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RON GALPERIN
CONTROLLER

February 5, 2016

Honorable Eric Garcetti, Mayor
Honorable Members of the Council of the City of Los Angeles
Citizens and Stakeholders of the City of Los Angeles

| am pleased to submit the Comprehensive Annual Financial Report (CAFR) of the City of
Los Angeles (the City) for the fiscal year, which ended on June 30, 2015, in accordance with
Section 216 of the City Charter. The CAFR is prepared in conformity with generally accepted
accounting principles (GAAP) and audited in accordance with generally accepted auditing
standards by a firm of licensed certified public accountants.

Macias Gini & O’Connell LLP, a firm of independent certified public accountants, audited the
City's financial statements. The independent auditor expressed an opinion that the City’s
financial statements for the fiscal year 2015 are fairly stated in conformity with GAAP. This is
the most favorable conclusion and is commonly known as an “unmodified” or “clean” opinion.
The independent auditor’s report is presented on pages 1 through 3.

Responsibility for the accuracy of the data and the completeness and fairness of the
presentation, including all disclosures, rests with the City. The management of the City is
responsible for establishing and maintaining an internal control structure designed to ensure
that the assets of the City are protected from loss, theft or misuse, and to ensure that adequate
financial information is compiled to allow for the preparation of financial statements in conformity
with GAAP. Because the cost of internal control should not exceed the anticipated benefits, the
objective is to provide reasonable, rather than absolute, assurance that the financial statements
are free from any material misstatements. | believe that the data presented is complete and
reliable in all material respects.

The City is required to undergo an additional audit designed to meet the requirements of the
Federal Single Audit Act of 1984 and the Single Audit Act Amendments of 1996, and related
U.S. Office of Management and Budget (OMB) audit and grant guidance under Circular A-133,
“Audits of States, Local Governments, Non-Profit Organizations” for grants received prior to
December 26, 2014 and grant guidance under “Uniform Administrative Requirements, Cost
Principles and Audit Requirements for Federal Awards”, which supersedes various OMB
circulars, for all federal awards or funding increments to nonfederal entities on or after
December 26, 2014.

200 N. MAIN STREET, SUITE 300, LOS ANGELES, CA 90012 » (213) 978-7200 « CONTROLLER.LACITY.ORG

AN EQUAL EMPLOYMENT OPPORTUNITY — AFFIRMATIVE ACTION EMPLOYER
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Honorable Eric Garcetti, Mayor
Honorable Members of the Los Angeles City Council
Citizens and Stakeholders of the City of Los Angeles

The City implemented GASB Statement No. 68, “Accounting and Financial Reporting for
Pensions — an amendment of GASB Statement No. 27" for the first year. The statement’s
accounting and financial reporting standards apply to the City’s defined benefit pensions. For
the first time, the City recorded total and net pension liability.

GAAP requires that management provide a narrative introduction, overview, and analysis to
accompany the basic financial statements in the form of Management'’s Discussion and Analysis
(MD&A). The MD&A is designed to complement the basic financial statements and should be
read in conjunction with the financial statements and the notes to the financial statements. The
MD&A can be found immediately following the report of the independent auditor.

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the City for its
Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June 30, 2014. This
was the twentieth consecutive year that the City has achieved this prestigious award. In order to
be awarded a Certificate of Achievement, a government unit must publish an easily readable
and efficiently organized CAFR. The CAFR must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. | believe our current report
continues to conform to the Certificate of Achievement program requirements, and | am
submitting it to GFOA to determine its eligibility for another certificate.

The professionalism, dedication, and efficiency of the entire staff of the Financial Analysis and
Reporting Division of the Controller's Office made the preparation of this report possible. | would
like to express my appreciation to other staff of the Office for their assistance and contribution.
Credit also must be given to other professional contributors citywide.

Respectfully submitted,

gy

RON GALPERIN
Los Angeles City Controller

L-2



LETTER OF TRANSMITTAL

The Comprehensive Annual Financial Report (CAFR) is published annually by the City
Controller (Controller) on the City’s financial condition and results of operations at the
conclusion of the fiscal year. The CAFR is issued as part of the Controller's City Charter
mandate to monitor and report on all matters relating to the City of Los Angeles’ (City) fiscal
health, keep the City’s official financial records, and supervise expenditures of the City.

The CAFR contains three sections:

e Introductory - provides background and context to the information presented in the

Financial section.

e Financial - contains the independent auditor’'s report, management’s discussion and
analysis, the basic financial statements, required supplementary information, the
combining and individual fund statements, and the combining budgetary comparison

schedule.

e Statistical - provides a history of selected financial trends, revenue capacity, debt
capacity, demographic and economic, and operating information.

The Letter of Transmittal complements the CAFR as it provides context for the City’s financial
statements in presenting basic information on the profile of the government, local economy,
financial management policies, and major initiatives of the City government.

l. Profile of the Government

The City of Los Angeles is the second most populous
city in the nation, according to the California Department
of Finance, with an estimated January 1, 2015
population of 3,957,022. It is home to 39% of the
population of the County of Los Angeles (County) and
11.5% of the area of the County. With an area of 470
square miles, Los Angeles is located in the southern
part of the State of California and is the principal city of
a metropolitan region that stretches from the City of
Ventura to the north, to the City of San Clemente to the
south, and to the City of San Bernardino to the east.
Founded in 1781, Los Angeles was for its first century a
provincial outpost under a succession of Spanish,
Mexican, and American rule. The City was incorporated
in 1850 under the provisions of a city charter. The
current Charter was approved by the electorate on June
8, 1999 and became operative on July 1, 2000.
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Letter of Transmittal

The City operates under a mayor-council form of government. As Executive Officer, the Mayor
supervises the administrative process of the City and works with the Council in matters relating
to legislation, budget and finance. As governing body of the City, the 15-member full-time
Council enacts ordinances, levies taxes, authorizes contracts and public improvements, adopts
zoning and other land use contracts, and provides necessary resources for the budgetary
departments and offices of the City. Council action is subject to the approval or veto of the
Mayor, and Council may override a Mayoral veto by a two-thirds vote. The Charter provides for
an independently elected City Attorney and independently elected City Controller.

VR

Electorate

~
= = =N

Council

Mayor )
15 Member . ) Controller City Attorney
Governing Bady Chief Executive
N_“ N N

The City has 36 departments, bureaus, commissions and offices for which operating funds are
annually budgeted by the Council. In addition, four departments consisting of the Department of
Water and Power, Harbor Department, Department of Airports, and the Housing Authority of the
City (not included in the City’s financial statements) are under the control of boards appointed
by the Mayor and confirmed by Council. Two departments, the Los Angeles City Employees’
Retirement System and the Fire and Police Pension System, are under the control of boards
whose membership is comprised of Mayoral appointees and representatives elected by system
members. The City's reporting entity also includes, as blended component units, the Los
Angeles Convention and Exhibition Center Authority, the Los Angeles Harbor Improvement
Corporation, and the Municipal Improvement Corporation of Los Angeles (MICLA).

Public services provided by the City include police; fire and paramedics; residential refuse
collection and disposal; wastewater collection and treatment; street maintenance, traffic
management, and other public works functions; enforcement of ordinances and statutes relating
to building safety; public libraries; recreation and parks; economic and workforce development;
community development; housing and aging services; community planning; airports; harbor;
power and water services; and, convention center.

The annual budget serves as the foundation for the City’s financial planning and control. The
City maintains budgetary controls to ensure compliance with legal provisions represented in the
budget and that expenditures do not exceed appropriated amounts. Expenditures are controlled
by appropriations at the line item level within each department, consistent with the level set forth
in the resolution adopting the annual operating budget. The City also maintains an
encumbrance accounting system that controls spending based on the expenditure budget;
composed of appropriations, allotments, or a combination of both.

L-4
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Il. Local Economy

The City and its surrounding metropolitan region have continued to experience growth in
population and in economic diversity. Tourism and hospitality, professional and business
services, direct international trade, entertainment including motion picture and television
production, and wholesale trade and logistics all contribute significantly to local employment.
Emerging industries are largely technology driven, and include biomedical, digital information
technology, and environmental technology. Important components of local industry include
apparel, computer and electronic components, transportation equipment, fabricated metal and
food. Fueled by trade with Pacific Rim countries, the Port of Los Angeles handles the largest
volume of containerized cargo of all U.S. ports and additionally ranks as number one by
container volume in North America. Los Angeles International Airports (LAX) is the fifth busiest
airport in the world and second in the United States. LAX ranks 14™ in the world and fifth in the
nation in air cargo tonnage with over two million tons of air cargo valued at nearly $96.3 billion.

The Los Angeles County Economic Development Corporation (LAEDC) prepares key economic
indicators for the County of Los Angeles which reflect overall period-to-period improvement for
the region.

Selected Economic Indicators
Los Angeles County

Period Prior Year Year-to-Year

Indicator Period Reading Reading Change
Unemployment Rate (seasonally adjusted) Dec-15 5.8% 7.5% -1.7%
Nonfarm Employment (# of jobs) Dec-15 4,414,900 4,321,200 2.2%
Port Container Traffic (TEUs) Dec-15 1,222,725 1,225,804 -0.3%
Airport Passenger Traffic (# of passengers) Nov-15 6,550,937 5,908,575 10.9%
Tourism (Revenue per available room) Nov-15 $137.07 $131.48 4.3%
Industrial Vacancy Rates Q3-15 2.5% 3.8% -1.3%

Source: Los Angeles Economic Development Corporation — January 2016

According to the LAEDC 2016-2020 Fall Economic and Industry Outlook Forecast dated
September 30, 2015, Los Angeles County has consistently outpaced the nation in job growth
with most major industries adding jobs in the first part of 2015. Modest gain is expected in total
personal income in 2016 with concurrent rise in local consumption as measured by total taxable
sales. Median home sales price rose by 4.7% in July 2015 compared with a year earlier. Sales
of homes increased 9.6% year-to-date through the first seven months of 2015, putting the
market on track to surpass the 2014 total and match or surpass the 2013 sales total, which was
the strongest year of the last eight years. New home construction acceleration is expected to
continue in 2016.
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[l. Financial Policies

The City has adopted “Financial Policies for the City of Los Angeles” promoting good fiscal
stewardship across a number of financial areas. Following are summaries of select financial
policies and measures of the City’s recent compliance.

Reserve Fund Policy

The Reserve Fund Policy provides guidelines to ensure sufficient reserves are maintained for
revenue shortfalls or unanticipated expenditures. The Reserve Fund policy established a goal of
a Reserve Fund balance of five percent of General Fund revenues, of which a minimum of 2.75
percent is in the Emergency Reserve Account, and any additional funds allocated to the
Contingency Reserve Account. In March 2011, voters approved Charter Amendment P, a
measure that establishes the Reserve Fund’'s Emergency and Contingency Reserve as Charter
accounts.

The fiscal year-start adjusted Reserve Fund balance at July 1, 2015 was $442.5 million or 8.18
percent of General Fund receipts anticipated in the 2015-16 Adopted Budget. This is 3.18
percent higher than the five percent set under the Reserve Fund policy, despite a $60.3 million
transfer from the Reserve Fund to the General Fund budget.

Budget Stabilization Fund Policy

The Budget Stabilization Fund (BSF), also established by Charter Amendment P, is designed to
prevent overspending during prosperous years and provide resources to help maintain service
levels during years of slow revenue growth or declining revenue. The BSF Policy sets aside an
appropriation when the combined revenue growth of seven General Fund tax revenues
(property tax, utility users’ tax, business tax, sales tax, transient occupancy tax, parking users’
tax, and documentary tax) is anticipated to exceed 3.4 percent. Conversely, withdrawal from the
BSF may be used to offset shortfalls due to revenues lower than the 3.4 percent growth.

Based on the 2015-16 Adopted Budget, a straight calculation of the seven General Fund tax
revenues in excess of 3.4 percent over the 2014-15 Adopted Budget results in $119.4 million.
However, $26.9 million was transferred in the 2015-16 Adopted Budget based on adjustments
for one-time revenues and the use of “excess” revenues to meet the Capital Assets
Infrastructure policy in lieu of the BSF. The BSF fund balance is $91.9 million or 1.7 percent of
General Fund receipts anticipated in the 2015-16 Adopted Budget.

Capital Assets and Infrastructure Funding Policy

The Capital Assets and Infrastructure Funding (Capital Funding) Policy acknowledges the
importance of maintaining the City’s capital assets on an ongoing basis to avoid major deferred
maintenance and to extend the useful life of assets. The Capital Funding Policy requires that the
City annually budget one percent of General Fund revenue to fund capital assets or
infrastructure improvements. The 2015-2016 Adopted Budget includes $74.7 million or 1.38
percent of the General Fund receipts to fund capital assets and infrastructure improvements
including sidewalk repair, street resurfacing and reconstruction, and improvements to facilities.

L-6




Comprehensive Annual Financial Report

Letter of Transmittal

One-Time Revenue Policy

The One-Time Revenue Policy requires that current operations are to be funded by current
revenues. One-time revenues will only be used for one-time expenditures. The City will avoid
using temporary revenues to fund ongoing programs or expenditures.

The 2015-16 Adopted Budget exceeds this one-to-one ratio by allocating all $138 million in one-
time revenues towards $169 million in one-time expenditures in 2015-16. The largest

component of one-time revenues is $60 million in transfer from the Reserve Fund.

Debt Management Policy

The Debt Management Policy was developed to provide guidelines for the issuance of bonds
and other forms of indebtedness to finance capital improvements, equipment acquisition and
other items. These guidelines include a ceiling level for non-voter debt service of six percent of
General Fund revenue and a total debt service cap of 15.0 percent of General Fund revenue.

The 2015-16 Budget ratio of non-voter debt service and total debt service as a percent of
General Fund revenue are 4.46 percent and 6.98 percent respectively; both of which fall under
the Debt Management Policy cap.

V. Major Infrastructure Initiatives

A number of new major infrastructure initiatives are being undertaken by the City, including a
selected few listed below.

o Slated for completion by the end of 2016, a biogas-fueled cogeneration plant is
anticipated to supply 100 percent of the steam and electricity produced to power the
City’s Hyperion Water Reclamation Plant. The cogeneration plant will generate a cost-
efficient, sustainable and resilient energy source that will reduce methane and carbon
dioxide emissions. The methane captured from Hyperion’s sewage treatment process
will serve as the fuel source to produce electricity and supply steam for the plant.

e Airports is in the midst of a multi-billion dollar capital improvement program at LAX
projected to last through 2019. Chief among the LAX modernization program are the
Tom Bradley International Terminal modernization, replacement of the 50-year old
Central Utility Plant with the first sustainable plant at a U.S. airport, refurbishment of
escalators, elevators and moving walkways, terminal renovations and connectors, and
construction of new in-line baggage handling and screening systems.

e The Port of Los Angeles has adopted a capital budget of $263.2 million in fiscal year
2016 which includes $198.8 million of direct costs of capital improvement, $4.3 million
for capital equipment and $60.1 million in capitalized overhead and interest costs.
Projects include terminal development, transportation and infrastructure public
access/environmental enhancements, security improvements and maritime services.
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The City has prioritized key investments in infrastructure. Funding has been provided
across multiple departments to meet the goal of maintaining 2,400 of the City’'s 28,000
lane miles; fixing 350,000 potholes and implementing software that will automate
dispatch of field crews and enable digital tracking of pothole service requests, enabling
real-time monitoring of pothole repair activities. The second year of a four-year
conversion of inefficient lamp lights with 7,500 LED fixtures and installation of 15,000
remote monitoring units that will alert outage and monitor energy usage is to be the
largest effort in the world. In addition, the City has committed to spending $31 million a
year on sidewalk repairs, totaling $1.4 billion over 30 years pursuant to a legal
settlement.

The City has authorized a total project budget of $470 million for the Los Angeles
Convention Center expansion and modernization project after selection of a firm to
engineer and design the project. The assigned City Council Committees are expected to
take up the City Administrative Officer (CAO) report dated December 23, 2015 on
various financing options and delivery methods, including Public-Private Partnership
scenario, for the project.

The City will install 1200 Philips SmartPole streetlights equipped with energy-efficient LED
lighting and 4G LTE wireless technology in the first year with 500 more installations over
the next four years. Further, introduction of high-speed internet by Google Fiber and
AT&T may lead to cheaper and faster Internet service. Google Fiber, a subsidiary of
Google parent company Alphabet Inc., is in talks with the City on the feasibility of
bringing its high-speed Internet service to Los Angeles. This follows on the heels of
AT&T'’s planned expansion of ultra-fast fiber-optic network through AT&T GigaPowers.
These partnerships would be complementary to CityLinkLA, a project to provide citywide
Wi-Fi service.

Citywide Initiatives

The City has pursued the following selected initiatives to promote a prosperous, safer, livable
and sustainable, and well-run city.

As part of the City’'s efforts to address homelessness, the City has created the
Homelessness and Poverty Committee. A Homelessness Coordinator position would be
responsible for development of Comprehensive Homeless Strategy, a multi-year
spending plan to reduce homelessness by using a number of funding sources with the
goal of committing up to $100 million of city accessible funds. To start, the City has
allocated $10 million to leverage Federal and State funds to build affordable housing and
transferred $13 million to the Los Angeles Homeless Services Authority for temporary
housing and other critical services. A joint CAO and Chief Legislative Analyst report on
Comprehensive Homeless Strategy dated January 7, 2016, will be considered by the
Council Committee in the near future.
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e The City plans expansion of the successful Police Department body camera pilot
program to all 7,000 officers on field duty pending the procurement process and analysis
of the infrastructure costs.

e Business tax reform continues with the reduction of the top tax rate in early 2015, to be
phased in over three years beginning in the 2016 tax period, with an estimated total
reduction of $15 million in receipts each year for a cumulative $45 million in the final year
of the phase-in.

e The City is transitioning to a new franchise waste system for businesses and multi-family
properties. Zero Waste LA established 11 collection zones consisting of 63,000
commercial accounts. The program aims to increase recycling, reduce street impacts,
improve air quality, establish fair customer rates and offer better customer service.

e Sustainable City pLAn for Los Angeles sets a vision for transforming Los Angeles’
environment, economy and equity for the next 20 years. Key investments include
installation of solar power panels at the Convention Center, appointment of Chief
Sustainability Officers in various departments, development of climate change strategies
such as reducing energy use and utility bills and investment in energy and water
efficiency upgrades that reduce energy usage for every department.

e The Controller's MyPayLA app, which allows City employees to access their paychecks
on their smartphones, was cited by GovTech magazine as an example of how “Los
Angeles is developing a new model for funding innovative ideas, leveraging private
sector platforms to improve services, streamlining internal processes and closing the
broadband gap.” As part of ongoing efforts to providing open and transparent
government, the Controller will soon launch Payroll Explorer, an online app that provides
easy access to all City salaries.

e Through the Expanded Counter Plan Check program, the City’s Department of Building
and Safety (LADBS) engineers are now available for same-day, walk-in plan check
services for small building projects that will enhance convenience and improve
turnaround time for customers. This follows the launch of LADBS Go mobile app, which
offers customers easy access to the most requested services from their smartphones.

e The City adopted an ordinance establishing a citywide minimum wage requiring
employers to pay most employees working within the City a minimum wage of $10.50
per hour starting on July 1, 2016 and increasing each year until July 1, 2020, when the
minimum wage would reach $15.00, with automatic increases in future years.
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VI. Mayor’s Top Priority Outcomes

The Mayor has committed to the development of a long-term financial plan as a roadmap to
achieving priority outcomes that will weather the cyclical nature of the economy. Fiscal
sustainability, maintenance of healthy reserves to guard against future crises, and improvement
of services are key elements of the Mayor's plan consistent with the Controller's guiding
principles delineated below. The plan will align with the priority items in departmental strategic
plans and the 2016-2017 budget proposals are to reflect such alignment. The final step of
Performance Budgeting, introduced in fiscal year 2014, will entail a feedback loop that includes
evidence and evaluation.

The four over-arching Mayoral “Back to Basics” priority outcomes are as follows:

Make Los Angeles the best run big city in America;

Promote creation of good jobs for Angelenos all across Los Angeles;
Create a more livable and sustainable city;

Ensure our communities are the safest in the nation.

PwnNpE

VII.  Controller’'s Guiding Principles for Fiscal Health

As the City moves forward with its effort to achieve long-term fiscal sustainability and
improvements in the areas of budgeting, strategic planning and municipal finance, the City
Controller established the following Ten Guiding Principles to maintain a healthy budget:

Implement a budget based on performance and measurable results;
Focus on Return on Investment (ROI);

Reform City procurement;

Reduce liabilities with a comprehensive risk mitigation strategy;
Invest in technology;

Invest in much needed City infrastructure and put the City’s vast assets and resources to
work;

7. Improve accounting and accountability in Special Funds;

8. Explore savings in healthcare and pension costs;

9. Maximize current City revenues and collections;

10. Continue to build the City’s Reserves.

R

Focusing on maintaining a healthy reserve, reducing liabilities, investing limited resources
wisely, upgrading City infrastructure, and improving service delivery without incurring significant
ongoing obligations is a recipe for financial success. Critical to balancing the City’s numerous
priorities is the development of a long-term financial plan considered a best practice for
municipal governments. Working together, the City’s leaders and stakeholders can advance
these key strategies.

RON |GALPERIN

Los Angeles City Controller
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Ron Galperin
Los Angeles City Controller

The City Charter establishes the Controller as an elected official and gives the Controller the responsibility for
serving as the auditor and chief accounting officer of the City. The Charter guarantees the independence of the
Office, and provides for better accountability to the public and a more direct form of public control over the fiscal
affairs of the City, in keeping with the established principle of checks and balances exercised for both the
executive and legislative branches of municipal government. The Controller is required to exercise general
supervision over the accounts of all offices and departments of the City, including the independent departments
of Airports, Water and Power, and Harbor (Port of Los Angeles).

Ron Galperin was sworn in as City Controller on July 1, 2013 for a four year term.

The City Controller is also the Controller for the following governmental agencies:
Los Angeles Convention and Exhibition Center Authority
Municipal Improvement Corporation of Los Angeles (MICLA)
El Pueblo de Los Angeles State Historical Park (Plaza)

CONTROLLER’S EXECUTIVE STAFF

Claire Bartels
Chief Deputy Controller

Monique Earl
Administrative Deputy Controller

Lowell Goodman
Administrative Deputy Controller

Ted Rohrlich
Administrative Deputy Controller

Vijay Singhal
Principal Deputy Controller

Farid Saffar
Director of Auditing

Todd Bouey
Director of Financial Analysis & Reporting

Linh Vo Director of Systems Rashad Mfume Financial Management System
Anita Gregorio Financial Analysis and Reporting Min Chen Financial Operations ~Jovonne Lavender Management Services
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Independent Auditor’s Report

San Diego

Honorable Members of the City Council
City of Los Angeles, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Los Angeles,
California (City), as of and for the fiscal year ended June 30, 2015, and the related notes to the financial
statements, which collectively comprise the City’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not audit
the financial statements of the Department of Harbor (Harbor), Department of Water and Power (DWP),
Fire and Police Pension System (Pensions), Los Angeles City Employees’ Retirement System (LACERYS),
and Water and Power Employees’ Retirement, Disability and Death Benefit Insurance Plans (DWP Plans),
which collectively represent the following percentages of assets, net position/fund balances, and
revenues/additions of the following opinion units:

Net Position/ Revenues/
Opinion Unit Assets Fund Balances Additions
Business-type Activities 66% 62% 2%
Each Major Enterprise Fund:
Harbor, Power, and Water 100% 100% 100%
Aggregate Remaining Fund Information:
Pensions, LACERS, and DWP Plans 91% 93% 66%

Those statements were audited by other auditors whose reports have been furnished to us, and our opinions,
insofar as they relate to the amounts included for the Harbor, DWP, Pensions, LACERS, and DWP Plans,
are based solely on the reports of the other auditors. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial
statement audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement. The financial statements of
LACERS and the DWP Plans were not audited in accordance with Government Auditing Standards.

Macias Gini & O’'Connell LLP
777 S. Figueroa Street, Suite 2500
Los Angeles, CA 90017 1 www.mgocpa.com



An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental activities,
the business-type activities, each major fund, and the aggregate remaining fund information of the City of
Los Angeles, California, as of June 30, 2015, and the respective changes in financial position and, where
applicable, cash flows thereof and the respective budgetary comparison for the General Fund and the Solid
Waste Resources Special Revenue Fund for the fiscal year then ended in accordance with accounting
principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 1 to the basic financial statements, effective July 1, 2014, the City implemented the
provisions of Governmental Accounting Standards Board (GASB) Statement No. 68, Accounting and
Financial Reporting for Pensions — an amendment of GASB Statement No. 27 and GASB Statement No.
71, Pension Transition for Contributions Made Subsequent to the Measurement Date — an amendment of
GASB Statement No. 68. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 5 through 34, the schedules of employer contributions on page 223, the
schedules of changes in net pension liability and related ratios on pages 224 through 227, other
postemployment benefits healthcare plans schedules of funding progress on page 228, and the schedules of
condition ratings for City bridges and comparison of needed-to-actual maintenance/preservation costs on
pages 229 through 230 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the GASB who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We and other auditors have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our inquiries,
the basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.



Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, combining and individual fund
statements and schedules, and statistical section are presented for purposes of additional analysis and are
not a required part of the basic financial statements.

The combining and individual fund statements and schedules are the responsibility of management and
were derived from and relate directly to the underlying accounting and other records used to prepare the
basic financial statements. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the combining and individual fund statements and schedules are fairly stated, in all material respects, in
relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated February 5, 2016
on our consideration of the City’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose
of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the City’s internal control over financial reporting and
compliance.

Macr'as 6?1!' ,[/ O Comel @

Los Angeles, California
February 5, 2016



This page intentionally left blank



Management’s Discussion
and Analysis




Comprehensive Annual Financial Report

Management’s Discussion and Analysis (unaudited)

This section of the Comprehensive Annual Financial Report of the City of Los Angeles (the City)
presents a narrative overview and discussion of the City’s financial activities for the fiscal year ended
June 30, 2015. This discussion and analysis should be read in conjunction with the basic financial
statements and accompanying notes, which follow this section. We hope that the information and the
discussions will provide readers with a clear picture of the City’s overall financial condition.

FINANCIAL HIGHLIGHTS

e The assets and deferred outflows of resources of the City exceeded liabilities and deferred
inflows of resources at the close of fiscal year 2015 by $17.6 billion, a decrease of $5.8 hillion of
which $1.6 billion was the change in net position for the current year and $(7.4) billion was to
adjust beginning net position for the effects of the implementation of GASB Statement No. 68 on
pension liabilities. The net position of $17.6 billion consisted of: $16.2 billion net investment in
capital assets; $5.6 billion (restricted net position) represents resources that are subject to
certain restrictions on how they may be used; $3.2 billion (unrestricted net position) may be used
to meet the City’s obligations for its business-type activities; and $(7.4) billion deficit of
governmental activities.

o The City’s financial activities during the fiscal year resulted in positive change in net position of
$1.6 billion from the prior fiscal year of which governmental activities increased by $929.9 million
and the business-type activities increased by $719.0 million.

e As of June 30, 2015, the aggregate ending fund balances of the City’'s governmental funds was
$4.6 billion, an increase of $167.3 million from June 30, 2014. Of the combined fund balances of
$4.6 billion, $52.6 million or 1.2% are nonspendable, $2,806.9 million or 61.4% are restricted,
$864.9 million or 18.9% are committed, $253.4 million or 5.5% are assigned to specific
purposes, and $597.3 million or 13.0% are unassigned.

e At the end of the fiscal year, the General Fund shows a fund balance of $945.5 million, of which
$42.1 million are nonspendable, $253.4 million are assigned for various purposes, $2.4 million
are committed and $647.6 million are unassigned.

e The City’s bonded debt and long-term notes payable at June 30, 2015 totaled $25.1 billion, a net
increase of $1.3 billion from the prior year's balance of $23.8 billion.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of management’s discussion and analysis (MD&A), basic financial
statements, including the accompanying notes to the basic financial statements, required
supplementary information, and combining statements and schedules for the nonmajor
governmental and fiduciary funds. The basic financial statements comprise three components: 1)
government-wide financial statements, 2) fund financial statements, and 3) notes to the basic
financial statements.

Government-wide Financial Statements are designed to provide readers with a broad overview of
the City’s finances and are made up of the following two statements: the Statement of Net Position
and the Statement of Activities. Both of these statements were prepared using accounting methods
similar to those used by private-sector businesses, which are the economic resources measurement
focus and the accrual basis of accounting.

The statement of net position presents information on all of the City’s assets and liabilities, and
deferred outflows/inflows of resources, with the difference reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator of whether the financial
position of the City is improving or deteriorating.
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The statement of activities presents information showing how the City’s net position changed during
the most recent fiscal year. All changes in net position are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and
expenses are reported in this statement for some items that will result in cash flows in future fiscal
periods, such as revenues pertaining to uncollected taxes and expenses pertaining to earned but
unused compensated absences, and incurred but unpaid workers’ compensation claims.

Both of these government-wide financial statements distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or in part a portion of their costs through user fees and
charges (business-type activities). The governmental activities of the City include general
government, protection of persons and property, public works, health and sanitation (other than
sewer services), transportation, cultural and recreational services, and community development.
The business-type activities of the City include airports, harbor, power, water, sewer and convention
center services.

The government-wide financial statements reflect not only the activities of the City itself (known as
the primary government), but also include the Los Angeles Convention and Exhibition Center
Authority, the Los Angeles Harbor Improvement Corporation, and the Municipal Improvement
Corporation of Los Angeles. Although legally separate, these entities have been included as an
integral part of the primary government because the City Council is their governing body and their
sole purpose is to provide services entirely to or exclusively for the City.

Fund Financial Statements are designed to report information about groupings of related accounts
that are used to maintain control over resources that have been segregated for specific activities or
objectives. The City, like other state and local governments, uses fund accounting to ensure and
demonstrate finance-related legal compliance. All of the funds of the City can be divided into three
categories: governmental funds, proprietary funds and fiduciary funds.

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental funds financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information may be useful in determining what financial
resources are available in the near future to finance the City’s programs.

The governmental funds financial statements are made up of the following: the balance sheet and
the statement of revenues, expenditures and changes in fund balances. Both of these statements
were prepared using the current financial resources measurement focus and the modified accrual
basis of accounting.

The budgetary basis statement of revenues, expenditures and changes in fund balances is prepared
on a modified cash basis of accounting that is different from generally accepted accounting
principles. Please see Note 3B of the Notes to the Basic Financial Statements for additional
information on the basis difference.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental activities in the
government-wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental funds balance
sheet and the governmental funds statement of revenues, expenditures, and changes in fund
balances provide a reconciliation to facilitate this comparison between governmental funds and
governmental activities.



Comprehensive Annual Financial Report

Management’s Discussion and Analysis (unaudited)

The City maintains several individual governmental funds organized according to their type (general,
special revenue, debt service, and capital projects funds). Information is presented separately in the
governmental funds balance sheet and in the governmental funds statement of revenues,
expenditures, and changes in fund balances for the General Fund, Municipal Improvement
Corporation Special Revenue and Debt Service Funds, and Solid Waste Resources Special
Revenue Fund, which are considered to be major funds. Data from the remaining governmental
funds are combined into a single, aggregated presentation. Individual fund data for each of these
nonmajor governmental funds is provided in the form of combining statements and schedules
elsewhere in this report.

Non-GAAP budgetary basis statements of revenues, expenditures and changes in fund balances
have been provided for the General Fund and one other budgeted major special revenue fund to
demonstrate compliance with the annually appropriated budget. The other budgeted major special
revenue fund is Solid Waste Resources.

Proprietary funds are generally used to account for services for which the City charges customers —
either outside customers, or other departments/funds of the City. The proprietary funds financial
statements provide the same type of information as shown in the government-wide financial
statements, only in more detail. The City maintains the following type of proprietary funds:

e Enterprise funds are used to report the same functions presented as business-type activities
in the government-wide financial statements. The City uses enterprise funds to account for
the airports, harbor, power, water, sewer, and convention center operations. All of the City’s
enterprise funds, except the convention center, are considered major funds.

Fiduciary funds are used to account for resources held for the benefit of parties outside the City.
The City’s pension trust, other postemployment benefits trust, and agency funds are reported under
the fiduciary funds. Since the resources of these funds are not available to support the City’s own
programs, they are not reflected in the government-wide financial statements. The accounting used
for fiduciary funds is much like that used for proprietary funds. Both are prepared using the
economic resources measurement focus and the accrual basis of accounting.

Notes to the Basic Financial Statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

Required Supplementary Information, other than Management's Discussion and Analysis
(MD&A), is presented concerning the City’s progress in funding its obligation to provide other
postemployment benefits to City employees and the net pension liability and contributions related to
the City’s pension plans. Also included in this section is the condition assessment for City bridges.

The combining and individual fund statements and schedules referred to earlier provide
information for nonmajor governmental funds and fiduciary funds and are presented immediately
following the required supplementary information.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

Analysis of Net Position: As noted earlier, net position may serve over time as a useful indicator
of a government’s financial position. In the case of the City, assets exceeded liabilities by $17.6
billion at the close of fiscal year 2015.

The following table is a condensed summary of the City’s government-wide net position:

CITY OF LOS ANGELES
Condensed Statement of Net Position
(amounts expressed in thousands)

Govermnmental Business-type
Activities Activities Total
FY 2015 FY 2014 FY 2015 FY 2014 FY 2015 FY 2014

Assets
Current and other assets................ $ 6162270 $ 5778,775 $ 11,837,885 $ 10,116,656 $ 18,000,155 $ 15,895,431
Capital assets........coeveereenerrerneennes 7,278,274 7,194,269 32,262,130 30,234,617 39,540,404 37,428,886

Total asSets........vvwrrrererernreriennne 13,440,544 12,973,044 44,100,015 40,351,273 57,540,559 53,324,317
Deferred outlfiows of resources....... 1,372,548 36,523 1,276,387 245,738 2,648,935 282,261
Liabilities
Current and other liabilities............ 822,196 694,442 1,573,503 1,568,862 2,395,699 2,263,304
Long-term liabilities..........c..cocovveenn. 12,334,500 7,143,755 24,295,446 20,717,509 36,629,946 27,861,264

Total liabilities..........c.coreereernnn. 13,156,696 7,838,197 25,868,949 22,286,371 39,025,645 30,124,568
Deferred inflows of resources.......... 2,193,188 - 1,387,658 176,783 3,580,846 176,783
Net position
Net investment in capital assets... 4,760,372 4,646,514 11,489,529 11,113,795 16,249,901 15,760,309
RESHICLEM. ... 2,086,394 1,801,534 3,460,558 3,513,647 5,546,952 5,315,181
unrestricted.........coneeerncennienennne (7,383,558) (1,276,678) 3,169,708 3,506,415 (4,213,850) 2,229,737

Total net position...............c...... $ (536,792) $ 5171370 $ 18,119,795 $ 18133857 $ 17,583,003 $ 23,305,227

Note: Fiscal year 2014 has not been restated to reflect the changes related to the implementation of GASB Statement No. 68 because certain
information was not available.

At the end of fiscal year 2015, the City’s net position totaled $17.6 billion, of which $16.2 billion or
92.4% reflects its investment in capital assets (e.g., land, infrastructure, buildings, facilities and
equipment) less any related outstanding debt and deferred outflows of resources used to acquire
those assets. The City uses these capital assets to provide services to its citizens; consequently,
these assets are not available for future spending. Although the City’s investment in capital assets is
reported net of related debt and deferred outflows of resources, it should be noted that the resources
to repay this debt must be provided from other sources since the capital assets themselves cannot
be used to liquidate the debt.

An additional portion of the City’s net position, $5.6 billion or 31.6%, represents resources subject to
various restrictions on how they may be used. The remaining balance of $(4.2) billion or (24.0%) is
the net amount of the governmental activities deficit of $(7.4) billion, and $3.2 billion unrestricted net
position that may be used to meet the City’s obligations for its business-type activities.
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At the end of fiscal year 2015, net investment in capital assets increased by $489.6 million or 3.1%.
Restricted net position increased by $231.8 million or 4.4% and unrestricted net position decreased
by $6.4 billion or 289.0% primarily due to the net effect of the restatement of the beginning balance
of net position as a result of adjustments related with the implementation of GASB Statement No. 68
on recognition of net pension liability and other related accounts.

The deficit balance for the governmental activities unrestricted net position of $(7.4) billion should
not be considered, of itself, evidence of economic or financial difficulties. Of the $(7.4) billion deficit,
$6.6 billion was due to the recognition of a net pension liability and other adjustments related with
the implementation of GASB Statement No. 68. The remaining deficit balance of $0.8 billion reflects
the extent to which the City has deferred to future periods the financing of certain liabilities (i.e.
claims and judgments, workers’ compensation, compensated absences, other postemployment
benefits). While accounting is primarily concerned with when a liability is incurred, financing focuses
on when a liability will be paid. The City, like many other governments, raises and budgets resources
needed to liquidate a liability during the year in which the liability is to be liquidated rather than
during the year in which the liability is incurred.

Key changes in the statement of net position are as follows:

Capital assets increased by $2.1 billion or 5.6%. The increase for governmental activities was $84.0
million and increase in business-type activities was $2,027.5 million. For governmental activities, the
increase was primarily due to various projects under construction for recreational, police, fire, zoo,
bridges, stormwater, street lights, streets, traffic, transportation, cultural and community centers, and
various other improvements to City facilities; and acquisition of vehicles for firefighting, police patrol,
transit buses, and refuse collection and street services. Business-type increases reflect additions
and ongoing construction and improvements to modernize airport and harbor terminals, sewer
facilities and power and water utility plants.

Current and other assets increased by $2.1 billion or 13.2%. Governmental activities were $383.5
million higher, while business-type activities grew by $1,721.2 million. Governmental activities cash
and pooled investments increased by $1,219.4 million offset by a decrease in restricted assets of
$1,051.2 million due to the reversal of a prior year reclassification of restricted assets back to cash
and pooled investments. The net effect of this reversal was a modest increase of $168.2 million in
cash and pooled investments mainly due to slight increase in receipts from revenues and proceeds
from the issuance of new bonds during the fiscal year. Properties held for housing development
decreased by $3.1 million or 2.8% due to the sale of certain properties transferred from the former
Community Redevelopment Agency (CRA). Receivables rose by $227.3 million or 14.6% primarily
due to $25.9 million in various grant reimbursement claims, and $76.6 million from increased taxes
receivables. In addition, loans receivable increased by $144.2 million attributable to the net effect of
a change in estimating the uncollectibility of certain housing loans that resulted in net decrease in
the allowance for doubtful accounts. These increases were offset mainly by a reduction in
intergovernmental receivables of $20.0 million and lower special assessment receivables of $1.3
million. Deferred outflows of resources increased by $1,336.0 million reflecting the net effect of the
implementation of GASB Statement No. 68 that resulted in the reclassification of the City's pension
contributions made after the actuarial measurement date of $788.7 million and adjustments of the
effects of various actuarial assumptions of $549.4 million. A decrease of $2.1 million in deferred
outflows on debt refunding offsets the total of $1,338.1 million recognized as deferred outflows on
pensions. Fiscal year 2014 was not restated for comparative purposes.

The City’s current and other liabilities increased by $132.4 million or 5.8%. Governmental activities
increased by $127.8 million or 18.4% from the prior year primarily due to increases in obligations for
securities lending transactions of $25.0 million, liability for excess CRA bond proceeds of $84.1
million, $6.6 million higher deposits and advances, and increased accounts payable, accrued
expenses and other current liabilities from operations of $12.1 million.
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Total net position was lower by $5,722.2 million or 24.6% with governmental activities down by
$5,708.2 million or 110.4% and business-type activities also down by $14.1 million or 0.1%. The
significant decreases in net position were due to the net effect of the restatement of beginning net
position balances to reflect the cumulative effect of the implementation of the new GASB Statement
No. 68 on pension liabilities. Net investment in capital assets increased by $113.9 million for
governmental activities and went up by $375.7 million for business-type activities. For governmental
activities, restricted net position went up $284.9 million and unrestricted net position decreased by
$6,106.9 million primarily due to adjustments to the beginning balance of net position and
recognition of the effects of other actuarial assumptions related to the implementation of GASB
Statement No. 68. For business-type activities, key changes in restricted net position were increases
of $3.1 million for capital projects, $72.4 million for debt service and $16.4 million for other purposes.
These increases were offset by decreases of $143.2 million for passenger and customer facility
charges and $1.8 million for pension and other postemployment benefits. Unrestricted net position
for business-type activities decreased by $336.7 million.
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Analysis of Activities: The following table presents condensed information showing how the City’s
net position changed during the most recent fiscal year. As previously stated, all changes in net
position are reported as soon as the underlying event giving rise to the change occurs, regardless of

the timing of related cash flows.

CITY OF LOS ANGELES
Condensed Statement of Activities
(amounts expressed in thousands)

Revenues

Program Rev enues
Charges for SEIVICES.......cvvverieninriiienns
Operating Grants and Contributions.........
Capital Grants and Contributions..............

General Revenues
Property TaXes ......coooieennieernieeiesenens
Utility Users' Taxes.
Business Taxes
Other TAXES.....covvevevrerreeinisiseserseeseeenns
Unrestricted Grants and Contributions.......
Unrestricted Inv estment Eamings................
Other ReV ENUES........coeuiriieriieeriecinieeine

TOLtAl REV ENUES ...t

Expenses
General GOVermnment.........ocoennienns
Protection of Persons and Property............
Public Works
Health and Sanitation
Transportation......
Cultural and Recreational Services............
Community Dev elopment
Interest on Long-term Debt

Total EXPENSES......cvvviiicicirieeeses s
Excess (Deficit) of Revenues Ov er Expenses......
TEANSTIS. ..ot
Special Item

Pollution Remediation Liabilities Adjustment
Extraordinary Item

Transfer of Assets from CRA .........ccocoevvvinnne

Increase in Net POSItIoN..........ccoevvenieniinnens

Net Position - June 30, As Previously Reported...
Change in Accounting Principles, GASB 68

IMpPlEMENLALoN ..o

Net Position - July 1, Restated..........cccccceverirennenne

Net Position - JUNe 30.........cooereverieeiineeninns

Note:
information was not available.

Governmental Business-type
Activities Activities Total

FY 2015 FY 2014 FY 2015 FY 2014 FY 2015 FY 2014
$ 1855110 $ 1,761,204 $ 6618205 $ 6,522,607 $ 8473315 $ 8283811
834,075 903,146 -- - 834,075 903,146
42,705 46,878 270,637 367,841 313,342 414,719
1,782,124 1,653,067 -- - 1,782,124 1,653,067
637,248 626,919 -- - 637,248 626,919
541,844 463,602 -- - 541,844 463,602
625,889 565,567 - - 625,889 565,567
511,106 533,440 -- - 511,106 533,440
20,724 19,935 86,367 98,264 107,091 118,199
81,303 117,579 275,885 122,160 357,188 239,739
6,932,128 6,691,337 7,251,094 7,110,872 14,183,222 13,802,209
1,240,898 1,481,977 - - 1,240,898 1,481,977
2,872,296 2,963,882 - - 2,872,296 2,963,882
422,558 383,433 - - 422,558 383,433
467,548 519,519 - - 467,548 519,519
406,573 425,967 - - 406,573 425,967
541,758 524,282 == - 541,758 524,282
169,121 321,263 -- - 169,121 321,263
146,896 159,991 -- - 146,896 159,991
- - 1,092,463 984,754 1,092,463 984,754
-- - 379,809 372,645 379,809 372,645
-- - 3,204,535 3,092,108 3,204,535 3,092,108
- - 1,037,652 1,053,150 1,037,652 1,053,150
-- - 513,226 542,007 513,226 542,007
-- - 43,871 38,450 43,871 38,450
6,267,648 6,780,314 6,271,556 6,083,114 12,539,204 12,863,428
664,480 (88,977) 979,538 1,027,758 1,644,018 938,781
260,586 253,000 (260,586) (253,000) -- -
-- - - 15,002 - 15,002
4,855 44,155 -- - 4,855 44,155
929,921 208,178 718,952 789,760 1,648,873 997,938
5,171,370 4,963,192 18,133,857 17,344,097 23,305,227 22,307,289
(6,638,083) - (733,014) - (7,371,097) -
(1,466,713) 4,963,192 17,400,843 17,344,097 15,934,130 22,307,289
$ (536,792) $ 5171370 $ 18,119,795 $ 18133857 $ 17,583,003 $ 23,305,227

Fiscal year 2014 has not been restated to reflect the changes related to the implementation of GASB Statement No. 68 because certain
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Governmental Activities

For the fiscal year ended June 30, 2015, total expenses for governmental activities of $6.3 billion
were $512.7 million or 7.6% lower than the prior year. Total revenues exceeded expenses by
$664.5 million. Of the $6.3 billion total expenses, 67.0% was funded by taxes and other general
revenues, and the remaining 33.0% was funded by program revenues, transfers from business-type
funds and available net position. Program revenues are resources obtained from parties outside of
the City, and charges for services between the governmental and business-type activities. They
include: (a) amounts received from those who purchase, use or directly benefit from a program; (b)
grants and contributions that are restricted to specific programs; and (c) investment earnings that are
legally restricted for a specific program.

The following charts are graphical comparisons between June 30, 2015 and 2014, for governmental
revenues by source.
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Revenues from charges for services, property taxes, and operating grants and contributions are the
three largest revenue sources for governmental activities. Together, these accounted for 64.5% of
total revenues.

Charges for services rose by $93.9 million or 5.3% primarily due to increases in departmental
receipts such as library, recreation and parks service fees, building and safety fees and fire
emergency medical transportation and ambulances services. Operating grants and contributions
decreased by $69.1 million or 7.6%, while capital grants and contributions declined by $4.2 million or
8.9% due mainly to lower grant receipts from Homeland Security and the State of California for
various State-funded grants and programs.

Property tax revenue and documentary transfer tax revenue grew by $129.1 million or 7.8% and
$19.4 million or 10.7%, respectively, primarily due to the sustained improvement in home sales and
housing prices in fiscal year 2015. Business tax revenue increased by $78.2 million or 16.9% mainly
due to modest improvement in the economy. Slight boost in tourism contributed to additional $35.0
million revenues from transient occupancy tax. Utility users’ tax increased by $10.3 million or 1.6%,
while parking users’ tax rose by $1.0 million consistent with the growing economy and compliance
efforts undertaken by the City. Unrestricted grants and contributions decreased by $22.3 million or
4.2% primarily due to lower grant receipts.

Extraordinary items of $4.9 million relate to the transfer of assets after the City elected to be the
Housing Successor Agency upon dissolution of the former CRA.
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The following charts are graphical comparisons between June 30, 2015 and 2014, of the City’s
governmental expenses by function.
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Total expenses decreased by $512.7 million or 7.6% over fiscal year 2014. Expenses for general
government, protection of persons and property, health and sanitation, transportation, community
development and interest on long-term debt decreased by a combined $569.3 million offset by an
increase of $56.6 million in public works and cultural and recreational services.

General government declined by $241.1 million or 16.3% primarily due to a net decrease in tort
liabilities offset by increases in non-tort liabilities and actuarial estimated liabilities for workers’
compensation. Protection of persons and property decreased by $91.6 million or 3.1% primarily due
to the reclassification of the City's contribution to the Pensions retirement plan from expenses to
deferred outflows of resources in accordance with the provisions of GASB Statement No. 68, offset
by wage increases for sworn and civilian employees. In the prior fiscal year, there were expenses
incurred for the Proposition O Clean Water pollution remediation projects but none was recognized
in the current fiscal year, thereby resulting in a lower Health and Sanitation expense of $52.0 million.
Community development decreased by $152.1 million or 47.4% from a significant decline in the
estimated provision for uncollectible accounts of certain housing loans resulting from a revised
allowance percentage used in the current fiscal year compared to prior years. Interest on long-term
debt decreased by $13.1 million or 8.2% due to defeasance and redemption of certain outstanding
bonds.

Business-type Activities

The City has six business-type activities: airports, harbor, power, water, sewer, and convention
center services. The combined operating revenues from their customers and ratepayers of $6.6
billion were $1.0 billion more than the $5.6 billion combined operating costs. Since the proprietary
funds provide the same type of information found in the government-wide statements, a more
detailed discussion of the activities of the City’s business-type activities is found in the financial
analysis of the City’s funds.
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FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental Funds

The focus of the City’s governmental funds is to provide information on near-term inflows, outflows
and balances of resources that are available for spending. Such information is useful in assessing
the City’s financial requirements. In particular, the unassigned fund balances may serve as a useful
measure for the City’s net reso