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PATRICK H. WEST
CITY MANAGER

June 30, 2009

Honorable Mayor and City Council
City of Long Beach

In accordance with Section 302(e) of the City Charter, submitted herewith is the
Comprehensive Annual Financial Report (CAFR) for the City of Long Beach (City) for the
fiscal year ended September 30, 2008. This report has been prepared by the Department
of Financial Management in accordance with Generally Accepted Accounting Principles
(GAAP) and was audited in accordance with generally accepted auditing standards and
government auditing standards by a firm of licensed certified public accountants.

This report contains management’s representations concerning the finances of the City, and
management assumes full responsibility for the completeness and reliability of all of the
information presented. To provide a reasonable basis for making these representations,
management of the City of Long Beach has established a comprehensive internal control
framework that is designed both to protect the City’s assets from loss, theft, or misuse and
to compile sufficient reliable information for the preparation of the City’s financial statements
in conformity with GAAP. As the cost of internal controls should not outweigh their benefits,
the City’'s comprehensive framework of internal controls has been designed to provide
reasonable, rather than absolute, assurance that the financial statements are free from
material misstatement. As management, we assert that to the best of our knowledge and
belief, this financial report is complete and reliable in all material respects.

The City’s basic financial statements have been audited by KPMG LLP, an international
public accounting firm fully licensed and qualified to perform audits of the State of California
(State) and local governments within the State. The goal of the independent audit was to
provide reasonable assurance that the City’s financial statements for the fiscal year ended
September 30, 2008 are free of material misstatement. The independent audit involved
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 that there was a reasonable basis for rendering an
unqualified opinion that the City’s basic financial statements for the fiscal year ended

- September 30, 2008 are fairly presented in conformity with accounting principles generally
accepted in the United States. The independent auditors’ report is presented as the first
component of the financial section of this report.

The independent audit of the City’s basic financial statements is part of a broader, federally-
mandated Single Audit designed to meet the special needs of federal grantor agencies.
The standards governing Single Audit engagements require the independent auditor to



report not only on the City’s fair presentation of the financial statements, but also on the
City’'s internal controls and compliance with legal requirements, with special emphasis on
internal controls and legal requirements involving the administration of federal awards. The
City’s separately issued Single Audit report is available by contacting the City’'s Department
of Financial Management.

The Management’s Discussion and Analysis (MD&A) immediately follows the report of the
independent auditors and provides a narrative, overview, and analysis of the basic financial
statements. The MD&A was designed to complement this letter of transmittal and should
be read in conjunction with it.

The financial reporting entity for the City includes all the funds of the primary government -
the City of Long Beach as legally defined - as well as all of its component units. Component
units are legally separate entities for which the primary government is financially-
accountable.

The City has seven independent fiscal entities that are considered blended component units
and one discretely presented component unit. These entities vary widely in function and
provide essential services.

For a more detailed overview of the City’s component units see the MD&A and the notes to
the basic financial statements.

Profile of the Government

The City of Long Beach, incorporated in 1897, is the fifth largest City in the State of
California, located within Los Angeles County in Southern California. The City occupies a
land area of approximately 50 square miles and serves a population of 492,642.

The City operates under a City Charter first adopted in 1921. The City Charter establishes
the current Mayor-Council-City Manager form of government. The City is divided into nine
council districts, with Council members elected to represent their respective districts for up
to two four-year terms. The citizens, as a whole, elect a Mayor to serve up to two, four-year
terms. The citizens, as a whole, also elect a City Auditor, a City Prosecutor and a City
Attorney to serve four-year terms; however, there are no term limits for these positions. The
City Council and Mayor appoint a City Manager who serves at their discretion. The City
‘Council is a policy-setting body that is responsible, among other things, for enacting
ordinances, adopting the budget and appointing committees. The City Council appoints,
among others, the members of the following commissions and boards:

Citizen Police Complaint Commission
Civil Service Commission

Harbor Commission

Parks and Recreation Commission
Planning Commission

Water Commission

The City Council also either serves as or appoints the voting majority of the governing board
for the Southeast Resource Recovery Facility (SERRF) Joint Powers Authority, Housing
Authority of the City of Long Beach, Long Beach Housing Development Company,
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Redevelopment Agency of the City of Long Beach, Long Beach Financing Authority, a
portion of Long Beach Bond Finance Authority and the Long Beach Public Transportation
Company.

The City Manager is responsible for directing and supervising the administration of all City
Manager-directed departments of the City, to ensure that laws, ordinances, orders,
resolutions, contracts, leases and franchises are enforced and executed, and for appointing
all City employees except for classified civil service employees, the City Clerk, elected
officers, and their appointees.

The City provides a full range of municipal services, including police, fire, disaster
preparedness, public health and environmental services, library, parks and recreation,
social services, engineering, public works, waste management, planning and community
development, gas, water, airport and towing services. The City operates and maintains a
world-class international deep-water harbor, a nationally recognized convention center,
beaches and marinas. The City also administers oil extraction operations under a trust
agreement with the State of California.

The annual budget serves as the foundation for the City’s financial planning and control.
The City Manager must submit a proposed budget to the Mayor on or before July 1% and
the Mayor must present that proposed budget along with recommendations to the City
Council on or before August 1%. The City Council is required to hold one or more public
hearings on the proposed budget and to adopt a final budget on or before September 30,
the close of the City’s fiscal year. The budget must be approved by fund and department.
The City Council adopted the fiscal year 2008 budget prior to September 30, 2007 for all
funds except for expendable trust funds. From the effective date of the budget, the
amounts stated therein as proposed expenditures become appropriations to the various
funds. The City Council may amend the budget by motion during the fiscal year. The City
Manager may transfer appropriations within the departments or within a given fund, without
City Council approval, provided that the total appropriations at the fund level and at the
department level do not change. Transfers of appropriations between funds or departments
require City Council approval. Total expenditures of each fund may not exceed fund
appropriations, and total expenditures for each department may not exceed departmental
appropriations. Appropriations lapse at the end of the fiscal year to the extent they have not
been expended or encumbered.

Facing the Challenges of the Current Economic Environment

Although there were strong indications of economic weakness and vulnerabilities in specific
sectors of the economy in 2007, few would have predicted the collapse of the global
economy in the final months of 2008. Often referred to as a financial “tsunami,” the current
economic crisis is now recognized as the worst in at least a generation and possibly since
the Great Depression of the 1930s. Moreover, the interconnected global economy
translates into negative impacts being felt internationally, nationally and locally.

In Long Beach, several factors contribute to the challenges currently being addressed.
Rapidly falling sales tax and automobile license revenues as well as future property tax
revenues mean that the City’s economic state is shifting in real time. In addition, the steep
decline in oil prices from the unprecedented heights of last year are exacerbating the
situation, since high oil prices were once a positive contributor to the City’s economic

\'



landscape. Therefore, not only must current fiscal challenges be addressed, but projections
of future imbalances must be taken into account in all planning. Other factors for ongoing
consideration include the negative impact on the California Public Employees Retirement
System (CalPERS) of recent plunging market values, which will subject the City to future
increasing liabilities. Likewise, the specter of deflation, that is the insidious combination of
decreasing consumer prices intended to increase demand, shrinking property values, and
voluntary reductions in wages accepted to insure continued employment will make the
resumption of a growth economy especially daunting.

Nevertheless, the news is not uniformly gloomy. City management, including Mayor Bob
Foster, the City Council, City Manager Pat West and his senior management team, have
successfully faced serious fiscal challenges in the recent past and are confident that with
thoughtfully executed strategies and the involvement of all affected players, the City will
survive the current crisis and move beyond present challenges.

Prioritizing Services with Limited Resources

In an era of reduced and finite financial resources, it will be incumbent upon City
management to carefully prioritize services to ensure that the core responsibilities of
government continue to be addressed. Such core priorities include public safety, safe,
clean water, infrastructure maintenance and repair, environmental sustainability and the
quality of life of the community at large, including families, children and neighborhoods. City
management will work to achieve agreement on these priorities with the mutual recognition
that while certain services may be desirable, their provision may no longer be possible in
the current economic climate.

Neighborhoods and the Community

Long Beach has officially adopted a new motto: “Many Unique Neighborhoods, One Great
City.” Like the diversity of its population, the City’s neighborhoods are varied in character
and each is physically unique in its own way. The State of California Finance Department’s
demographic section estimated the population of Long Beach on January 1, 2008 to be
492,642. This is an increase of 0.5 percent over the previous year’'s estimate of 490,193.
As the 37" largest city in the United States, Long Beach is larger than Minneapolis,
Pittsburgh, Cleveland, Miami or Kansas City. In 2000, USA Today named Long Beach
“America’s Most Diverse City,” an achievement recognized by City management and the
City’s residents. Recent census data provided the following principal racial and groups
within the City:

e African-American 15.0%
e Asian 12.0%
e CaucasianEuropean 33.0%
e Hispanic/Latino 35.3%
¢ Native American 0.4%
e Hawaiian-Pacific Islander 1.2%
e Other 0.2%
¢ |dentified as 2 or more races 2.9%

In addition, a recent national survey conducted by the Gallup organization for the John S.
and James L. Knight Foundation illustrates the high degree of “citizens’ engagement, loyalty
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and passion” for their hometown and its neighborhoods. In the survey, Long Beach led a
group of five medium-sized cities with 36 percent of the population self-identified as being
“engaged in the community.” Among the traits cited by residents for their engagement were
the City’s physical beauty, its weather, parks and beaches. Long Beach was also described
as being “welcoming and inclusive.” As Mayor Bob Foster said earlier this year, the City is
“defined not only by its buildings but its character...we are tied together not just
geographically but psychologically and spiritually.” Mayor Foster has described Long Beach
as “a welcoming and inviting place where people feel free to express themselves, become
entrepreneurs and create, to raise families and help one another live healthy and productive
lives.” It is in the character of the City and its residents to find the strength to face the
future’s uncertainties and make the difficult but necessary decisions required to carry us
through this difficult financial period.

Moving Toward A Sustainable City: An Increased Focus

The goals of achieving sustainability and addressing overall environmental issues have
assumed increasing importance among the City’s residents, its management and elected
officials. The City of Long Beach has created a new Office of Sustainability that works
closely with the City Manager and staff throughout the City to achieve the stated goal of
developing a “comprehensive approach to land use, mobility, urban design, historic
preservation and economic development.” Accurately describing the ambitious goals of the
Office of Sustainability, their official motto is “Historic Past - Innovative Present -
Sustainable Future.”

Among the recent noteworthy achievements of the City in the area of sustainability are:

e The creation of an 11-member Sustainable City Commission responsible for advising
the City Council on issues related to sustainability and developing and overseeing the
implementation of a Sustainable City Plan.

e The establishment of the City Bike Share Program, which allows City employees to
check out bicycles during the workday, thus cutting down car trips and emissions and
encouraging exercise.

e Continuing the acquisition of alternative fuel vehicles for the City’s fleet. Such
vehicles now number over 250 and include CNG, electric, hybrid, biodiesel and
propane-powered vehicles.

e The retrofitting of gasoline-powered buses with particulate traps to further reduce
emissions. Long Beach Transit's also replacing older diesel buses with hybrid
technology “E-Power” buses that will be the first such vehicles introduced into regular
transit service in the world.

e The completion of phase one of the Long Beach Water Department’s patented
desalination technology which demonstrated that their Dual-Stage Nanofiltration
methodology was 30 percent more energy efficient than current reverse osmosis
technology.

The Port of Long Beach (the Port) is also making significant progress in achieving the five
guiding principles of the Green Port Policy that was originally established in 2005:
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Protect the community from harmful environmental impacts of port operations.
Distinguish the Port as a leader in environmental stewardship and compliance.
Promote sustainability.

Employ the best available technology to avoid or reduce environmental impacts.
Engage and educate the community.

aorobd=

Among the widely publicized recent achievements of the Port in working toward their
sustainability goals are:

e The Port initialized the process of building only Leadership in Energy and
Environmental Design (LEED) buildings for Port operations.

e The Port completed an $8 million project to provide six megawatts of electrical power
for ships docking at the designated berth. This provision of power, also known as
cold-ironing, results in a 100 percent reduction of air pollution as compared to past
practice.

e The Port implemented the Clean Trucks Program in 2008, which will ban trucks built
before 1989 from port terminals. By 2012, pollution will be reduced by over 80
percent from 2008 levels.

e As part of its Green Flag Program, the Port will offer incentives to encourage ships to
slow down within 40 miles of the harbor. Slower ships use less fuel and pollute less.

While some skeptics may view progress toward sustainability as an “issue of the moment,”
the Office of Sustainability Website eloquently describes the rationale behind the
movement:“ Sustainability saves money, resources, makes healthier and happier
communities, and just makes sense. It is our responsibility to change the traditionally
accepted ways of thinking and acting and begin to reduce our consumption, produce less
waste and pollution, and not compromise our environment. Sustainability is essential to
Long Beach’s future.”

The Port of Long Beach

The Port has been described as “one of America’s premier seaports and a trailblazer in
goods movement and environmental stewardship.” While the Port and its adjacent
neighbor, the Port of Los Angeles, continue to fuel the local, state and national economies,
even those reliable engines of commerce cannot help but be affected by the global financial
crisis. The ports of Long Beach and Los Angeles combined represent the world’s fifth
busiest port complex after Singapore, Shanghai, Hong Kong and Shenzen (China).
However, with the ongoing reduction in consumer spending, fewer goods are being shipped
to and from overseas ports.

From January 2008 to January 2009, there has been a 23.3 percent reduction in Loaded
Inbound Containers and a 27.3 percent reduction in Loaded Outbound Containers. These
statistics illustrate in stark terms both the impact of the recession and the inertia that must
be overcome for the resumption of growth.
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The Long Beach Airport

Despite the economic slowdown that accelerated at the conclusion of 2008, traffic at the
Long Beach Airport continued to grow and provided a bright spot in the City’s financial
outlook. In 2008, there were 15,521 airline landings at the facility, a 9.4 percent increase in
landings over 2007. Passenger traffic for 2008 totaled 2,913,926, an increase of 0.3
percent. As the airport moves beyond its 85™ anniversary it remains a popular component
of both economic health and convenient service for Long Beach residents and visitors alike.
City management remains firmly committed to maintaining the limit of 41 allocated flight
slots, while also bringing airport facilities up to 21! century standards. Planning for parking
and terminal improvements continues with the input of both the public and elected officials.

Financial Planning and Performance Management

Performance management makes local government work better and become more cost
effective for its residents by establishing performance goals, measuring progress, and
making strategic decisions based on specific desired outcomes. Long Beach’s process
involves five steps:

Planning: establishing annual Strategic Business Plans that outline the objectives
departments will accomplish annually.

Budgeting: funding resources around clear and measurable results through the City's
performance-based program budgeting process.

Measuring: tracking operational and financial performance on a monthly, quarterly and
annual basis to measure progress toward accomplishing short and long-term goals.

Communicating: publishing a portfolio of performance reports for internal and external
audiences, City Council, the community and City management.

Evaluating: analyzing performance information to make strategic operational, fiscal and
policy decisions and set goals for the coming year.

In a time of economic contraction, the successful deployment of Performance Management
will help Long Beach invest its limited resources in the programs that most effectively
deliver essential and core services to the community it serves.

Cash Management Policies and Practices

To maintain flexibility in cash management, the City employs a pooled cash system (see
Notes 2 and 4 to the Basic Financial Statements in the Financial Section). Under the City’s
pool, all available cash is invested daily in various securities, while maintaining reasonable
liquidity to meet maturing obligations and maximizing returns through the use of competitive
rate comparisons from various investment sources.

The market value of the City’'s pooled investments at September 30, 2008 was
$1,663,004,000. The City’s investment pool earned an annual average return of 3.19
percent, reflecting a 1.47 basis point decrease over the prior year. For the prior fiscal year,



the market value of City’s pooled investments was $1,567,095,000 and the investment pool
earned an annual average return of 4.66 percent.

Despite the dramatic downturn in the economy, the rate of return demonstrates that the City
maintained a reasonable and safe return on its investments during fiscal year 2008, while
employing prudent investment policies to safeguard the City’s cash assets and maintaining
adequate levels of liquidity. The City’s Department of Financial Management presents cash
and investment reports to the City Manager, Investment Advisory Committee and City
Council each quarter. The City Auditor also performs a quarterly independent audit of City
cash accounts and investments for adherence to the City’s Statement of Investment Policy.
The City’'s general investment strategies are set forth in a formal Statement of Investment
Policy, which has been written in accordance with State law and is reviewed and approved
annually by the City Council.

The City’s investment pool continues to be rated as AAA by the Standard and Poor’s rating
agency.

Risk Management

The City is self-insured for workers’ compensation and tort liability. While the City has
accumulated funds in the City’s Insurance Internal Service Fund to meet losses as they
arise, additional contributions will soon be necessary to meet potential future liabilities.
Various risk control techniques are also in place, including safety training for employees and
the inclusion of appropriate legal provisions in third party contracts and leases that are
incorporated to minimize risk of loss. Additional information about the City’s self-insurance
programs is reported in Note 15 to the Basic Financial Statements in the accompanying
Financial Section of this report.

Debt Administration

During fiscal year 2008, the City and its agencies issued approximately $936.4 million in
debt as follows:

Amount
Fund / Agency (millions) Purpose
General Fund $ 49.0 Tax Revenue Anticipation Notes
Long Beach Bond Financing Authority 887.4 Prepaid Natural Gas Purchase and Sale
Ageement
$ 936.4

Tax Revenue Anticipation Notes were issued in October 2007 to meet cash flow needs of
the City’s General Fund. General Fund revenues mostly from tax receipts were
accumulated to pay off the notes.

More detailed information about the debt position of the City is reported in Notes 8 through
11 of the Notes to the Basic Financial Statements in the accompanying Financial Section of
this report as well as in the Schedules of Debt Capacity of the accompanying Statistical
Section.



Pension and Other Post Employment Benefits

The City provides full-time employees retirement and disability benefits, including annual
cost-of-living adjustments and death benefits through the California Public Employees’
Retirement System (CalPERS), agent multiple-employer public employee defined benefit
pension plan. CalPERS acts as a common investment and administrative agent for
participating public entities within the State of California. Benefit provisions and all other
requirements are established by State statute and City ordinance. The contribution
requirements to the pension plan are established and amended annually by CalPERS. The
City’s funding policy is to make contributions as determined by CalPERS.

The City provides Special Status Contractors and seasonal and temporary employees
retirement, death and disability benefits through a Public Agency Retirement System
(PARS) defined benefit single employer retirement plan. The PARS plan is administered
through a third-party administrator. The City’s funding policy is to make the contribution as
determined by the PARS plan’s actuary.

The City also provides post-retirement health care benefits under the provisions of the City’s
Personnel Ordinance where upon retirement from the City, retirees, their spouses and
eligible dependents are allowed to use the cash value of the employee’s accumulated
unused sick leave to pay for health, dental, vision, short- and long-term disability and long-
term care insurance under the City’s Retired Employees’ Health Insurance Program. As of
September 30, 2008, there were 635 participants in this program. Consistent with
Governmental Accounting Standards Board (GASB) No. 45 requirements, the City hired an
independent actuarial firm to analyze and calculate the City’s unfunded accrued actuarial
liability for these other post employment benefits. The results of this study have been
presented to the City Council’'s Budget Oversight Committee as part of implementing GASB
No. 45 during fiscal year 2008.

Additional information on the pension arrangements and post-employment health-care
benefits can be found in Notes 13 and 14, of the Notes to the Basic Financial Statements in
the accompanying Financial Section of this report.

Independent Audit

Section 803 of the City Charter requires the City Auditor, at least once in each fiscal year, to
audit the financial statements of the City. Immediately upon completion of such audit, the
City Auditor shall make and file with the City Clerk a written report thereof. The City Auditor
contracted with an independent certified public accounting firm for the audit of the City’s
Basic Financial Statements for the fiscal year ended September 30, 2008. The
Independent Auditors’ report has been included in this report.

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada awarded a
Certificate of Achievement for Excellence in Financial Reporting to the City of Long Beach
for its comprehensive annual financial report for the fiscal year ended September 30, 2007.
This was the first time since 1996 that the City has achieved this prestigious award. In
order to be awarded a Certificate of Achievement, a government must publish an easily
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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.
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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
City of Long Beach, California:

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the discretely presented component unit, each major fund, and the
aggregate remaining fund information of the City of Long Beach, Califomnia (the City) as of
and for the year ended September 30, 2008, which collectively comprise the City’s basic
financial statements as listed in the table of contents. These financial statements are the
responsibility of the City’s management. Our responsibility is to express opinions on these
financial statements based on our audit. We did not audit the financial statements of the
discretely presented component unit. Those financial statements were audited by another
auditors whose report thereon has been furnished to us, and our opinion, insofar as it relates
to the amounts included for the discretely presented component unit, is based solely on the
report of the other auditor.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial 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 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 City’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 audit provides a
reasonable basis for our opinions.

In our opinion, based on our audit and the report of the other auditors, the financial
statements referred to above present fairly, in all material respects, the financial position of
the governmental activities, the business-type activities, the discretely presented component
unit, each major fund, and the aggregate remaining fund information of the City of Long
Beach, California (the City) as of September 30, 2008, and the respective changes in
financial positions and, where applicable, cash flows thereof and the respective budgetary
comparisons for General Fund, the Housing and Development Fund, and the Community
Development Grants Fund for the year then ended in conformity with U.S. generally
accepted accounting principles.

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



In accordance with Government Auditing Standards, we have also issued our report dated
June 30, 2009, on our consideration of the City’s internal control over financial reporting and
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 the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report in
assessing the results of our audit.

As discussed in note2 to the financial statements, the City of Long Beach adopted
Government Accounting Standards Board (GABS) Statement No. 45, Accounting and
Financial Reporting by Employers for Postemployment Benefits Other Than Pensions,
Statement No. 48, Sales and Pledges of Receivables and Future Revenues and Intra-Entity
Transfers of Assets and Future Revenues, and Statement No. 50, Pension Disclosures.
Applications of these statements are effective for the City’s fiscal year ended September 30,
2008.

The information in the Management’s Discussion and Analysis on pages 3 through 26 and
the schedule of the City’s pension plan funding progress on pages 141 and 142 are not a
required part of the financial statements, but are supplementary information required by U.S.
generally accepted accounting principles. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and
presentation of this information. However, we did not audit this information and, accordingly,
we express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements
that collectively comprise the City’s basic financial statements. The accompanying
information identified in the table of contents as the introductory section, the additional
financial information section, and the statistical section are presented for purposes of
additional analysis and is not a required part of the basic financial statements. The combining
and individual fund statements and schedules in the additional financial information section
have been subjected to the audit procedures applied by us and the other auditors in the audit
of the basic financial statements and, in our opinion, based on our audit and the reports of
the other auditor, are fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole. The introductory sections and the statistical section have not
been subjected to the auditing procedures applied by us and the other auditors in the basic
financial statements and, accordingly, we express no opinion on them.

KPMe P

June 30, 2009



Management’s Discussion and Analysis (Unaudited)

As the management team for the City of Long Beach (the City), we present to the readers of
the City’s basic financial statements this narrative overview and analysis of the financial
activities of the City for the fiscal year ended September 30, 2008. We encourage readers
to consider this information in conjunction with additional information included in our letter of
transmittal.

Financial Highlights

Government-wide Basis:

The assets of the City exceeded its liabilities as of September 30, 2008 by $3.9 billion
(net assets). Of this amount, $1.1 billion may be used to meet the government’s
ongoing General Fund, grant, capital project and business-type activity obligations to
citizens and creditors; however, expenditure restrictions apply to the grant funds and
much of the business-type and capital project funds.

The City’s total net assets increased by $200.8 million, reflecting a $179.4 million
increase in net assets for business-type activities and a $21.4 million increase in net
assets for governmental activities.

The City’s total net long-term liabilities, including such items as bonds, notes and leases
payable, accrued self-insured claims and retiree benefits, increased by $704.8 million or
28.1 percent during the fiscal year. During fiscal year 2008, the City issued one new
bond, issued commercial paper, received two note draws, and entered into a capital
lease. In addition, governmental activities accrued self-insured claims increased by a
net $9.6 million, composed of an increase in general liability claims of $9.9 million, offset
by a decrease in workers compensation claims of $310 thousand. Retired health
insurance increased $6.1 million, due in part to the recognition of the implicit rate
subsidy due to the blending of retirees’ premiums with active employees. Accrued
liabilities increased in the business-type activities for estimated oil field abandonment
costs, environmental remediation in the harbor area and site restoration costs for the
desalination prototype facility, by $20.2 million, $29.2 million and $1.0 million,
respectively.

Fund Basis:

As of September 30, 2008, unreserved fund balance for the General Fund was $46.0
million, or 12.0 percent of total General Fund expenditures. Designated General Fund
reserves of $37.6 million, coupled with a $2.5 million general-purpose reserve, allowed
by the City Charter and listed under undesignated, comprise the Emergency Reserve.
Unreserved designated for subsequent appropriation includes a reduction for long-term
advance of $7.1 million from the Subsidence Fund allowed under State legislation.

As of September 30, 2008, the City’s governmental funds reported an unreserved fund
balance of $11.5 million. The governmental funds, excluding the General Fund,
reported combined unreserved deficit fund balances of $34.6 million. This consists of a
$136.9 million deficit in the Redevelopment Capital Projects Fund primarily resulting
from the required reserved fund balances for land held for resale, debt service,
future capital projects, and noncurrent receivables of $297.8 million as compared to



the total fund balance for the Redevelopment Capital Projects Fund of $160.9
million. A $102.3 million in fund balances designated for subsequent years’
appropriations offsets the Redevelopment Capital Projects Fund deficit fund
balance.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City’s basic
financial statements. The City’'s basic financial statements are comprised of three
components: government-wide financial statements, fund financial statements, and the
notes to the basic financial statements. This report also contains other supplementary
information in addition to the basic financial statements, including non-major fund financial
statements and a statistical section.

REQUIRED COMPONENTS OF
THE ANNUAL FINANCIAL REPORT

Management's - . Required
. . Basic Financial
Discussion and Supplementary
. Statements .
Analysis Information
___,,————’//‘w'“““““'“““““::‘: ~~~~~~~~~
Government-wide . . Notes to the
. . Fund Financial . .
Financial Statements Financial
Statements Statements
Summary <« > Detail

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the City’s finances, in a manner
similar to a private-sector business.

The statement of net assets presents consolidated information on all of the City's assets
and liabilities, with the difference between the two reported as net assefs. Over time,
increases or decreases in net assets may serve as a useful indicator of whether the
financial position of the City is improving or deteriorating.

The statement of activities presents information on how the government’s net assets
changed during the most recent fiscal year. All changes in net assets 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 only result in cash flows in future fiscal periods, such as revenues pertaining to
uncollected taxes or expenses pertaining to earned but unused employee vacation and sick
leave.



Both of the government-wide financial statements distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues, such as grant revenue
(governmental activities), from other functions that are intended to recover all or a
significant portion of their costs through user fees and charges (business-type activities).
Governmental activities of the City include legislative and legal, general government, public
safety, public health, community and cultural, public works and City oil operations.
Business-type activities include those related to gas, water and sewer utilities, airport and
solid waste management operations, towing, tidelands, marina and Rainbow Harbor area
operations, as well as tidelands oil revenue operations and the Port of Long Beach.

The government-wide financial statements include not only the City itself (known as the
primary government), but also a legally separate transportation company for which the City
is the sole shareholder and, therefore, has authority to affect the company. Financial
information for this component unit is reported separately from the financial information
presented for the primary government itself. Also included in the governmental activities of
the government-wide financial statements are the Housing Authority of the City of Long
Beach, the Long Beach Housing Development Company, the Redevelopment Agency of the
City of Long Beach, the Long Beach Financing Authority and a portion of the Long Beach
Bond Finance Authority.

The business-type activities portion of the government-wide financial statements also
includes the Southeast Resource Recovery Facility, a portion of the Long Beach Bond
Finance Authority, and the Long Beach Capital Improvement Corporation. Although legally
separate from the City, these component units are blended with the primary government
because of their close governance by, or financial relationships with the City.

Fund financial statements. The fund financial statements focus on current available
resources and are organized and operated on the basis of funds, each of which is defined
as a fiscal and accounting entity with a self-balancing set of accounts, established for the
purpose of carrying on specific activities or attaining certain objectives in accordance with
special regulations, restrictions or limitations. The focus of governmental and proprietary
fund financial statements is on major funds. Major funds are determined based on
minimum criteria set forth in GASB Statement No. 34. Like other state and local
governments, the City uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. Fund accounting is also used to aid financial
management by segregating transactions related to certain government functions or
activities. All of the funds of the City can be divided into three categories: governmental
funds, proprietary funds, and fiduciary funds.

Governmental 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 fund 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 evaluating the City’s near-term financial resources.



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
funds with similar 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. Reconciliations are provided for both the
governmental funds balance sheet and the governmental funds statement of revenues,
expenditures, and changes in fund balances, to facilitate a comparison between
governmental funds and governmental activities.

The City maintains numerous individual governmental funds. Information is presented
separately in the governmental funds balance sheet and in the governmental fund
statement of revenues, expenditures, and changes in fund balances for the General Fund,
Housing Development Fund, Community Development Grants Fund, General Capital
Projects Fund, and the Redevelopment Capital Projects Fund. Each is considered to be a
major fund. Data from the remaining governmental funds are combined into a single,
aggregated presentation. Individual fund data for each of these non-major governmental
funds is provided in the form of combining statements, located in the Additional Financial
Information section of this report.

The City adopts an annual appropriated budget for its funds. A budgetary comparison is
provided for each of the City’s governmental funds to demonstrate compliance with their
budgets. The budgetary comparison statements for the General Fund and Major Special
Revenue Funds are located in the basic financial statements, while the statements for the
major capital projects funds and non-major governmental funds are included in the
Additional Financial Information section of this report.

Proprietary funds are generally used to account for operations that provide services to the
general public on a continuing basis or to internal City departments. Proprietary funds
provide the same type of information contained in the business-type activities portion of the
government-wide financial statements, only in more detail. The City maintains two different
types of proprietary funds: enterprise and internal service.

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 gas and water utilities, solid waste management operations, tidelands
operations, tideland oil revenue operations and the port, all of which are classified as
major funds. The City also reports enterprise operations for the sewer utility, airport,
towing operation and land subsidence fund as non-major enterprise funds shown in the
Additional Financial Information section of this report.

Internal Service funds are used to accumulate and allocate certain support costs
internally among the City’s various functions. The City uses internal service funds to
account for: the operation and financing of the Civic Center complex; information
technology assets and services, lease-purchase of equipment, and reprographics
equipment and services; the operation, maintenance and replacement of the City’s
vehicle fleet and related facilities; the City’s risk management and self-insurance
programs, including workers’ compensation and general liability, compensated
absences, payroll taxes, health and retirement benefits.



Because these services predominantly benefit governmental rather than business-type
functions, they are incorporated into governmental activities in the government-wide
financial statements. Internal service funds are combined into a single, aggregated
presentation in the proprietary fund financial statements. Individual fund data for the
internal service funds is provided in the form of combining statements in the Additional
Financial Information section of this report.

Fiduciary funds are used to account for resources held for the benefit of parties outside
the government. Fiduciary funds include Private Purpose Trust Funds such as the Miller
Library Fund and the Mayor’'s Fund for the Homeless and Agency Funds such as special
parking and business assessment districts. Fiduciary funds are notf reflected in the
accompanying government-wide financial statements because the resources of those funds
are not available to support the City’s programs. The fiduciary fund financial statements are
presented on the economic resources measurement focus and the accrual basis of
accounting. The fiduciary fund financial statements can be found in the Basic Financial
Statements section of this report.

The Notes to the Basic Financial Statements. Provides additional information and
narrative disclosures that are essential to a full understanding of the data provided in the
government-wide and fund financial statements.

Other Supplementary Information. In addition to the Basic Financial Statements and
accompanying notes, this report also presents certain required supplementary information
concerning the City’s progress in funding its obligation to provide pension benefits to its
employees. The combining statements referred to above in connection with non-major
governmental funds and internal service funds are presented in the Additional Financial
Information section, along with information regarding capital assets.

Government-Wide Financial Analysis

Analysis of Net Assets. Net assets may serve as a useful indicator of a government’s
financial position. At the end of the current fiscal year, the City reported positive net assets
balances for both governmental and business-type activities, with total assets exceeding
liabilities by $3.9 billion.

Below are the three components of net assets and their respective fiscal year-end balances:

e Invested in capital assets net of related debt represents 53.9 percent, or $2.1
billion, of the City’s total net assets for fiscal year 2007-08 compared to 51.6 percent,
or $1.9 billion, for fiscal year 2006-07. The component consists of capital assets
(land and easements, structures and improvements, infrastructure, and equipment)
net of accumulated depreciation reduced by debt attributable to the acquisition,
construction, or improvement of the assets. The City uses these capital assets to
provide services to citizens; consequently, these assets are not available for future
spending. Although the City’s investment in its capital assets is reported net of
related debt, it should be noted that the resources needed to repay this debt must be
provided from other sources, since the capital assets themselves cannot be used to
liguidate these liabilities.



Restricted net assets account for 16.6 percent, or $645.3 million, of the City’s total
net assets for fiscal year 2007-08 compared to 17.8 percent, or $657.5 million, for
fiscal year 2006-07. This component of net assets represents external restrictions
imposed by creditors, grantors, contributors, or laws and regulations of other
governments and restrictions imposed by law through constitutional provisions or
enabling legislation.

Unrestricted net assets account for 29.5 percent, or $1.1 billion, of the City’s total
net assets for fiscal year 2007-08 compared to 30.6 percent, or $1.1 billion, for fiscal
year 2006-07. This component of the City's total net assets may be used to meet
the City’s ongoing obligations to citizens and creditors. Of the unrestricted net
assets for fiscal year 2007-08, $182.0 million is from governmental activities and
$964.3 million is for business-type activities compared to $157.9 million for
governmental activities and $969.6 million for business-type activities for the prior
year.

Net Assets
September 30, 2008 and 2007
(In Thousands)

Govemmental Business-type
Activities Activities Totals
2008 2007 2008 2007 2008 2007
Assets:
Currentand Other Assets $ 908,406 $ 926,263 $ 2,901,925 $ 1,932226 $ 3,810,331 $ 2,858,489
Capital Assets 729,742 740,059 3,154,350 3,141,750 3,884,092 3,881,809
Total Assets 1,638,148 1,666,322 6,056,275 5,073,976 7,694 423 6,740,298

Liabilities:
Current Liabilities 187,988 219,052 403,394 323,810 591,382 542,862
Noncurrent Liabilities, Net 764,350 782,835 2,453,273 1,729,994 3,217,623 2,512,829

Toftal Liabilities 952,338 1,001,887 2,856,667 2,053,804 3,809,005 3,055,691
Net Assets:
Invested in Capital Assets,

Net of Related Debt 217,866 215,097 1,875,911 1,684,580 2,093,777 1,899,677
Restricted 285,937 291,468 359,364 366,018 645301 657,486
Unrestricted 182,007 157,870 964,333 969,574 1,146,340 1,127,444

Total Net Assets $ 685,810 $ 664,435 §$ 3,199,608 $ 3,020,172 $ 3,885418 $ 3,684,607

Change in Current Assets and Noncurrent Liabilities. The changes in business-type
activities Current and Other Assets of $969.7 million and in Noncurrent Liabilities of $723.3
million primarily resulted from the issuance of the 2007 Gas Prepay Bonds. At September
30, 2008, the bonds, issued in the amount of $887.4 million, resulted in a prepaid asset
valued at $865.2 million as well as a long-term liability of $887.4 million. Additional details
concerning the 2007 Gas Prepay bond issuance can be found in note 10.



The following table provides information from the Statement of Activities of the City for the
fiscal year 2007-08, as compared to the prior year:

Changes in Net Assets
September 30, 2008 and 2007
(In Thousands)

Governmental Business-type
Activities Activities Totals
2008 2007 2008 2007 2008 2007
Revenues:
Program Revenues:
Charges for Services $146,208 $127,415 $1,324,832 § 978,076 $1,471,040 $1,105491
Operating Grants and Contributions 172,478 169,190 1,241 2,116 173,719 171,306
Capital Grants and Contributions 7,424 16,908 14,984 24,580 22,408 41,488
General Revenues;
Taxes:
Property 173,184 162,342 - - 173,184 162,342
Sales 55,261 55,848 - - 55,261 55,848
Utility Users 41,028 41,694 - - 41,028 41,694
Other 73,715 65,206 - - 73,715 65,206
Grants and Contributions Not
Restricted to Specific Programs 46,330 44,086 - - 46,330 44,086
Unrestricted Investment Earnings 24,357 23,374 47,512 62,329 71,869 85,703
Gain (Loss) on Sale of Capital Assets (49) 649 - - (49) 649
Total Revenues 739,936 706,712 1,388,569 1,067,101 2,128,505 1,773,813
Expenses:
Legislative and Legal 13,210 12,911 - - 13,210 12,911
General Government 16,871 14,876 - - 16,871 14,876
Public Safety 294916 276,391 - - 294,916 276,391
Public Health 48,330 47,189 - - 48,330 47,189
Community & Cultural 227,274 206,066 - - 227,274 206,066
Public Works 83,232 67,794 - - 83,232 67,794
Qil Operations 8,630 8,175 - - 8,630 8,175
Interest on Long-Term Debt 38,418 36,187 - - 38,418 36,187
Gas - - 137,263 94,057 137,263 94,057
Water - - 70,571 68,704 70,571 68,704
Sewer - - 11,989 11,486 11,989 11,486
Airport - - 31,698 27,994 31,698 27,994
Solid Waste Management - - 82,590 78,305 82,590 78,305
Towing - - 9,863 8,838 9,863 8,838
Tidelands - - 123,258 111,156 123,258 111,156
Tideland Oil Revenue - - 486,759 199,542 486,759 199,542
Harbor - - 242,822 247,860 242,822 247,860
Total Expenses 730,881 669,589 1,196,813 847942 1927694 1,517,531

Increase (Decrease) in Net Assets
before Transfers 9,055 37,123 191,756 219,159 200,811 256,282

Capital Assets Transfers (1,142) (257) 1,142 257
Transfers 13,462 28,625 (13,4<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>