
special fund encumbrances that are three years old or older.

The upcoming budget process will present a slew of difficult funding choices as programs
created during the pandemic to improve neighborhoods and help those most in need no longer
have a clear funding source. To preserve the services Angelenos rely on, | urge the City to
adopt and implement these recommendations so that Los Angeles can better leverage the
resources at its disposal.

Sincerely,

e

RON GALPERIN
L.A. Controller

cc: Sharon M. Tso, Chief Legislative Analyst
Matthew W. Szabo, City Administrative Officer

200 M. MAIN STREET, SLITE 300, LOS ANGELES, CA 90012 (213) 978-7200 CONTROLLER.LACITY.ORG

AN EQUAL EMPLOYMENT OPPORTUNITY = AFFIRMATIVE ACTION EMPLOYER
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SUMMARY

After every fiscal year, the Office of the Controller closes the books and reports
on the finances for the year that just concluded. Although much attention is
paid to the revenues and spending of the City’s General Fund, the City utilizes
funds with restricted uses and rules known as Special Purpose Funds (Special
Funds). This report provides information and updates on specific issues
relative to the City’s Special Funds.

As of June 30, 2021, Los Angeles’ treasury was made up of 798 funds with a
combined cash balance of $12.77 billion. This amount includes the City’s
General Fund, Reserve Fund, debt service funds, proprietary funds, pension
and retirement funds, and Special Funds. This report focuses on 621 Special
Funds, representing approximately $4.59 billion, or 36 percent, of the City’s
entire cash balance. The City has leveraged these Special Funds, whenever
possible, to soften the economic impact of the pandemic and alleviate the
General Fund.

Special Funds are created by ordinance and/or through Council approved
actions. These Special Funds are generally restricted for specific purposes
and managed by individual departments. The City’s 621 Special Funds are
dedicated to every function, or key purpose in providing public service to its
citizens as shown in Exhibit 1.

EXHIBIT 1
Special Funds by Function

Cash Balance ($4.59 Billion) Number of Funds (621)

19 31 21
$160,620,966
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Special Funds Report

Summary

Depicted in Exhibit 2 as a yellow line, the annual General Fund cash balance
increased over time by 5.2 percent compared to 2014. Over that same period,
Special Fund cash balances grew by an annual average of 4.5 percent shown
in the same exhibit as an orange colored line. Although revenues and
expenditures have increased in the General Fund and Special Funds, only
General Fund cash reverts to the Reserve Fund at the end of each fiscal year.
Uncommitted Special Funds and unspent encumbrances from prior years
remain in their funds until expended.

/ EXHIBIT 2 \
Rate of Revenue, Expenditures and Cash Balances

Between General Fund 100 and Special Funds
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I General Fund (100)Revenue General Fund (100)Expenditure

Special Purpose Fund Revenue H Special Purpose Fund Expenditure
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Pandemic Impact

Exhibit 2 shows that the General Fund cash balance dropped by 30.3 percent
or $192.3 million, while Special Funds’ cash balances decreased by 5.7 percent
or $278.6 million from fiscal year 2021 to fiscal year 2020.

COVID-19 expenditures were $729.9 million from March 2020 to June 30,
2021. Offsetting these costs were Federal Emergency Management Agency
(FEMA) reimbursements of $39 million, and the federal Coronavirus Aid,
Relief, and Economic Security Act (CARES Act) in the amount of $694.4
million.
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Special Funds Report

Summary

At the time of the preparation of this report, City departments have spent
more than $1.1 billion on programs, supplies, homeless housing, regular and
overtime staff hours, emergency rental assistance, testing and vaccination
efforts.

Of that amount spent, $200 million was borrowed from various Special Funds
to front the cash needed by City departments to pay for immediate COVID-19
expenses. These loans were repaid using federal financial assistance funding
from the CARES Act and the American Rescue Plan Act (ARPA) received in
2020 and 2021 respectively.

By the end of fiscal year 2021, four new Special Funds were created to account
for various COVID-19 spending programs. These funds had a combined cash
balance of $716.8 million on June 30, 2021.

For more information about how the City has financed the pandemic losses,
please see the following visual reports released by this Office:

e Latest innovative tool to explain the City’s complex financial picture
called "How the American Rescue Plan is Impacting L.A.” at:
https://lacontroller.org/press-releases/federal-funds-impacting-la/

e Illustration on how the City was spending federal aid in its response to
the pandemic using the "COVID-19 Spending tracker” at:
https://lacontroller.org/data-stories-and-maps/covidspending/

Positive Signs

This Special Funds Report is organized by the following sections: Revenue;
Expenditures; Cash Balance; Ongoing State of Idle Special Funds; and
Recommendations. There is a discussion of annual and monthly trends
including notable changes from prior years for Special Fund revenue,
expenditures, and cash balances. The report contains recommendations and
proposed policy changes the City could adopt to improve the management of
Special Funds.

An interactive presentation of this Special Funds report is available at:
https://lacontroller.org/financial-reports/special-funds/
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Special Funds Report

Summary
1. Revenue

Although Special Fund revenue has increased annually by an average of 6.7
percent over the past seven years, in fiscal year 2021 revenue increased by
5.9 percent. The Housing & Homelessness function and Debt Service revenues
contributed greatly to this, with an increase of 46.5 percent and 44.5 percent
respectively. Federal funding for the Economic Development function also
added to the rise.

2. Expenditures

Average annual Special Fund expenditures grew by 6.9 percent. Expenditures
in 2021 were 18.4 percent higher than in 2020. The largest jump was in the
form of pandemic spending in the Economic Development function by 588.6
percent.

3. Cash Balance

Although the average annual cash balance was 4.1 percent, the 2021 cash
balance decreased by 5.7 percent as a result of Special Fund expenditures of
$6.41 billion exceeding $6.09 billion in revenues. Primarily, the decrease was
from City COVID-19 Special Fund expenditures in the amount of $846.6
million.

4. Ongoing State of Idle Special Funds

Idle Special Funds are hereafter defined as funds which have had no spending
for more than two years. In 2018, this Office released a list of 123 Special
Funds with a combined balance of $28 million that sat dormant (C.F. 18-
0270). As a result of this Office's work with the Budget and Finance
Committee and through CAO recommendations that were adopted by the City
Council, a significant amount of Idle Special Funds were addressed. Since the
2018 report, 63 Special Funds were closed and seven became active.
However, 134 Special Funds have been added to the list as they have hit the
two-year inactivity threshold, for a current total of 187 idle Special Funds with
a total cash balance of $54.9 million.
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Special Funds Report

Summary
5. Recommendations

The City still faces fiscal uncertainty in 2021 due to the evolving status of the
coronavirus pandemic and its effects on the economy. Further, the lack of
once available one-time funding from the federal government will leave gaps
of funding for important City programs. However, this is an opportune time
for the City to take inventory of Special Funds and how they can be maximized.
As such, we make the following recommendations:

e Continue leveraging Special Funds to relieve the burden on the
General Fund.

o Instruct the City Administrative Officer (CAO) to work with
relevant departments to report on how Special Funds could be
used to assist with or complement General Funded public safety
issues and social or economic development programs.

o Identify creative ways to expand the use of Special Funds.

o Instruct the CAO and relevant departments, with the assistance
of the City Attorney, to analyze their Special Funds and report on
the feasibility of expanding the use of the fund by changing the
original language establishing the Special Fund.

e Improve the City’s accountability and management of Special
Funds.

o Request the City Attorney to draft an ordinance to repeal
previously closed Special Funds (listed in Schedule 6) so that their
corresponding ordinances can be removed from the
Administrative Code.

o Request the City Attorney, with the assistance of the CAO, to
identify whether interest earnings from new Special Funds can
legally first go towards the General Fund and to subsequently,
provide the steps necessary to implement this potential change, if
legally allowable.

o Instruct the CAO to develop a policy to automatically disencumber
outstanding Special Fund encumbrances three years or older.

o Request the City Attorney to incorporate a sunset clause for new
Special Fund ordinances.
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Special Funds Report

Summary

o Instruct the CAO to create a Departmental Special Fund Creation
Form and require Departments to submit this form to summarize
the intent and nature of the new Special Fund being requested.

o Instruct the CAO to establish a policy that allows the removal of
old and obsolete grant idle Special Funds, especially when there
is insufficient documentation available to keep them.

o Instruct the CAO and relevant Departments, with the assistance
of the City Attorney, to report on the item found under the
Additional Actions to Consider column listed for each idle Special
Fund in Schedule 8.

o Instruct the CAO to evaluate the recommendations in this report
and to report back on which should be included in the City’s
financial policies.
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Financial assistance from the federal and state governments helped the City
of Los Angles weather the economic blow from the COVID-19 pandemic in
fiscal year 2021. After struggling to provide essential services and programs,
and deliver projects for the first 8 months of the fiscal year, the passage of
the American Rescue Plan Act relieved the financial pressure and allowed the
City to expand needed services and look to future years’ growth without fear
of imminent financial troubles.

The City’s emphasis from a budgetary standpoint has always been managing
the General Fund treasury. Special Funds are often treated as a secondary or
background funding source. However, Special Funds actually represent a
much larger portion of the City’s overall financial resources than the General
Fund. As of June 30, 2021, the total cash balance in 621 Special Funds was
$4.59 billion compared to a General Fund cash balance of $1.65 billion @ which
includes the Reserve Fund and Budget Stabilization Fund.

Section I: Revenues

In fiscal year 2021, 621 Special Funds generated $6.1 billion in revenue, a 5.9
percent increase over the prior year.

EXHIBIT 3
8-Year History of Special Purpose Fund Revenues
(In Millions)
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aPer Governmental Accounting Standards Board Statement No. 84 for identifying fiduciary activities beginning in fiscal year 2021, Page | 7
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17 governmental funds were added. For comparison purposes only, data prior to 2021 was adjusted accordingly for all exhibits
throughout this report.



Special Funds Report

Discussion
By function, the largest 2021 growth was in Housing & Homelessness
revenues, which increased by 46.5 percent, driven by the U.S. Treasury’s
award for the Emergency Rental Assistance Fund in the amount of $196.9
million.

Exhibit 4 shows the ten Special Funds with the largest revenue, with the top
three being the Sewer Construction and Maintenance Fund, the American
Rescue Plan Act Fund, and the Recreation and Parks Fund. New revenues of
$639.5 million were recorded under the American Rescue Plan Act Fund for
internal accounting and tracking purposes and immediately transferred to the
General Fund as revenue to offset expenditures for government services.

/ EXHIBIT 4 \
Top Ten Funds by Total Revenues

(In Millions)

2020 2021 Chg%
1 Sewer Construction and Maintenance 737.9 755.1 2.3%
2 American Rescue Plan Act Fund 0.0 639.5 Federal Assistance
3 Recreation and Parks 320 338.2 5.7%
4 Sewer Operations and Maintenance 395.1 335.7 -15.0%
5 Solid Waste Resources 350.3 310.3 -11.4%
6 Library 192.9 205.5 6.5%
7 U.S. Treasury Emergency Rental Assistance 0.0 195.9 Federal Assistance
8 Proposition A Local Transit 150.7 172.9 14.7%
9 Building and Safety Building Permit Enterprise 228.8 169.3 -26.0%

Q Sewer Capital 175.6 163.0 -7.2% /

Another new Special Fund was the U.S. Treasury Emergency Rental Assistance
Fund for the receipt and disbursement of federal grant funds for direct rental
assistance (C.F. 21-0042). The City received $195.9 million in 2021 for this
program.

The graph below compares Special Fund monthly receipts between 2019 and
2021. Monthly revenues between July through April shows a similar trend
between 2020 and 2021.

For July, the 2019 revenue difference was $276 million from the GO Bonds
Series 2018A (Taxable) Proposition HHH Construction Fund proceeds and
$127.2 million in revenue from Solid Waste Resources Revenue Bonds Series
2018A Acquisition Fund proceeds.
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Discussion

EXHIBIT 5
Monthly Special Fund Revenues
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The November 2019 increase was from Wastewater System Subordinate
Revenue Bonds 2018A Construction Green Bond Fund 75R proceeds of $200
million and Wastewater System Revenue Bonds Refunding Series 2005A-D
Fund proceeds of $14.3 million.

Mill

The revenue jump in May 2020 was attributed to receipts of $694.4 million in
federal funding into the COVID-19 Federal Relief Fund and the elevated
revenue in June 2020 was attributed to $639.5 million in federal funding into
the American Rescue Plan Act Fund.
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Special Funds Report

Discussion

Section I1: Expenditures

Total fiscal year Special Fund expenditures were $6.41 billion. This was $176
million or 18.4 percent higher than 2020. For the last eight years, total
expenditures grew an average of 6.9 percent.

/ EXHIBIT 6 \
8-Year History of Special Purpose Fund Expenditures

(In Millions)
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Exhibit 6 presents a comparison and makeup of the actual expenditures by
fiscal year. In 2021, the Economic Development function spending jumped
588.6 percent by spending $1.5 billion. Specifically, COVID-19 Federal Relief
Fund spent $675.2 million while the American Rescue Plan Act Fund spent $
639.5 million. Debt Service spending was up by 39.2 percent.

The top 10 Special Funds by total expenditures listed in Exhibit 7 are very
similar to the funds shown in Exhibit 4. Only the Sewer Capital Fund and the
COVID-19 Federal Relief Funds are different between the two lists.

Sewer Construction and Maintenance expenditures decreased by 9.8 percent
along with other sewer funds such as the Solid Waste Resources, Sewer
Operations and Maintenance, and Sewer Capital. $675.2 million received into
the COVID-19 Federal Relief Fund in 2020 was expended in 2021. Another
$639.5 million in federal funding was deposited into the American Rescue Plan
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Discussion

Act Fund and immediately transferred to the General Fund to be used to
balance the budget.

/ EXHIBIT 7 \
Top Ten Funds by Total Expenditures

(In Millions)
2020 2021 Chg %

1 Sewer Construction and Maintenance 758.0 683.4 -9.8%
2 COVID-19 Federal Relief Fund 0.0 675.2 100%
3 American Rescue Plan Act Fund New Fund 639.5 New Fund
4 Solid Waste Resources 386.3 363.6 -5.9%
5 Sewer Operations and Maintenance 387.2 318.7 -17.7%
6 Recreation and Parks 309.9 294.2 -5.1%
7 Library 182.2 182.9 0.4%
8 Building and Safety Building Permit Enterprise 187.1 181.6 -3.0%
9

10

Proposition A Local Transit 152.6 155.9 2.1%
\ Sewer Capital 173.7 149.2 -14.1%/

Exhibit 8 shows Special Fund monthly expenditures from 2019 to 2021.

EXHIBIT 8

Monthly Special Fund Expenditures
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Special Fund expenditures increased in December 2020 by $235.4 million in
the COVID-19 Federal Relief Fund (CRF). The initial federal guidelines required
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Discussion

the CRF expenditures to be incurred by December 2020. Subsequently, this
deadline was extended by Congress with the new deadline for incurring costs
by December 31, 2021. The steep increase in June 2021 was attributed to the
$639.5 million transfer from the American Rescue Plan Act Fund to the General
Fund.

Appropriations, Expenditures & Encumbrances

In fiscal year 2021, total expenditures, including encumbrances, were $6.35
billion. This was $1.64 billion or 35 percent higher than 2020, and $1.85 billion
or 29.2 percent lower than the Budget. The graph below presents a
comparison between the Budget and actual expenditures and encumbrances
by fiscal year.

/ EXHIBIT 9 \

Budget and Actual Expenditures and Encumbrances
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Total actual Expenditures and Encumbrances grew by an annual average of
10.8 percent. In 2021, the total actual Expenditures and Encumbrances
increased by 35 percent from 2020. Budgeted amounts annually increased
by 9 percent, however, the difference in 2021 was 31.4 percent.

Millions

Since 2015, the average difference between the budgeted amount versus
expenditures and encumbrances was 26.5 percent, or $1.59 billion. For 2021,
the difference was $1.85 billion.
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Discussion
Section III: Cash Balance

In fiscal year 2021, the Special Fund cash balance decreased by 5.7 percent
from $4.87 billion to $4.59 billion. Over the same time period, $6.41 billion in
expenditures exceeded $6.09 billion in revenue. This is the first time since
fiscal year 2016 that the June 30 cash balance decreased from one year to
the next.

Although revenues increased by 5.9 percent compared to FY 2020,
expenditures increased by 18.4% in FY 2021 resulting in a decreased cash
balance. The drop in cash balance was due to the additional spending to
alleviate the impact of the COVID-19 pandemic.

Exhibit 10 below displays an 8-year history of cash balance between 2014 and
2021.

EXHIBIT 10
8-Year History of Special Purpose Fund Cash Balances

(In Millions)
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During this period, Housing & Homelessness and Social Services experienced
the largest average gains at 27.8 percent and 23.1 percent respectively.
Economic Development and Debt Service decreased their cash balances over
the same span at an average of 69.7 percent and 7.2 percent respectively.
Cash balances annually rose an average of 4.1 percent, but decreased 5.7
percent in 2021.

Millions

$1,000
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Exhibit 11 ranks the top ten Special Funds with the highest cash growth in
fiscal year 2021.

EXHIBIT 11
Top Ten Funds with Largest Growth in Cash Balance
(In Millions)
Fund 2020 2021 Explanation
U.S. Treasury Emergency Rental Assistance 0.0 190.7 New Grant
Sewer Construction and Maintenance 29.5 101.2 Higher revenues than expenditures
Homeless Efforts - County Funding Agreement Fund 0.0 52.4 New County assistance
Recreation and Parks 321.6 364.2 Higher revenues than expenditures
Housing and Community Investment Department General Fund Program 17.2 58.6 Higher revenues than expenditures
Building and Safety Building Permit Enterprise 259.8 295.5 Higher revenues than expenditures
Road Maintenance and Rehabilitation Program 121.2 153.5 Higher revenues than expenditures
Special Parking Revenue 23.9 55.6 Higher revenues than expenditures
Wastewater System Commercial Paper A Construction 2.1 33.7 Higher revenues than expenditures
Measure W -Safe, Clean Water - Municipal Program Special Fund 0.0 22.8 New Fund - Measure W

Seven of the Special Funds listed are a result of higher revenues than
expenditures. Percentage-wise, the Wastewater System Commercial Paper A
Construction experienced a 1514.6 percent jump. From a fiscal perspective,
the Measure W - Safe, Clean Water - Municipal Program Special Fund reported
a cash balance of $22.8 million, Homeless Efforts-County Funding Agreement
Fund carried a cash balance of $58.6 million, and finally, the U.S. Treasury
Emergency Rental Assistance featured the largest cash balance for 2021 at
$190.7 million.

The Homeless Efforts - County Funding Agreement Fund was created in July
2020 for the receipt, retention, and disbursement of the County of Los Angeles
Funds to provide immediate assistance to people experiencing homelessness.
The County has committed to providing up to $60 million in services over five
(5) years for a total of $300 million (C.F. 20-0841). As of June 30, 2021, the
cash balance was $52.4 million.
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Discussion
Exhibit 12 compares Special Fund monthly cash balances between 2019 and
2021. The cash balance drop in April 2020 was due to an emergency loan from
the Building and Safety Building Permit Enterprise Fund. The cash balance
drop in September 2020 was due to a loan from the Public Works Trust Fund
834.

EXHIBIT 12
Monthly Special Fund Cash Balances
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This loan from the Public Works Trust Fund to the General Fund for $125
million and $75 million was authorized under the Mayor’s emergency powers
to front-fund COVID-19 expenses. The loan from the Building and Safety Fund
was repaid in July 2020. The increase in cash balance in May 2021 was from
$77.3 million from the U.S. Treasury Emergency Rental Assistance and $639.5
million cash received in the Grant Receipts Fund in May 2021. The cash from
the Grant Receipts fund was transferred to a newly created American Rescue
Plan Act Fund and transferred immediately to the General Fund.

Pandemic Impact on Special Funds

Before the pandemic, Los Angeles was projecting another year of growth. The
annual General Fund cash balance increased by 5.2 percent since 2014. Over
that same period, Special Fund cash balances grew by an annual average of
4.5 percent.
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As was shown in Exhibit 2, General Fund (100) cash dropped by 30.3 percent,
or $192.3 million while Special Funds cash decreased by 5.7 percent, or
$278.6 million.

Since March 2020, COVID-19 expenditures were $729.9 million as of June 30,
2021. Offsetting these costs were FEMA reimbursements of $39 million and
the federal CARES Act of $694.4 million. From the American Rescue Plan Act
(ARPA) the City is slated to get a total of $1.28 billion with $639.5 million
received in May 2021 and the remainder in May 2022.

At the time of the preparation of this report, City departments have spent
more than $1.1 billion on programs, supplies, homeless housing, regular and
overtime staff hours, emergency rental assistance, testing and vaccination
efforts.

Of that amount spent, $200 million was borrowed from Special Funds to front
the cash needed by City departments to pay for immediate COVID-19
expenses. In April 2020, the Mayor exercised his authority as the Director of
Emergency Operations to borrow $125 million from the Building and Safety
Building Permit Enterprise Fund and $75 million in July 2020 from the Public
Works Trust Fund. These loans were repaid using federal financial assistance
funding from the Coronavirus Aid, Relief, and Economic Security Act (CARES
Act) and the ARPA in received in 2020 and 2021 respectively.

For more information about how the City finances the pandemic losses, please
see the following reports released by this Office:

Latest innovative tool to explain the City’s complex financial picture called
“How the American Rescue Plan is Impacting L.A.” at:
https://lacontroller.org/press-releases/federal-funds-impacting-la/

Illustration on how the City was spending federal aid in its response to the
pandemic using the “"COVID-19 Spending tracker” at:
https://lacontroller.org/data-stories-and-maps/covidspending/
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Section IV: Ongoing State of Idle Special Funds

Idle Special Funds are defined as funds which have no spending for more than
two years. In fiscal year 2018, this Office released a list of 123 Special Funds
with a combined balance of $28 million that sat dormant (C.F. 18-0270). As
a result of this Office's work with the Budget and Finance Committee and
through CAO recommendations that were adopted by the City Council, a
significant amount of Idle Special Funds were addressed. Since the 2018
report, 63 Special Funds were closed and seven became active. However, 134
Special Funds have been added to the list as they have hit the two year
inactivity threshold, for a current total of 187 idle Special Funds with a total
cash balance of $54.9 million (See Schedule 5).

Historical Background

e The Controller and CAO released the first Special Funds Report in 2014
looking at recovering interest, closing Special Funds, grant agreements,
and budget reporting (C.F. 13-0600-S133).

o Still outstanding from the 2014 report are Special Funds which
have been closed out in the City’s Financial Management System
but remain listed as ordinances in the Administrative Code.
Schedule 6 includes a list of those funds. The City Attorney should
create an ordinance to repeal these ordinances so they can be
removed from the Administrative Code.

o This Office extensively worked with departments and the CAO to
reconcile Special Fund interest. Of the 149 Special Funds
reviewed, it was found that interest earnings on 101 Special
Funds, or 67.8 percent, could be transferred to the General Fund.
Going forward, this Office recommends a policy where interest
earnings from new Special Funds should first go towards the
General Fund unless there is legal language within the Special
Fund that prohibits the transfer.

e Departments were instructed by the CAO in 2019 to spend down on their
idle Special Fund balances (C.F. 18-0270).

e The Controller released a second Special Funds Report in 2019 detailing
the status of Special Funds with recommendations on policy and
procedures for standardizing the opening, use and closure of Special
Funds (C.F. 17-0786). To date, this report is currently pending in the
Budget & Finance Committee and no action has been taken. For the

Page|17



Special Funds Report

Discussion

report, this Office established a working group of 26 departments,
including the CAO, on how to address obsolete and dormant Special
Funds, unspent appropriations, outdated encumbrances, outstanding
overhead reimbursements and unpaid reserve fund loans. We believe
the following recommendations from the 2019 Special Funds Report
would strengthen the management and administration of Special Funds:

o Automatically disencumber outstanding Special Fund
encumbrances three years or older. This is similar to the
CAOQ'’s revised financial policy which sweeps unspent capital funds
(i.e. MICLA) greater than three years (C.F. 19-0600-S171). The
General Fund already has an automatic disencumbrance policy of
one year. As of 12/31/21, there were 162 idle Special Funds with
encumbrances older than three years totaling $43.4 million. The
oldest encumbrance was in 1992 for $30,000 and the oldest
unspent appropriation was in 1987 for four Special Funds totaling
$400,394.

o Incorporate a sunset clause when a new Special Fund is
created. As of 12/31/21, there were 125 idle Special Funds five
years or older with a total cash balance of $28 million. Of that
total, 99 Special Funds were eight years or older with a cash
balance of $20.1 million. A sunset clause gives the City a deadline
to review and act on the Special Funds based on the proposed
schedule:

= Operational and program activities — Latter of five years or
end date plus 12 months

= Debt Service Funds - Last transaction end date plus one
year

= Grants, Capital Projects - Latter of five years or project end
date plus 12 months.

o The allocation of interest earnings should first go towards
the General Fund unless there is a legal reason not to. This
is consistent with the results of a report by the Controller and CAO
in 2014 where interest earnings of two-thirds of Special Funds
reviewed would go to the General Fund (C.F. 13-0600-S133).

o Departments should submit a Departmental Special Fund
Creation Form to the Controller’'s Office prior to submitting
a report to the City Council when requesting to open a new
Special Fund. The form documents the purpose and eligible use
of the Special Fund being created; identifies the revenue source,
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purpose and eligible uses; its impact to the General Fund,
estimated revenues and expenditures, and justification for its
creation.

During the Pandemic

In 2020, the Controller issued administrative memos for departments to
review unspent Special Fund encumbrances and appropriations, close
inactive Special Funds and repay outstanding Reserve Fund loans.

In 2021, the Controller and the CAO was instructed to report on 29
potential projects to be drawn down against specific idle Special Funds.
For the remaining 95 idle Special Funds, the Controller and the City
Attorney were to report on which Special Funds to escheat to the
General Fund, return balances to the original source, and which Special
Funds could be loaned to the General Fund (C.F. 20-0600-S84). Based
on the Council’s instruction, the Controller’s Office categorized the idle
Special Funds into the following:

Council Recommendation No. 1 No. of 12/31/20
) Funds Cash Balance
Potential Projects for Idle Funds 29 $22,630,243
No. of 12/31/20
C il R dation No. 2
ouncil Recommendation No Funds Cash Balance
A — Escheat Fund to the General Fund 5 $355,658
B — Return to their Original Funding 54 $11,630,451
Source
C — Loan to the General Fund 36 $17,190,068
95 $29,176,177

After reaching out to departments and working with the City Attorney,
it was determined that loaning idle Special Funds to the General Fund
would be unfeasible due to the unique rules and restrictions with each
Special Fund. Furthermore, the General Fund no longer needed loans
since federal assistance from the CARES Act and the American Rescue
Plan arrived in time to provide sufficient cash flow for operations.

There will always be a remnant of idle Special Funds that stay open due
to the nature of the fund (e.g. bond, capital, or grant funds) or remain
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Funds totaling $22.6 million (See Schedule 7).

Discussion
idle until the City identifies a potential project or program for the Special
Fund. From the above chart under “Council Recommendation No. 1”,
departments were asked to identify potential projects for 29 idle Special

Under

“Council

Recommendation No. 2", the Council identified 95 idle Special Funds
that should be used, returned or closed, however, the following are
additional actions based on our work with the departments and the City
Attorney (See Schedule 8).

Council Addition Actions for Council No. of 12/31/20 12/31/21
Recommendation No. 2 Consideration Funds Cash Cash
Balance Balance
Draft ordinance to disestablish
A — Escheat Fund to the | inactive BID 2 $76,822 $77,740
General Fund Draft ordinance to escheat BID
funds to the GF 3 $278,836 $282,169
) Return funds to property owners 4 $139,053 $139,0684
g;;ﬁ;:‘;ﬂ;ﬁ:ﬂ?;urce Return funds to the grantor 29 $2,415,752 | $2,434,856
Transfer to the General Fund. 3 $168,828 $168,830
C — Loan to the General
Fund Loan to the General Fund N/A N/A N/A
Close the fund 8 $6,449,637 1
Monitor fund usage 36 $18,378,083 | $18,884,199
. No longer idle 8 $592,033 N/A
Not Applicable Repay Reserve Fund Loan &
Monitor fund usage 1 $175,851 $175,851
Transfer to the General Fund &
Monitor fund usage 1 $501,282 $501,282
95 $29,176,177 | $22,664,613

Of the 29 Special Funds identified as “Return funds to the grantor” in the
above table, the Mayor’s Office has 23 idle grant funds totaling $2.3 million of
the 2020 cash balance, which represents 93.4 percent of the total. Many had
little information or historical background to support keeping the Special Fund.

o The City should establish a policy to remove old and obsolete grant

idle Special

Funds,

especially when

there s

insufficient

documentation available to keep them. This allows departments
to act and reduce the idle Special Fund amount towards a core

number of relevant idle Special Funds.
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o Going forward, the City should take additional actions (listed in
Schedule 8 under Recommendation No. 2) to reduce the number
of idle Special Funds and shrink the outstanding cash balance.

Section V: Recommendations

The City still faces fiscal uncertainty in 2022 due to the evolving status of the
coronavirus pandemic and its effects on the economy. Further, the lack of
once available one-time funding from the federal government will leave gaps
of funding for important City programs. However, this is an opportune time
for the City to take inventory of Special Funds and how they can be maximized.
As such, we make the following recommendations:

1. Continue leveraging Special Funds to relieve the burden on the
General Fund. Departments should look closely into their Special
Funds to see if they could immediately be used to fund activities related
to supporting general public safety and social programs.

a. Instruct the City Administrative Officer (CAO) to work with
relevant departments to report on how Special Funds could be
used to assist with or complement General Funded public safety
issues and social or economic development programs.

2. Identify creative ways to expand the use of Special Funds.
Departments should work with the City Attorney if the scope of work
described in the Special Fund could be changed to allow for more
projects or programs through the ordinance process.

a. Instruct the CAO and relevant departments, with the assistance
of the City Attorney, to analyze their Special Funds and report on
the feasibility of expanding the use of the fund by changing the
original language establishing the Special Fund.

3. Improve the City’s accountability and management of Special
Funds. Going forward, all stakeholders need to focus on strengthening
and adhering to policy and processes that reduce the amount of idle
Special Funds. The overall management of Special Funds should
improve with the following actions:
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a. Request the City Attorney to draft an ordinance to repeal
previously closed Special Funds (listed in Schedule 6) so that their
corresponding ordinances can be removed from the
Administrative Code.

b. Request the City Attorney, with the assistance of the CAO, to
identify whether interest earnings from new Special Funds can
legally first go towards the General Fund and to subsequently,
provide the steps necessary to implement this potential change, if
legally allowable.

c. Instruct the CAO to develop a policy to automatically disencumber
outstanding Special Fund encumbrances three years or older.

d. Request the City Attorney to incorporate a sunset clause for new
Special Fund ordinances.

e. Instruct the CAO to create a Departmental Special Fund Creation
Form and require Departments to submit this form to summarize
the intent and nature of the Special Fund being requested.

f. Instruct the CAO to establish a policy that allows the removal of
old and obsolete grant idle Special Funds, especially when there
is insufficient documentation available to keep them.

g. Instruct the CAO and relevant Departments, with the assistance
of the City Attorney, to report on the feasibility of the action found
in the Additional Actions to Consider column listed for each idle
Special Fund in Schedule 8.

h. Instruct the CAO to evaluate the recommendations in this report
and to report back on which should be included in the City’s
financial policies.
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