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925 Harbor Plaza, Long Beach, CA 90802 Tel 562.590.4147 Fax 562.590.4100

The Port of

LONG BEACH

March 25, 2009

The Board of Harbor Commissioners
The Harbor Department of the City of Long Beach
Long Beach, California

Members of the Board of Harbor Commissioners:

State law requires that all general-purpose local governments publish within six months of the close of
each fiscal year a complete set of financial statements presented in conformity with U.S. generally accepted
accounting principles (GAAP) and audited in accordance with U.S. generally accepted auditing standards
(GAADS) by a firm of licensed certified public accountants. Pursuant to that requirement, we hereby issue
the comprehensive annual financial report (CAFR) of the Harbor Department of the City of Long Beach
(the Department), an enterprise fund of the City of Long Beach, California, (the City) for the fiscal year
ended September 30, 2008. The Department’s operations are included in the City’s reporting entity as an
enterprise fund.

This report consists of management’s representations concerning the finances of the Department.
Management is responsible for the completeness and reliability of all of the information presented in this
report. To provide a reasonable basis for making these representations, management has established a
comprehensive internal control framework that is designed to protect assets from loss, theft, or misuse, and
to compile sufficient reliable information for the preparation of the financial statements in conformity with
GAAP. The costs of internal controls should not exceed their benefits; therefore, the comprehensive
framework of internal controls has been designed to provide reasonable rather than absolute assurance that
the financial statements will be free from material misstatement. Management asserts that, to the best of its
knowledge and belief, this financial report is complete and reliable in all material aspects.

The Department’s basic financial statements have been audited by KPMG LLP, a firm of licensed certified
public accountants. The goal of the independent audit is to provide reasonable assurance that the
Department’s financial statements for the fiscal year ended September 30, 2008 are free of material
misstatement. The independent audit entails examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements; assessing the accounting principles used and significant
estimates made by management; and evaluating the overall financial statement presentation. The
independent auditors concluded, based upon the audit performed, that there was a reasonable basis for .
rendering an unqualified opinion, and that the Department’s financial statements for the fiscal year ended
September 30, 2008 are fairly presented in conformity with GAAP. The independent auditors’ report is
presented as the first component of the financial section of this CAFR.



GAAP requires that management provides a narrative introduction, overview, and analysis to accompany
the financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of
transmittal is intended to complement the MD&A and should be read in conjunction with it. The
Department’s MD&A immediately follows the report of the independent auditors.

Profile of the Department

The State of California has conveyed, in trust, to the City certain tidal and submerged lands for the
establishment and maintenance of the Harbor District (which includes the Port of Long Beach). Consistent
with this grant, the City Charter confers on the Board of Harbor Commissioners (the Board) exclusive
control and management of the Department (or the Port). The Board has authority, on behalf of the City, to
provide for the needs of commerce, navigation, recreation, and fishery; to develop and maintain all
waterfront properties; to dredge and reclaim land; and to construct and operate terminals, railroad tracks,
and other facilities both inside and outside the Department’s jurisdiction.

The City Charter provides for the establishment of the Harbor Revenue Fund to account for the
administration of the Harbor District by the Department. The Department generates funds through leases,
tariffs, and other assessments to its customers. It can disburse these funds only for activities attributable to
the trust. L

The Department maintains a financial and cost accounting system independent of other City departments.
The focus of the statement of activities is on inflows and outflows of economic resources using the accrual
basis of accounting. Changes in net assets are recognized as soon as the cause of the change occurs,
regardless of the timing of related cash flows; that is, revenues are recognized as soon as they are earned,
and expenses are recognized as soon as a liability is incurred. All the assets and liabilities associated with
the Department’s operations are included in the statement of net assets. Net assets are segregated into
invested in capital assets net of related debt, restricted, and unrestricted. The City, through some of its
departments, provides police, fire protection, and other administrative services to the Department, which,
in turn, reimburses the provider for the cost of the services received.

Summary of Operations
Operating Revenues

Gross operating revenue decreased 3% to $359.3 million. The dry bulk category increased by 2% from last
year to $18.3 million. The rest of the revenue generating activities were lower when compared to 2007:
containerized cargo: 3% to $280.1 million; liquid bulk: 6% to $17.8 million; vehicles: 1% to $10.5 million;
other facilities: 20% to $3.8 million; steel: 1% to $8.8 million; and lumber: 4% to $1.2 million. Eroding
consumer demand for imported goods, tightening credit markets, and impacts derived from troubled Asian
economies were factors behind these variances. Rental and miscellaneous revenues were also impacted by
the slowing trade and port traffic and decreased 1% to $18.8 million.

Cargo Volumes

Measured in terms of metric revenue tons (MRTs), cargo volumes handled by Port terminals decreased by
6% to 162.9 million this year.

Measured in terms of Twenty Foot Equivalent Units (TEUs) containerized cargo decreased 8.5% to
6.7 million.



Cargo Highlights

September 30 Percentage
2008 2007 change
(In thousands)
Container revenue ($s) $ 280,149 289,650 (3.3)%
Total tonnage (MRTs) 162,910 173,037 (5.9)
Container tonnage (MRTs) 121,632 127,816 (4.8)
Containers (TEUs) 6,737 7,362 (8.5)

Net Income

Net income, shown in the financial statements as increase in net assets, remained flat at $161 million. Oil
operation revenues were higher due to favorable crude oil prices; interest expense was lower due to the
retirement of the 2002 A variable interest rate bonds.

Operating Revenue, Income from Operations, and Net Income
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Operating Expense, Oil Operations, and Other Income and Expense

Port operating expenses include facilities and infrastructure maintenance, fire and safety, indirect terminal
operation, and general and administration expenses. These expenses increased 20%, or $19.2 million, to
$116.2 million. The most significant increases are related to higher environmental expenses linked to the
Port’s commitment to sustainability and cleaner environment; bridges and freeway maintenance costs
incurred to maintain Port’s access routes; security costs aimed to provide a safer business environment for
tenants and shipping lines; improvements to the information management division to maintain an updated
technology status; and general and administration expenses related to the higher cost of doing business.

Depreciation expense for the year decreased 4.3%, or $3.5 million, to $79.5 million. This expense varies in
proportion to the completion of capital projects, the acquisition/retirement of operating assets, and the
number of years that operating assets have been in service. Many of the assets in service at the beginning
of the year were fully depreciated, and therefore, the depreciation expense for fiscal year 2008 was lower.

Interest expense and other borrowing costs declined 12.6%, to $46.4 million, due to the payment of the
2002A variable interest rate bonds and the reduction of principal balances on the other long-term debt
carried by the Port.



Revenue from oil operations experienced an increase of 51.8% and grew to $87.0 million, the increase is
attributable to higher crude prices prevailing during the year. Expenses from oil operations decreased 29%
to $54.6; the reduction was the result of lower expenses relating to environmental remediation obligations
on Pier A-West.

Interest income earned by the Department’s pooled-cash accounts held by the City decreased 23.1%, to
$33.3 million. The decrease is the result of the loss on commercial paper investments held with Lehmann
Bros. and reduction on interest earnings attributable to prevailing market conditions during the year.
Investment income earned from the Intermodal Container Transfer Facility joint venture decreased 5%, to
$4.4 million. The decrease is related to the reduction of cargo volumes passing through the San Pedro Bay
ports complex.

The City Charter provides for a transfer of 10% to the City’s Tidelands Fund of the Department’s net
income as stated in the latest audited financial statements. This transfer is classified as Transfers to the City
of Long Beach. For fiscal year 2008, the Board approved a transfer in the amount of $16.1 million (10% of
the net income earned during fiscal year 2007).

The following tables summarize financial and cargo highlights:

Financial Highlights
September 30 Percentage
2008 2007 change
(In thousands)
Port operating revenue $ 359,344 370,832 3.1)%
Operating expenses 116,166 96,964 19.8
Depreciation 79,497 83,067 (4.3)
Income from operations 163,681 190,801 (14.2)
Increase in net fund assets 160,840 160,595 0.1
Harbor oil operations income (loss) 31,153 (21,070) 2479
Other nonoperating expense (7,811) (3,756) 107.9
Nonoperating transfers to the City (16,059) (15,400) 43
Operating Revenue By Type
320
300
280
260 |
240 - -
% 220 - —] | |
s - -
S 1ec [
E 14C —
2 120 -
= .
100
80 B
a0
40 VWHARFACE
20 RENT
- . DOCKAGE
2] 00 ‘01 '02 ‘03 4 05 o s i
FISCAL YEARS




Annual Budget

The following table shows revenues, expenditures, and employee headcount budgetary performance for
fiscal year 2008:

Actual to Budget Comparison for Fiscal Year 2008

Percentage
Actual Budget of budget
(In thousands)
Operating revenues $ 359,344 376,751 95.4%
Nonoperating revenues 41,552 70,120 59.3
Caltrans reimbursements 5,054 5,000 101.1
Oil operation revenues 87,027 49,354 176.3
Total revenues $ 492,977 501,225 98.4
Expenditures:
Personal services (benefits included) $ 33,665 44,870 75.0%
Nonpersonal 74,014 107,362 68.9
Furniture, fixtures, and equipment 1,056 1,871 56.4
Debt service 216,521 184,929 117.1
Capital outlay 118,898 264,235 45.0
Oil operations 54,593 39,700 137.5
Total expenditures $ 498,747 642,967 77.6
Employee headcount:
Regular 339.0 421.0 80.5%
Part-time/temporary 31.0 15.9 195.0
Total employees 370.0 436.9 84.7

Section 1210 of the City Charter requires the Board to adopt a budget not later than 60 days before the
beginning of each fiscal year. The City Charter also provides that the City Council may approve or amend
the Department’s budget before the first day of the fiscal year.

Revenues Budget to Actual

Fiscal Year 2008 Budgetary Sources of Funds




The budget constitutes an appropriation covering expected revenues and expenditures of the Department.

For the first time in many years, and due to the prevailing conditions of the U.S. economy in general,
consumers demand for imported goods halted the upward cargo volumes trend maintained by the Port, and
caused the operating revenues to reach 95.4% of the budgeted amount. The Port continued to maintain,
upgrade, and modernize its facilities; maintained its forefront position within the industry, and offered
efficient, secured, and safe facilities to its tenants. These facilities are supported by modern infrastructure
and a full commitment by the Board, to the San Pedro Bay and neighboring communities, to efficiently
sustain for this and future generations the various environments in which the Port operates. Port tenants
have been affected by the U.S.economy downturn, but continue to support the preservation and
sustainability programs adopted by the Board.

Revenue from nonoperating activities was lower than budget; grant revenues were lower either because
funding agencies have fulfilled their grant commitment or because the subsidized project did not incur
expenses as anticipated; and interest earnings were reduced by the loss on the commercial paper investment
with Lehmann Brothers.

Oil operations revenue exceeded budget because of higher crude prices prevailing in the oil market during
last year.

Expenses Budget to Actual
Fiscal Year 2008 Budgetary Uses of Funds

. Debt Service

—
A $185Mor
Operating Transfers 29%
$15Mor —_—

2%

Interdepartmental
$19Mor

3%
Operations
$112Mor
17%
Personal Capital Outlay
$45M or $266M or
7% 41%

Personal expenditures were lower than budget because the Port did not fill all budgeted positions. The
Department continues to move towards the achievement of its hiring goals. Prevailing market conditions
made it a slow process to identify and recruit qualified managerial positions; fiscal year 2008 continued to
be a tough year to fill positions for specialized classifications such as civil engineers, environmental
specialists, and security officers. Nonpersonal expenses were lower than budget because of a reduction on
the technical and other contractual services used by the Port.

Debt service expenses, including principal and interest, were higher than budget because of the effect of
the payment of the 2002A bonds.

Capital outlay for major capital projects is triggered by the approval of environmental impact reports
(EIRs) specific to such projects; once the approval is obtained, the Port can start the construction process,
which involves notable increases in expenses. For the past few years, due to stricter environmental
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protection policies adopted by regulatory agencies; the completion and approval of the EIRs has been
slower, and, consequently, the Port has not been able to fully implement its capital project budget. Since
many of the EIRs are in an advance stage, it is expected that capital spending will accelerate in the
upcoming years.

Oil operations expense was higher than budget because of continued recognition of environmental
remediation liabilities related to Pier A West; and higher extraction costs. Increased oil extraction was
stimulated by higher crude oil prices prevailing in the oil market during the fiscal year.

Debt Administration

The following table shows bond issuance information and long-term changes (exclusive of unamortized
bond premium or discount). Note 8 of the financial statements provides additional information related to
the Department’s long-term debt program.

2002A
1998 2000 Variable 2002B 2004 2005
In thousands, except for rates and dates of issuance

Original issue $ 206,330 275,000 144,240 144,240 113,410 257,975
Date of issue 02/01/98 11/01/00 06/26/02 06/26/02 03/10/04 03/23/05
Original coupon rate 6.0% 5.25-5.75% —% 5.0-5.5% 4.0 -5.0% 5.0%
Beginning balance $ 147,535 240,415 133,820 133,295 94,900 243,515
Fiscal year 08 redemptions (8,780) (8,095) (133,820) (3,940) (6,820) (8,675)
Ending balance $ 138,755 232,320 — 129,355 88,080 234,840

The underlying ratings assigned to the Department’s bond issues are as follows: Standard & Poor’s: AA,
stable outlook; Moody’s Investors Service: Aa2, stable outlook; and Fitch Ratings: AA, stable outlook. The
ratings are a reflection of the consistency shown by the Port on its operations, and its constant status as a
prime destination for companies moving cargo across the Pacific Rim trade routes.

Since 1994, the Department has continuously carried a commercial paper program; historically, all the
notes have matured not later than 270 days after date of issuance. As of September 30, 2008, the
outstanding principal balance is $60.15 million with a weighted average interest rate for the year of 2.34%.
The Department intended to repay this obligation during fiscal year 2008, but market conditions changed
and it was more feasible to repay the 2002A variable rate bonds. Plans still remain to pay back the notes,
plus interest during fiscal year 2009.

Cash Management

The City Charter requires that the Department deposits all of its cash with the City Treasurer who is in
charge of administering and investing the City’s cash pool. This includes most of the restricted funds for
construction projects, debt service, and reserve accounts, as well as unrestricted funds from operations.
Cash investment earnings are allocated monthly to all participating City departments and agencies based on
the average daily balance of pooled funds on deposit. Earnings from specific (nonpooled) investments are
accrued monthly or credited at maturity, depending on the type of investment. All investments are insured,
registered, or held by the City of Long Beach or its agents in the City’s name.



The following table shows cash and investment balances credited to the Department at the end of the fiscal
year.

2008 2007
In thousands (except for rates)
Unrestricted pooled cash $ 725,689 681,822
Restricted funds — pooled 232,529 258,913
Restricted funds — non-pooled 53,702 54,017
12-month average yield 4.8% 4.9%

Responsible Growth

The Port’s revenue derived from cargo facilities increased by 81% between 1999 and 2008 from
$198 million to $359 million; cargo volumes measured in metric revenue tons grew by 38% during the
same period of time from $117 million to $162 million.

Tonnage by Commodity Group
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The growth has been fueled by steady increases in cargo coming from Asia; it was not until the last fiscal
year that this trend experienced a reversal. Lower demand of imported goods prompted by a slowdown of
the U.S. economy is the main factor behind the trade industry reversal. It is anticipated that these
conditions will prevail, at least, during the first part of fiscal year 2009. The Port continues to maintain its
capital projects at a steady pace. Its terminals and installations provide the best alternative for shipping
lines to bring goods into the continental United States.



Economic Outlook

In 1911, the State of California established the Long Beach tidelands area as a State Trust and designated
the City of Long Beach as a trustee for the people of the State of California. The Port of Long Beach,
located in the Tidelands Trust, has been a successful landlord port providing the region, state, and nation
with state-of-the-art seaport facilities and serving as a safe international gateway for trade. International
trade has experienced constant growth for the last few years; this trend is expected to continue (at a
moderate pace) over the coming years.

In 2008, Port’s terminals moved nearly 6.7 million TEUs (twenty-foot equivalent units), a decrease of
8.5% from 2007. This decrease in cargo volumes led to a decline in operating revenues of 3.2%. The Port’s
net income, before grants, increased 4.3%.

Gross operating revenue decreased 3% to $359.3 million. The dry bulk category increased by 2% from last
year to $18.3 million. The rest of the revenue generating activities were lower when compared to 2007:
containerized cargo: 3.3% to $280.1 million; liquid bulk: 5.6% to $17.8 million; vehicles: 0.7% to
$10.5 million; other facilities: 20% to $3.8 million; steel: 0.2% to $8.8 million; and lumber down 4% to
$1.2 million. Eroding consumer demand for imported goods, tightening credit markets, and impacts
derived from troubled Asian economies were factors behind these variances. Rental and miscellaneous
revenues were also impacted by the slowing trade and port traffic and decreased 0.6% to $18.8 million.

Cargo volume through the Port decreased to 162.9 million metric revenue tons in fiscal 2008, down 5.9%
from 2007. Containerized cargo terminals recorded decreases of 4.8% by volume; liquid bulk volume
decreased 8.3%, and dry bulk volume decreased 7.1%.

Inbound — Outbound and Total Metric Revenue Tons
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The expansion of foreign trade provides a tremendous boost to local, regional and national economies, and
affords the Port a number of opportunities for the future. It also presents significant challenges as the Port
balances its economic growth with responsible stewardship of the environment.

The Department generates revenues through leases, tariffs and other charges assessed to its tenants. No
local, state or federal taxes support Port operations. The Department does not fund general governmental



activities but compensates the City of Long Beach for services such as public safety, human resources,
civil service, and centralized financial, legal and audit services.

Trade and Commerce

Throughout its history, and being one of the world’s busiest ports, the Port has made it a priority to provide
state-of-the-art seaport facilities. This is even more important in today’s operating environment than ever
before. Investing in modern facilities and transportation infrastructure is conducive to significant increases
in goods movement efficiency. Increased efficiency leads to greater regional economic benefits as well as a
safer and cleaner Port environment.

Long-term economic forecasts predict that cargo passing through the Port of Long Beach will maintain a
moderate-increase trend. Factors contributing to this increase are the continued U.S. consumer demand for
products manufactured abroad and increased vessel capacity supplied by the new generation of larger
container ships capable to hold up to 8,000 TEUs. As a landlord, the Port has the leading responsibility to
maintain much of the infrastructure within the Long Beach Harbor District. Building modern facilities and
infrastructure and providing proper maintenance for such assets are essential, not only to the Port’s
financial success, but also are key elements in meeting environmental protection needs of the surrounding
communities. Port’s resources are committed to facilitate international goods movement, to build modern
and efficient facilities and infrastructure, to promote the reduction of negative impacts on the environment,
and to be a goodwill partner with the community.

To accommodate the increase in trade volume expected during the next 20 years, the Port will continue to
seek innovative solutions for developing facilities and related infrastructure while ensuring that air, water
and soil quality continue to improve.

Environmental Protection

In November 2006, in a historic joint board session of the Ports of Long Beach and Los Angeles
(the Ports), the San Pedro Bay Clean Air Action Plan (CAAP) was approved. The $2-billion plan addresses
all port-related emission sources — ships, trains, trucks, terminal equipment, and harbor craft — to
significantly reduce health risks posed by air pollution and intends to reduce pollution by 45% over five
years. As landlords, the Ports do not operate terminals, ships, yard equipment, trucks, or trains. Nor do the
Ports have legal powers to mandate new regulations. However, the Ports are determined to exert all efforts
in order to reduce air pollution derived from goods movement activities by maximizing the utilization of all
available means. The Port has established itself as a world leader in sustainable industrial development by
adopting the industry-leading Green Port Policy and backed it up with $211 million reserve to guarantee
the completion of environmental initiatives for the next five years. The reserve will supplement funding to
develop environmentally friendly improvements, such as dockside electrical power (cold-ironing) at Port
terminals. This program will substantially reduce emissions from vessels calling at the Port.

In other environmental accomplishments, the Port has:

. Extended the Green Flag Vessel Speed Reduction Program for an additional year. This program is
expected to reduce air pollution by more than 500-700 tons per year. The Port has committed
approximately $2 million a year in dockage incentives to encourage participation. Participation in the
program has climbed steadily from 60% in 2006 to 93% in 2008.

. Promoted a Clean Truck Program, in conjunction with the Port of Los Angeles, to reduce air
pollution from port-related trucks by 80% by 2012. This program is phasing out old, dirty trucks in
favor of cleaner models, and it includes a fee that will be used to help finance replacement trucks.

. Started an environmental impact report/statement to develop a 345-acre environmentally friendly
containerized cargo terminal on Piers D, E, and F; and also 160-acre environmentally friendly
containerized cargo terminal on Pier S. These terminals will be leased to tenants committing to a
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green lease. Some of the features of these terminals are: on dock rail to speed up the cargo moving
process, electrical substation to facilitate cold-ironing, alternative fuel powered cargo equipment, and
green truck requirement.

Security

The Port of Long Beach continues its commitment to safety and security and is dedicated to being the
safest, most secured Port in the world. To that effect, and up to the end of fiscal year 2008, it has secured
$44.5 million in Federal Port Security grants. Grants provided funds for the installation of surveillance
camera equipment; installation of protective barriers and security fencing and lighting; and the acquisition
of waterside detection systems. Grant resources also helped to build the Port of Long Beach Command and
Control Center, which serves as the Port’s Security Division headquarters and as a coordination and
communications hub for the various local and federal agencies and maritime organizations that make up
the multi-jurisdictional system that protects the harbor complex. This $21-million facility was designed and
built to “silver-level” LEED (Leadership in Energy and Environmental Design) standards; including
environmentally friendly design, recycled materials, energy efficiency, and sustainable construction
practices. The new building also represents the Port’s commitment to state-of-the-art security technology
and operational techniques. The Port’s Security Division continues to ensure the acquisition of the latest
security technology and the best training available for its officers.

The Port is now in the implementation stages of an Emergency Management system, which includes a
business continuity plan to ensure uninterrupted key Port operations in the event of an emergency.

Risk Management

The Department currently carries an all-risk property insurance program covering loss or damage by fire
and other risks (excluding earthquake and flood) with a loss limit of $1,000,000,000. A total of
$500,000,000 of terrorism insurance coverage is also purchased from a combination of insurers.

To address third-party liability exposure, an excess liability insurance program is carried by the
Department with total limits of $150,000,000 in excess of a $1,000,000 self-insured retention. The excess
liability policy covers the Harbor Department’s operations and includes acts of terrorism within the
$150,000,000 limit. In addition, the Department carries specialized insurance policies providing coverage
for damage to owned vessels, damage to other vessels, and pollution liability.

Following is a summary of insurance coverage:

2008 2007 2006
Insurance coverage for fire and other risks ~ $ 1,000,000,000 1,000,000,000 ° 1,000,000,000
Comprehensive general liability coverage 150,000,000 150,000,000 150,000,000
Self-insured retention » 1,000,000 1,000,000 1,000,000
Accrued litigation claim liabilities — 2,385,000 2,385,000

Port tenants, contractors, and vendors are required to carry various types and levels of insurance, including
general liability insurance on leased premises. The insurance must include coverage for bodily injury and
property damage liabilities, and name as additional insured the City of Long Beach, the Board of Harbor
Commissioners, and the Department’s officers and employees. The amount of settlements reached by the
Department did not exceed the amount of insurance coverage in any of the past three fiscal years.
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Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Harbor Department of the City of
Long Beach, California, for its Comprehensive Annual Financial Report for the fiscal year ended
September 30, 2007. This was the 25th consecutive year that the Department has received this prestigious
award. In order to be awarded a Certificate of Achievement, the Department must publish an easily
readable and efficiently organized Comprehensive Annual Financial Report. This report must satisfy both
Generally Accepted Accounting Principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
Comprehensive Annual Financial Report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.

We would like to acknowledge the dedicated service of the Finance Division staff members, through
whose efforts the timely preparation of this report was made possible. Additionally, we would like to thank
the Communications Division for providing artwork and editing services.

Respectfully submitted:

Al

Richard D. Steinke Sam Joumblat
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
GFOA Certificate of Achievement
September 30, 2008

Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

The Harbor Department
California

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
September 30, 2007

A Certificate of Achievement for Excellence in Financial.«
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement

systems whose comprehensive annual financial

reports (CAFRs) achieve the highest

standards in government accounting

and financial reporting.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Organizational Chart
September 30, 2008

Harbor Department of the City of Long Beach
Organizational Chart as of 9/30/2008

| | Engineering Administation | | | Environmental Planning | | Communicatons Finance
Devision Division Division T Divsion
| | Construction Management § | | Masber Ptanning | | Trade Relafons | Risk Management
Divtslon Division Divsion Dirvsian
| | Program Maragement | | Tranepartation Plamning | Securty | | Feal Estate
Divtsion Division Diwslon Divislon
| ] Design | | Malrterance | | information hamagement
Dintslon Divsion Divislon
| | Humen Resources
Divtslon

14



THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Board of Harbor Commissioners and Senior Management

September 30, 2008

Board of Harbor Commissioners
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KPMG LLP

Suite 2000

355 South Grand Avenue

Los Angeles, CA 90071-1568

Independent Auditors’ Report

The Honorable Mayor and City Council
The Honorable Members of the Board of Harbor Commissioners:

We have audited the accompanying financial statements of the Harbor Department of the City of Long
Beach (the Department), an enterprise fund of the City of Long Beach, California, as of and for the years
ended September 30, 2008 and 2007, as listed in the table of contents. These financial statements are the
responsibility of the Department’s management. Our responsibility is to express an opinion on these
financial statements based upon our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Department’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

As discussed in note 1, the financial statements of the Department are intended to present the financial
position, and the changes in financial position and, where applicable, cash flows of only that portion of the
governmental activities, the business-type activities, each major fund and the aggregate remaining fund
information of the City of Long Beach, California, that is attributable to the transactions of the Department.
They do not purport to, and do not, present fairly the financial position of the City of Long Beach,
California, as of June 30, 2008 and 2007, the changes in its financial position, or where applicable, its cash
flows for the year then ended in conformity with U.S. generally accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Harbor Department of the City of Long Beach, California, as of September 30,
2008 and 2009, and the changes in its financial position and its cash flows for the years then ended in
conformity with U.S. generally accepted accounting principles.

As discussed in notes 1 and 9 to the financial statements, effective July 1, 2007, the Department adopted
Governmental Accounting Standards Board (GASB) Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pensions, in accounting for its
postretirement healthcare costs.

The Management’s discussion and analysis on pages 18 through 24 is not a required part of the basic
financial statements but is supplementary information required by U.S. generally accepted accounting
principles. We have applied certain limited procedures, which consisted principally of inquiries of

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG Interational, a Swiss cooperative.



management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinion on the Department’s basic financial
statements. The introductory section and the statistical section are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The introductory section and the
statistical section have not been subjected to the audit procedures applied in the audit of the basic financial
statements and accordingly, we express no opinion on them.

KPMe P

March 25, 2009
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Management’s Discussion and Analysis (Unaudited)

September 30, 2008 and 2007

As management of the Harbor Department of the City of Long Beach, California (the Department), we offer
readers of the financial statements this discussion and analysis of the financial activities for the fiscal years ended
September 30, 2008 and 2007.

Overview of the Financial Statements

The Department’s financial statements include the statements of net assets, the statements of revenues, expenses,
and changes in fund net assets, the statements of cash flows, and the notes to the financial statements. This
discussion is intended to serve as an introduction to the Department’s financial statements.

Condensed Financial Position Information

The Statements of Net Assets presents information concerning the Department’s assets, liabilities, and net assets.

The following condensed financial information provides an overview of the Department’s financial position as of
September 30 of 2008, 2007, and 2006.

Summary of Net Assets
September 30, 2008, 2007, and 2006

2008 2007 2006
Assets:
Capital assets, net $ 2,243,615,808 2,245.291,679 2,191,431,430
Other assets 1,160,749,854 1,142,439,210 1,031,344,405
Total assets 3,404,365,662 3,387,730,889 3,222,775,835
Liabilities:
Long-term obligations, net of current portion 840,616,156 1,032,894,146 1,096,106,131
Current liabilities 260,169,291 212,096,250 144,523,851
Total liabilities 1,100,785,447 1,244,990,396 1,240,629,982
Net assets:
Invested in capital assets, net of related debt 1,335,522,370 1,162,931,088 1,079,606,148
Restricted 330,508,412 296,775,465 317,730,496
Unrestricted 637,549,433 683,033,940 584,809,209
Total net assets $ 2,303,580,215 2,142.740,493 1,982,145,853

Analysis of Fiscal Year 2008

At the end of fiscal year 2008, the assets of the Department exceeded its liabilities by $2,303,580,215
(net assets). Total net assets increased by $160,839,722. This change consists mainly of $163,681,269 current
year operating income, $4,440,935 income from equity in the Intermodal Container Transfer Facility Joint
Powers Authority (ICTF) joint venture, $3,742,240 income derived from grants received from federal and state
governments, $31,153,305 profit from oil operations; less $42,178,027 from other net nonoperating expenses,
including financing costs and 10% of increase in net assets transfer to the City of Long Beach’s (the City)
Tidelands Operating Fund, which amounts to $16,059,464.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Management’s Discussion and Analysis (Unaudited)

September 30, 2008 and 2007

The Department’s investment in capital assets (land; structures and facilities; furniture, fixtures, and equipment;
construction in progress; and rights of way) less any related debt is $1,335,522,370 or 58% of the aggregate net
assets. Capital assets facilitate tenants’ cargo operations and the Department does not intend to liquidate them to
fund ongoing port operations.

The Department holds $330,508,412 of net assets subject to restrictions, an increase of $33,732,947 from
last year. The increase consists of matching contribution for future federal and state grants for projects such as
bridges, rail, roadway, and port security paired with reductions on the bonded debt service requirements, rail and
roadway fund, and full utilization of the RDA Westside restricted funds. Restricted net assets are thus identified
in the Statements of Net Assets and represent 14% of the Department’s total net assets.

At the end of fiscal year 2008, the Department reported unrestricted net assets of $637,549,433, a decrease of
$45,484,507 when compared to 2007. This change included an increase in net assets of $160,839,722, less
$172,591,282 used to finance capital assets, net of related liabilities, and the net effect of setting reserves for the
Gerald Desmond Bridge, the rail and roadway fund, rail projects, and security projects (a net reduction of
$33.73 million). Unrestricted net assets represented 28% of the Department’s aggregate net assets, and were not
subject to external restrictions. Unrestricted net assets were available to fund the Department’s continuing
obligations and designated projects.

Analysis of Fiscal Year 2007

At the end of fiscal year 2007, the assets of the Department exceeded its liabilities by $2,142,740,493
(net assets). Total net assets increased by $160,594,640. This change consisted mainly of $190,800,991 current
year operating income, $4,674,546 income from equity in the ICTF joint venture, $10,019,920 income derived
from grants received from federal and state governments; less $21,070,305 loss from oil operations, and
$23,830,512 from other net nonoperating expenses, including financing costs and 10% transfer to the City’s
Tidelands Operating Fund, which amounted to $15,399,535.

The Department’s investment in capital assets (land; structures and facilities; furniture, fixtures, and equipment;
construction in progress; and rights of way) less any related debt was $1,162,931,088 or 54% of the aggregate net
assets.

The Department held $296,775,465 of net assets subject to restrictions, a reduction of $20,955,031 from 2006.
The decrease is related to the utilization of funds earmarked for the City of Long Beach RDA Westside projects
and the reclassification of funds restricted for non-related party debt-service contingency, and matching
contribution for future federally funded projects. Restricted net assets were thus identified in the Statements of
Net Assets and represented 14% of the Department’s total net assets.

At the end of fiscal year 2007, the Department reported unrestricted net assets of $683,033,940, an increase of
$98,224,731 when compared to 2006. This increase included an increase in net assets of $160,594,640, less
$83,324,940 used to finance capital assets, net of related liabilities, plus the reversing of funds originally -
allocated to fund the Gerald Desmond Bridge and the Rail and Roadway Reserves netting $18,403,799, and an
increase in unrestricted net assets as a result of a $2,551,231 moved out of restricted net assets for qualifying
expenses for the RDA Westside project. Unrestricted net assets represented 32% of the Department’s aggregate
net assets, and were not subject to external restrictions. Unrestricted net assets were available to fund the
Department’s continuing obligations and designated projects.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Management’s Discussion and Analysis (Unaudited)

September 30, 2008 and 2007

Summary of Operations and Changes in Net Assets

The statements of revenues, expenses, and changes in fund net assets illustrates the Department’s change in net
assets from prior to current fiscal year. These changes are reported as soon as the underlying event giving rise to
the change occurs, regardless of the timing of related cash flows. Thus, some revenues and expenses reported in
this statement will only affect future period cash flows, for example: uncollected receivables and earned, but

unused, vacation leave.

The table below summarizes the operations for fiscal years 2008, 2007, and 2006.

Changes in Fund Net Assets

Years ended September 30, 2008, 2007, and 2006

2008 2007 2006
Operating revenues:
Berth and special facilities $ 340,524,798 351,891,119 337,675,886
Miscellaneous 18,819,335 18,940,814 15,618,591
Total operating revenues 359,344,133 370,831,933 353,294,477
Operating expenses:
Facility and infrastructure (81,440,115) (69,959,326) (54,341,202)
General and administrative (34,725,802) (27,004,526) (21,199,838)
Depreciation and amortization (79,496,947) (83,067,090) (85,465,306)
Total operating expenses (195,662,864) (180,030,942) (161,006,346)
Operating income 163,681,269 190,800,991 192,288,131
Non-operating revenues (expenses):
Intergovernmental expense (16,059,464) (15,399,535) (14,222,184)
Investment expense, net of income (13,044,028) (9,698,643) (25,807,784)
Income (loss) from oil operations 31,153,305 (21,070,305) 6,125,571
Loss (gain) on sale of capital assets (254,540) 179 (1,391,831)
Income from equity in joint venture 4,440,935 4,674,546 4,301,663
Clean Air Action Plan expense (13,866,798) — —
Other income (expense), net 1,046,803 1,267,487 (9,596,403)
Net nonoperating expenses (6,583,787) (40,226,271) (40,590,968)
Income before capital grants 157,097,482 150,574,720 151,697,163
Capital grants 3,742,240 10,019,920 2,298,184
Change in net assets 160,839,722 160,594,640 153,995,347
Total net assets — beginning 2,142,740,493 1,982,145,853 1,828,150,506
Total net assets — ending $ 2,303,580,215 2,142.740,493 1,982,145,853

20

(Continued)



THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Management’s Discussion and Analysis (Unaudited)

September 30, 2008 and 2007

Analysis of Fiscal Year 2008

A comparison of the operating revenues for fiscal years 2008 and 2007 shows a decrease of 3%. All the revenue
categories, except dry bulk (2% increase), decreased: containerized cargo 3%, liquid bulk 6%, steel 1%, vehicles
1%, lumber 4%, other terminals 20%, rentals 1%.

In terms of volume (measured in metric revenue tons), all types of cargo decreased during fiscal year 2008:
containerized cargo 5%, dry bulk 7%, vehicles 19%, steel 13%, lumber 17%, and liquid bulk 8%.

Operating expenses increased due to higher maintenance costs on the Gerald Desmond Bridge, increased levels
of service provided by the Long Beach Police and Fire Departments; revamping and modemization of the Port’s
Security Division, and additional costs incurred to patrol and secure water areas around the Port complex.
Upgrades and maintenance of access roads, sanitation systems, and far reaching efforts to promote community
awareness were also factors causing the increase in operating expenses.

Depreciation expense is affected by acquisition/retirement of operating assets, their useful lives, and the dates
when such assets are placed in service. Depreciation expense for fiscal year 2008 was lower than that of 2007
because many of the capital assets owned by the Port have maximized their allowable depreciation. Investment
income was lower due to the recording of the loss on Lehman Brothers commercial paper investment. Interest
expense was lower because of the full payment of the 2002A bonds and the reduction, due to regular debt
servicing, on the principal balances of the other debt carried by the Department.

Oil operations net revenues increased to $31.2 million from a $21.1 million loss in previous year due to favorable
crude oil prices prevailing during the fiscal year. Fiscal year 2008 is the first year in which expenses were
incurred on the Clean Trucks Program, which is an important component of the Clean Air Action Plan (CAAP);
net expenses for the year were $13.9 million; the portion of the capital grant project expenses subsidized with
grant revenues decreased from $10 million in FY 2007 to $3.7 million in FY 2008 because these projects were
delayed.

Analysis of Fiscal Year 2007

A comparison of the results of operations for fiscal years 2007 and 2006 showed an increase in operating
revenues of 5%. The following revenue categories increased: containerized cargo 6%, liquid bulk 6%, other
facilities 10%, rentals 28%, vehicles 1%, and miscellaneous income 4%; the following revenue categories
decreased: dry bulk facilities 11%, steel 3%, and lumber 16%. Gross oil operations revenue decreased by 1%.

In terms of volume (measured in metric revenue tons), only containerized cargo increased by 5%, while
decreases were experienced by dry bulk 12%, vehicles 16%, steel 6%, lumber 7%, and miscellaneous 25%.
Liquid bulk moved up by less than 1%.

Operating expenses increased due to the ongoing implementation of the Green Port policy, which encompasses
programs such as the CAAP. The policy provides resources to support efforts geared toward a cleaner
environment within and around the Port complex. Another element is the safety and security concerns faced by
the maritime industry inducing the Port to increase its security expenses. Upgrades and maintenance of access
roads, sanitation systems, and revamping of community outreach and involvement were also factors increasing
operating expenses.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Management’s Discussion and Analysis (Unaudited)

September 30, 2008 and 2007

Depreciation expense decreased during 2007; changes are in direct proportion to the acquisition/retirement of
operating assets; date when assets are placed in service and when assets are recorded in the books; and partial
closing of projects.

Investment expense was lower because of smaller bonded debt principal balances. Interest income increased due
to higher interest rates and higher cash balances maintained by the Port.

Oil operations changed from a $6.1 million income in 2006 to a $21.1 million loss in 2007. The change was

mainly related to the recognition of an environmental remediation liability related to cleaning up waste on Pier A
West.

Capital Assets and Debt Administration
Capital Assets

The Department’s investments in capital assets, net of accumulated depreciation, as of September 30, 2008,
2007, and 2006 are as follows:

Subtotal nondepreciable capital

assets

Depreciable capital assets (net):

Capital Assets, Net
September 30, 2008, 2007, and 2006
2008 2007 2006
Non-depreciable capital assets :
Land $ 858,813,707 850,704,021 848,903,831
Construction in progress 164,535,655 225,836,752 145,554,036
Rights of way 207,823,264 207,823,264 207,823,264

1,231,172,626

1,284,364,037

1,202,281,131

Structures and facilities 1,008,240,275 956,920,248 985,583,964
Furniture, fixtures, and equipment 4,202,907 4,007,394 3,566,335
Subtotal depreciable capital assets 1,012,443,182 960,927,642 989,150,299

Total capital assets, net

$

2,243,615,808

2,245,291,679

2,191,431,430

Analysis of Fiscal Year 2008

The Department’s investments in capital assets include land; structures and facilities; furniture, fixtures, and
equipment; construction in progress; and rights of way. Capital assets decreased by less than 1% when compared
to fiscal year 2007. Additions/transfer to capital asset accounts were offset by reductions, either by transfers to
capital asset accounts or by closing projects to operating expenses, in construction in progress. Information
regarding the Department’s capital assets can be found in note 5 to the financial statements.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Management’s Discussion and Analysis (Unaudited)

September 30, 2008 and 2007

Analysis of Fiscal Year 2007

The Department’s investments in capital assets include land; structures and facilities; furniture, fixtures, and
equipment; construction in progress; and rights of way. Capital assets increased 2% when compared to fiscal year
2006. The increase is related to higher activity in the construction in progress accounts, and as a result, more
projects started or continued. As more projects were completed, more assets were placed in service and aging
carpool and utility vehicles were replaced with ones with more fuel efficient and cleaner emissions. Additionally,
the Port is upgrading and modernizing its security equipment. Information regarding the Department’s capital
assets can be found in note 5 to the financial statements.

Debt Administration

The following table summarizes the Department’s debt, originally incurred as long-term, as of September 30,
2008, 2007, and 2006. For consistency purposes, this schedule includes the current portion.

Debt Originally Incurred as Long-Term Debt
September 30, 2008, 2007, and 2006

2008 2007 2006
Bond debt (principal and net premiums) $ 842,403,531 1,016,164,146 1,055,949,798
Commercial paper outstanding 60,150,000 60,150,000 60,150,000
Notes payable — 41,333 82,667
Total long-term debt $ 902,553,531 1,076,355,479 1,116,182,465

Analysis of Fiscal Year 2008

The Department’s total long-term debt decreased by $173,801,948, or 16%. The decrease was the result of
scheduled bond debt service-payments and the retirement of the 2002A variable rate debt obligation
(VRDO) bonds ($133.8 million).

The underlying ratings assigned to the Department’s bond issues are as follows: Standard & Poor’s: AA, stable
outlook; Moody’s Investors Services: Aa2, stable outlook; and Fitch Ratings: AA, stable outlook. The ratings are
the result of factors such as: the Port’s significant size and strength among the West Coast container ports; its
status as a world-class facility; its prime location to attract Pacific Rim trade; convenient links to inter-modal
connections; its healthy financial condition and high liquidity; the proactive approach to secure and protect its
facilities and to make them as safe as possible; the continued implementation of an environmentally responsible
capital program supported by the Board of Harbor Commissioners; and management’s commitment to efficiency,
sustainability, environmental protection, and customer service.

The debt-service coverage ratios for fiscal years ended 2008 and 2007 are 3.1 and 3.5, respectively. The -
minimum rate required by the Department’s various bond indenture documents is 1.25. Additional information
on the Department’s long-term debt can be found in notes 6, 7, and 8 on pages 45-52 of this report.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Management’s Discussion and Analysis (Unaudited)

September 30, 2008 and 2007

Analysis of Fiscal Year 2007

The Department’s total long-term debt decreased by $39,826,986; or approximately 4%. The decrease was the
result of scheduled bond debt service-payments.

The underlying ratings assigned to the Department’s bond issues are as follows: Standard & Poor’s: AA, stable
outlook; Moody’s Investors Services: Aa2, stable outlook; and Fitch Ratings: AA, stable outlook. The ratings are
the result of factors such as: the Port’s significant size and strength among the West Coast container ports; its
status as a world-class facility; its prime location to attract Pacific Rim trade; convenient links to inter-modal
connections; its healthy financial condition and high liquidity; the proactive approach to protect its facilities and
to make them as safe and secure as possible; the continued implementation of an environmentally responsible
capital program supported by the Board of Harbor Commissioners; and management’s commitment to efficiency,
sustainability, environmental protection, and customer service.

The debt-service coverage ratios for fiscal years ended 2007 and 2006 are 3.5 and 3.4, respectively. The
minimum rate required by the Department’s various bond indenture documents is 1.25. Additional information
on the Department’s long-term debt can be found in notes 6, 7, and 8 on pages 45-52 of this report.

Notes to the Financial Statements

The notes to the Department’s financial statements can be found on pages 31-64 of this report. These notes
provide additional information that is essential to a full understanding of the financial statements.

Requests for Information

This financial report is designed to provide a general overview of the Department’s finances for people or entities
interested in the financial aspects of the Port. Questions concerning any of the information provided in this report
or requests for additional financial information should be addressed to the Chief Financial Officer, 925 Harbor
Plaza, Long Beach, CA 90802.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Statements of Net Assets

September 30, 2008 and 2007

Assets 2008 2007
Current assets:

Pooled cash and cash equivalents (note 2) $ 725,689,304 681,822,132
Accounts receivable, net of allowance (note 3) 50,090,855 46,928,166
Interest receivable 581,213 535,260
Nonperforming investments (note 3) 2,228,927 —
Due from other governmental agencies (note 3) 2,267,630 5,930,537
Inventories of supplies 742,222 734,102
Subtotal 781,600,151 735,950,197

Harbor Revenue Bond Funds and other funds restricted as to

use (notes 2 and 8):

Pooled cash and cash equivalents 232,528,585 258,912,893
Non-pooled cash and cash equivalents 21,473,654 21,788,988
Non-pooled investments 32,228,105 32,228,368
Subtotal restricted current assets 286,230,344 312,930,249

Total current assets 1,067,830,495

1,048,880,446

Non-current assets:

Capital assets (notes 5 and 10):

Land:
Purchased 439,913,481 439,913,481
Constructed 418,900,226 410,790,540
Net land 858,813,707 850,704,021
Structures and facilities 1,947,975,911 1,818,157,460
Less accumulated depreciation (939,735,636) (861,237,212)
Net structures and facilities 1,008,240,275 956,920,248
Furniture, fixtures, and equipment 17,499,336 16,683,825
Less accumulated depreciation (13,296,429) (12,676,431)
Net furniture, fixtures, and equipment 4,202,907 4,007,394
Construction in progress 164,535,655 225,836,752
Rights of way (note 4) 207,823,264 207,823,264

Net capital assets 2,243,615,808

2,245,291,679

Other assets:

Long-term receivables (note 3) 27,435,000 27,435,000

Oil facilities (net of accumulated depletion of $70,232,840 and
$70,052,500, respectively) 10,903,015 11,083,355
Environmental mitigation credits (note 14) 44,278,068 44,278,068
Investments in joint venture (note 11) 7,903,276 7,462,341
Other non-current assets 2,400,000 3,300,000
Total other assets 92,919,359 93,558,764

Total non-current assets 2,336,535,167

2,338,850,443

Total assets $ 3,404,365,662

3,387,730,889
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Statements of Net Assets
September 30, 2008 and 2007

Liabilities and Net Assets 2008 2007
Current liabilities payable from current assets:
Accounts payable and accrued expenses $ 53,972,310 50,810,785
Accrued claims and judgments (note 12) — 2,385,000
Accrued interest — commercial paper (note 6) 185,725 282,852
Commercial paper outstanding (note 6) 60,150,000 60,150,000
Deferred credits and unearned revenue 14,586,669 15,920,605
Due to City of Long Beach (note 13) 16,274,861 15,605,875
Environmental remediation (note 12) 60,411,804 9,600,000
Notes payable (note 7) — 41,333
Total current liabilities payable from current assets 205,581,369 154,796,450
Current liabilities payable from restricted assets:
Current portion of bonds indebtedness (note 8) 38,145,000 40,170,000
Accrued interest — bonds 16,442,922 17,129,800
Total current liabilities payable from restricted assets 54,587,922 57,299,800
Total current liabilities 260,169,291 212,096,250
Long-term obligations net of current portion:
Bonds indebtedness (note 8) 804,258,531 975,994,146
Environmental remediation (note 12) 16,457,625 38,100,000
Oil wells abandonment (note 12) 19,900,000 18,800,000
Total non-current liabilities 840,616,156 1,032,894,146

Total liabilities

Net assets (note 15):
Invested in capital assets, net of related debt

Restricted-nonrelated-party debt service contingency and matching

1,100,785,447

1,244,990,396

1,335,522,370

1,162,931,088

contribution for future federally funded projects (note 12) 184,184,312 143,870,930
Restricted-capital projects 44,278,068 49,096,654
Restricted-debt service (note 8) 102,046,032 103,807,881
Unrestricted:

Unrestricted 637,549,433 683,033,940

Total net assets

See accompanying notes to financial statements.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH

Statements of Revenues, Expenses, and Changes in Fund Net Assets

Fiscal years ended September 30, 2008 and 2007

Port operating revenues (note 10):
Berths and special facilities
Rental properties
Miscellaneous

Total Port operating revenues

Port operating expenses:
Facility maintenance
Infrastructure maintenance
Fire and safety
Other indirect
General and administrative

Port operating expenses before depreciation and

amortization
Depreciation and amortization
Total Port operating expenses
Operating income

Nonoperating income (expense):
Investment income, net
Interest expense
Income (loss) from Harbor oil operations
Gain (loss) on disposition of capital assets

Income from equity in joint ventures (note 11)

Clean Air Action Plan (net)
Other income

Net nonoperating income (expense)

Income before capital grants and transfers

Capital grants
Transfers to the City of Long Beach (note 13)

Increase in net assets
Total net assets, at beginning of year

Total net assets, at end of year

See accompanying notes to financial statements.
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2008 2007

340,524,798 351,891,119
14,495,795 14,633,060
4,323,540 4,307,754
359,344,133 370,831,933
7,870,391 9,777,839
45,556,412 29,916,302
21,353,046 20,472,349
6,660,266 9,792,836
34,725,802 27,004,526
116,165,917 96,963,852
79,496,947 83,067,090
195,662,864 180,030,942
163,681,269 190,800,991
33,346,928 43,374,260
(46,390,956) (53,072,903)
31,153,305 (21,070,305)
(254,540) 179
4,440,935 4,674,546
(13,866,798) —
1,046,803 1,267,487
9,475,677 (24,826,736)
173,156,946 165,974,255
3,742,240 10,019,920
(16,059,464) (15,399,535)
160,839,722 160,594,640

2,142,740,493

1,982,145,853

§ 2,303,580,215
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Statements of Cash Flows
Fiscal years ended September 30, 2008 and 2007

2008 2007
Cash flows from operating activities:
Cash received from customers $ 359,339,856 366,577,042
Cash paid to employees net of capitalized labor of $4,786,307
and $6,017,758 in 2008 and 2007, respectively (32,679,627) (27,599,780)
Cash paid to suppliers (51,260,792) (68,436,839)
Net cash provided by operating activities 275,399,437 270,540,423
Cash flows from investing activities:
Harbor oil operations providing cash 29,727,236 11,122,605
Interest received 31,072,311 43,417,824
Return on investment in joint venture 8,000,000 —
Net cash provided by investing activities 68,799,547 54,540,429
Cash flows from non-capital financing activities:
Clean Air Action Plan (1,147,823) —
Intergovernmental transfers (15,399,535) (14,222,184)
Net cash used in non-capital financing activities (16,547,358) (14,222,184)
Cash flows from capital and related financing activities:
Grant proceeds 7,046,639 4,613,447
Interest paid (50,787,577) (54,964,815)
Payments for capital acquisitions (97,517,285) (104,545,559)
Principal payment — notes (41,333) (41,333)
Principal repayment — bonds (170,130,000) (38,335,000)
Proceeds from the sales of capital assets 945,460 —
Net cash used in capital and related financing activities (310,484,096) (193,273,260)
Net increase in cash and cash equivalents 17,167,530 117,585,408
Cash and cash equivalents, at beginning of year 962,524,013 844,938,605
Cash and cash equivalents, at end of year $ 979,691,543 962,524,013
Reconciliation of operating income to net cash provided by operating activities:
Operating income $ 163,681,269 190,800,991
Adjustments to reconcile operating income to net cash provided by
operating activities:
Depreciation and amortization 79,496,947 83,067,090
Bad debt expense 26,954 —
Effects of changes in operating assets and liabilities:
Decrease (increase) in receivables 587,025 (3,322,113)
Increase in inventory (8,120) (194,009)
Increase in accounts payable 7,939,727 924,284
Decrease in deferred revenue (814,410) (53,337)
Increase (decrease) in customer deposits 21,333 (539,035)
Increase in environmental remediation liabilities 24,459,654 —
(Decrease) increase in due to other funds 9,058 (143,448)
Net cash provided by operating activities $ 275,399,437 270,540,423
Reconciliation of cash and cash equivalents:
Pooled cash and cash equivalents § 725,689,304 681,822,132
Restricted pooled cash and cash equivalents 232,528,585 258,912,893
Restricted non-pooled cash and cash equivalents 21,473,654 21,788,988
$ 979,691,543 962,524,013

See accompanying notes to financial statements.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Notes to Financial Statements

September 30, 2008 and 2007

Summary of Significant Accounting Policies

(a)

(b)

The Reporting Entity

Article XII of the City Charter of the City of Long Beach, California (the City) created the Harbor
Department of the City of Long Beach (the Department) to promote and develop the Port of Long
Beach (the Port). The Department’s operations are included in the City’s reporting entity as an
enterprise fund; its activities are conducted in the Tidelands Trust area of the City and are subject to
coastal area laws of the State of California and to the terms of the trust agreement between the City
and the State of California.

The Harbor Facilities Corporation (the Corporation), a nonprofit public benefit corporation, has been
inactive since 1995 and did not have any activity during the 2008 and 2007 fiscal years. If the
Corporation would have any transactions with financial implications, they would be included in the
Department’s financial statements.

The Department, together with the Harbor Department of the City of Los Angeles, formed a joint
venture to finance the construction of the Intermodal Container Transfer Facility (ICTF). The ICTF
venture has been recorded as an investment under the equity method of accounting in the
accompanying financial statements (see note 11).

In 1989, the cities of Los Angeles and Long Beach entered into a Joint Exercise of Powers
Agreement to create the Alameda Corridor Transportation Authority (ACTA). This agreement was
amended and restated in 1996. The purpose of ACTA was to acquire, construct, finance, and operate
the Alameda Corridor (the Project). The Project consists of a 20-mile-long rail cargo expressway
connecting the ports in San Pedro Bay to the transcontinental rail yards near downtown Los Angeles
and it began operating in April 2004. ACTA prepares its own financial statements, and its
transactions are not included as part of the Department’s financial statements.

Basis of Accounting and Measurement Focus

Disbursement of funds derived from Department’s operations is restricted to Harbor Trust
Agreement purposes. The costs of providing port services are recovered entirely through leases,
tariffs, and other charges assessed to Department’s tenants. Consistent with U.S. generally accepted
accounting principles for enterprise funds, the accounting policies of the Department conform to the
accrual basis of accounting. The measurement focus of the accompanying financial statements is on
the determination of changes in net assets and changes in financial position. Operating revenues and
expenses are generated and incurred through cargo activities performed by port tenants; operating
expenses include maintenance of facilities and infrastructure, security, and payments to other City
departments for services provided to the port. Administration and depreciation expenses are also
considered operating expenses. Other revenues and expenses not included in the above categories are
reported as nonoperating income (expense). The Department applies all applicable Governmental
Accounting Standards Board (GASB) pronouncements and all Financial Accounting Standards
Board (FASB) statements and interpretations issued on or before November 30, 1989, except for
those that conflict with or contradict GASB pronouncements.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Notes to Financial Statements

September 30, 2008 and 2007

The Department recognizes operating revenues when they are earned. Proceeds from federal or state
grants are considered as nonoperating revenues, recognized as such when reimbursable expenses are
incurred, and are identified as capital grants in the statements of revenues, expenses, and changes in
fund net assets. Operating revenues or capital grant funds that have either been billed or received but
not earned are identified as deferred credits and unearned revenue in the statements of net assets.

New Accounting Pronouncements

Effective October 1, 2007, the Department adopted Governmental Accounting Standards Board
(GASB) Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions, in accounting for its postretirement healthcare costs. The adoption of
this pronouncement, GASB 45, did not have a material effect on the Department’s financial
statements.

Pooled Cash and Cash Equivalents

In accordance with City Charter requirements, the Department pools its available cash with that of
the City. The City’s cash management pool is used essentially as a demand deposit account by the
participating City organizational units. For purposes of the statements of cash flows, the Department
defines cash and cash equivalents as pooled cash and investments, including restricted pooled cash
and investments and short-term, easily convertible to cash, nonpooled investments. Investment
decisions are made by the City Treasurer and approved by an investment committee whose
membership includes members of the Department’s management ranks.

Investment income and gains/losses arising from such pooled cash and investments are apportioned
to each participating unit based on the relationship of the unit’s average daily cash balances to the
aggregate pooled cash and investments. The Department’s share of pooled cash and investments, as
of September 30, 2008 and 2007, is stated at fair market value (see note 2).

Non-Pooled Cash and Cash Equivalents

The Department considers all highly liquid investments with an original maturity date of
three months or less to be cash and cash equivalents.

Investments

Investments are reflected at fair value using quoted market prices. Realized and unrealized gains and
losses are included in the accompanying statements of revenues, expenses and changes in net assets
as investment income, net.

Inventories

Inventories of supplies are valued at the lower of average cost or market.

Capital Assets

Capital assets are valued at historical costs. The capitalization threshold for capital assets is $5,000.
Depreciation is determined using the straight-line method with no allowance for salvage values.
When appropriate, provision for obsolescence is recognized by charging depreciation at an
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Notes to Financial Statements

September 30, 2008 and 2007

accelerated rate on specific assets. The estimated economic lives used to determine annual rates of
depreciation are subject to periodic review and revision, if appropriate, to assure that the cost of the
respective assets will be written off over their economic lives. Estimated useful lives used in the
computation of depreciation of capital assets are as follows:

Structures and facilities:

Bridges and overpasses 50 to 75 years
Wharves and bulkheads 40 years
Transit sheds and buildings 20 years
State highway connections 10 years
Others 5 to 50 years
Furniture, fixtures, and equipment 2 to 30 years

Oil Operation

Oil facilities are valued at historical cost plus estimated future oil well abandonment costs. Oil field
depletion is determined using the estimated economic life of the oil field. Donated assets are valued
at their estimated fair value on the donation date.

Investments in Joint Ventures

Investments in joint power authorities are accounted for by the equity method.

Compensated Absences

The Department records all accrued employee benefits, including accumulated vacation and sick
leave, as a liability in the period when the benefits are earned. Accrued employee benefits are treated
as a current liability for financial statement presentation.

Pension Plan and Postretirement Benefits

All full-time Department’s employees are members of the State of California Public Employees’
Retirement System (CalPERS). The Department’s policy is to fund all accrued pension costs. These
costs are determined annually as of October 1 by CalPERS, and are incorporated into the payroll
burden rate reimbursable to the City’s Employee Benefits Internal Service Fund. The Department
participates in the City’s Retired Employee Health Insurance Program. This program is a single
employer defined benefit healthcare plan.

Allowance for Doubtful Accounts Receivable

The allowance for doubtful accounts is estimated at a level to absorb expected accounts receivable
losses. An Allowance for Doubtful Accounts Receivable (the Allowance) is established to reflect the .
amount of the Port’s receivables that Management estimates will be uncollectible ensuring that
Port’s receivables will not be overstated for financial reporting purposes. The allowance shall be set
at the greater of: (1) one-half of one percent (0.5%) of estimated annual operating revenues or (2) the
sum of 75% of aged receivable amounts over 120 days delinquent, plus 50% of amounts over
90 days delinquent, plus 25% of amounts over 60 days delinquent, plus 10% of amounts over
30 days delinquent.
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THE HARBOR DEPARTMENT OF THE CITY OF LONG BEACH
Notes to Financial Statements

September 30, 2008 and 2007

To determine uncollectibility, the Department’s Finance Division reviews all delinquent accounts
around August of each year. Amounts deemed uncollectible are proposed to be written off. The
balances of the allowance for uncollectible Accounts Receivable for the fiscal years 2008 and 2007
were $1,796,604 and $1,853,422, respectively (see note 3).

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amount
of assets and liabilities and the disclosure of contingent assets and liabilities as of the date of the
financial statements. Actual results could differ from those estimates.

Reclassifications

Certain amounts reported in fiscal year 2007 have been reclassified to conform to the fiscal year
2008 presentation. Such reclassifications had no effect on the previously reported change in net
assets.

Net Assets

The Department has adopted a policy of generally utilizing restricted funds, prior to unrestricted
funds, when an expense is incurred for purposes for which both are available.

The Department’s net assets are classified into the following net asset categories:

Invested in Capital Assets, Net of Related Debt — Capital assets, net of accumulated
depreciation and outstanding principal balances of debt attributable to the acquisition,
construction, or improvement of those assets.

Restricted — Expendable — Net assets subject to externally imposed conditions or constraints
that can be fulfilled by the actions of the Department or by the passage of time. The
restrictions are externally imposed by creditors, grantors, contributors, laws or regulations of
other governments, or by law through constitutional provisions or enabling legislation.

Unrestricted — All other categories of net assets. Additionally, unrestricted net assets may be
designated for use by management of the Department or have legislative or bond indenture
requirements associated with their use. These requirements limit the area of operations for
which expenditures of net assets may be made and require that unrestricted net assets be
designated to support future operations in these areas. The future funding commitments of the
Department related to the Clean Air Action Plan are a primary example of unrestricted net
assets with designated uses (see note 12).
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September 30, 2008 and 2007

Pooled Cash, Cash Equivalents, and Other Investments

The Department’s cash and cash equivalents and investments as of September 30, 2008 and 2007 are
classified in the accompanying statement of net assets as follows:

2008 2007
Pooled cash and cash equivalents $ 725,689,304 681,822,132
Pooled cash and cash equivalents, restricted 232,528,585 258,912,893
Total pooled cash and cash equivalents 958,217,889 940,735,025
Bond reserves held by fiscal agents:

Non-pooled cash and cash equivalents 21,473,654 21,788,988
Non-pooled investments 32,228,105 32,228,368
Total bond reserves held by fiscal agents 53,701,759 54,017,356

Total pooled cash and cash equivalents and bond
reserves held by fiscal agents $ 1,011,919,648 994,752,381

The majority of the Department’s cash and investments, including restricted cash and investments, are
pooled with oth<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>