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Suite 700
20 Pacifica
Irvine, CA 92618-3391

May 17,2012

The City Council

City of Long Beach, California
333 West Ocean Boulevard
Long Beach, California 90802

Ladies and Gentlemen:

We have audited the governmental activities, business-type activities, each major fund, and the
aggregate remaining fund information of the City of Long Beach, California (the City) as of
September 30, 2011, and have issued our report thereon under date of May 17, 2012. We did not
audit the financial statements of the discretely presented component unit. Those financial
statements were audited by another auditor 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. Under our professional standards, we are
providing you with the accompanying information related to the conduct of our audit. We also
audited the following entities and have issued or will issue shortly separate reports for each
entity as of the City’s annual audit:

e The Long Beach Airport

e The Long Beach Airport — Passenger Facility Charges
e Aquarium of the Pacific

° Thé Gas Enterprise Funds

e The Harbor Department

e The Redevelopment Agency

e The Housing Development Company

e The Water Department

Our Responsibility under Professional Standards

We are responsible for forming and expressing an opinion about whether the financial
statements, which have been prepared by management with the oversight of City Council, are
presented fairly, in all material respects, in conformity with U.S. generally accepted accounting
principles. We have a responsibility to perform our audit of the financial statements in

KPMG LLP s a Delaware limited liability partnership
the US member firm of KPMG International Cooperative
('KPMG International”). a Swiss entity
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accordance with professional standards. In carrying out this responsibility, we planned and
performed the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement, whether caused by error or fraud. Because of the nature of audit
evidence and the characteristics of fraud, we are to obtain reasonable, not absolute, assurance
that material misstatements are detected. We have no responsibility to plan and perform the audit
to obtain reasonable assurance that misstatements, whether caused by error or fraud, that are not
material to the financial statements are detected. Our audit does not relieve management or City
Council of their responsibilities.

In addition, in planning and performing our audit of the financial statements, we considered
internal control over financial reporting (internal control) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements but not for the
purpose of expressing an opinion on the effectiveness of the City’s internal control. Accordingly,
we do not express an opinion on the effectiveness of the City’s internal control. However, during
the course of our audit, we identified certain deficiencies in internal control that we consider to
be significant deficiencies. Our required communications to you in writing, under professional
standards, of all significant deficiencies in internal control identified during our audit were
provided to you under separate cover.

We also have a responsibility to communicate significant matters related to the financial
statement audit that are, in our professional judgment, relevant to the responsibilities of City
Council in overseeing the financial reporting process. We are not required to design procedures
for the purpose of identifying other matters to communicate to you.

Other Information in Documents Containing Audited Financial Statements

Our responsibility for other information in documents containing the City’s financial statements
and our auditors’ report thereon does not extend beyond the financial information identified in
our auditors’ report, and we have no obligation to perform any procedures to corroborate other
information contained in these documents. We have, however, read the other information
included in the City’s Comprehensive Annual Financial Report (CAFR), and no matters came to
our attention that cause us to believe that such information, or its manner of presentation, is
materially inconsistent with the information, or manner of its presentation, appearing in the
City’s financial statements.

Accounting Practices and Alternative Treatments

Significant Accounting Policies

The significant accounting policies used by the City are described in note 2 to the financial
statements.

Unusual Transactions

We did not identify any unusual transactions in our audit.
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Qualitative Aspects of Accounting Practices

We have discussed with the City’s management our judgments about the quality, not just the
acceptability, of the City’s accounting principles as applied in its financial reporting. The
discussions generally included such matters as the consistency of the City’s accounting policies
and their application, and the understandability and completeness of the City’s financial
statements, which include related disclosures.

Management Judgments and Accounting Estimates

The preparation of the financial statements requires management of the City to make a number
of estimates and assumptions relating to the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period.

Management’s estimate of the allowance for uncollectible accounts is based on relevant
historical data and the City’s policy in which all accounts aged greater than a specified period
are reserved. Management’s estimates for workers’ compensation, pension liabilities, other
postemployment benefits, and general liabilities are based on historical data and other relevant
factors to arrive at the actuarial determined estimated liabilities. Environmental remediation
liabilities recorded by the Harbor Department are based on various vendor bids on the cost to
perform the necessary site cleanup. Lastly, the derivative estimates are based on various cash
flow projections including the future value of natural gas and interest rates.

Uncorrected and Corrected Misstatements

In connection with our audit of the City’s financial statements, we have discussed with
management certain financial statement misstatements that have not been corrected in the City’s
books and records as of and for the year ended September 30, 2011. We have reported such
misstatements to management on a summary of audit differences and have received written
representations from management that management believes that the effects of the uncorrected
financial statement misstatements are immaterial, both individually and in the aggregate, to the
financial statements taken as a whole. Attached is a copy of the summary that has been provided
to, and discussed with, management.

Also, during the course of our audit, we also identified certain misstatements that in our
judgment could have a significant impact on the City’s financial reporting process. Specifically,
we proposed several corrections relating to revenue and expenditure cutoff. The corrections were
not considered material in relation to financial statements taken as a whole; however, such
adjustments may impact the periodic reporting of fund balance through the financial reporting
system.
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Disagreements with Management

There were no disagreements with management on financial accounting and reporting matters
that, if not satisfactorily resolved, would have caused a modification of our auditors’ reports on
the City’s financial statements.

Management’s Consultation with Other Accountants

To the best of our knowledge, management has not consulted with or obtained opinions, written
or oral, from other independent accountants during the year ended September 30, 201 1.

Significant Issues Discussed, or Subject to Correspondence, with Management
Major Issues Discussed with Management prior to Retention

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with you and management each year prior to our retention by you as the
City’s auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.

Material Written Communications

Attached to this letter please find copies of the following material written communications
between management and us:

1. Engagement letter
2. Management representation letter

3. Report on internal control over financial reporting and on compliance and other matters
based on an audit performed in accordance with Government Auditing Standards

Significant Difficulties Encountered during the Audit

We encountered no significant difficulties in dealing with management in performing our audit.

Other Significant Findings or Issues

We did not identify any other significant findings or issues in our audit.

* %k k k %k k k
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This letter to the City Council is intended solely for the information and use of the City Council
and management, and is not intended to be and should not be used by anyone other than these
specified parties.

Very truly yours,

KPMe LP
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= KPMG LLP Telephone  +1 949 885 5400
Suite 700 Fax +1 949 885 5410
20 Pacifica Internet www.us.kpmg.com

Irvine, CA 92618-3391

July 15.2011

Ms. Laura Dodd
City Auditor
City of Long Beach

333 West Ocean Boulevard
Long Beach. California 90802

Dear Ms. Dodd:

This letter (the Engagement Letter) is incorporated by reference in the agreement between the
City of Long Beach, California (the City) and KPMG LLP dated Novemberl2, 2007 (the
Agreement) and confirms our understanding of our engagement to provide professional services
to the City of Long Beach, California (the City).

Objectives and Limitations of Services
Financial Statement Audit Services

We will issue a written report upon our audit of the City of Long Beach's financial statements as
set forth in Appendix I.

We have the responsibility to conduct and will conduct the audit of the financial statements in
accordance with auditing standards generally accepted in the United States of America and the
standards for financial audits contained in Government Auditing Standards. issued by the
Comptroller General of the United States, with the objective of expressing an opinion as to
whether the presentation of the financial statements, that have been prepared by management
with the oversight of those charged with governance, conforms with U.S. generally accepted
accounting principles.

In conducting the audit, we will perform tests of the accounting records and such other
procedures, as we consider necessary in the circumstances, to provide a reasonable basis for our
opinion on the financial statements. We also will assess the accounting principles used and
significant estimates made by management, and evaluate the overall financial statement
presentation.

Our audit of the financial statements is planned and performed to obtain reasonable, but not
absolute. assurance about whether the financial statements are free of material misstatement.
whether caused by error or fraud. Absolute assurance is not attainable because of the nature of
audit evidence and the characteristics of fraud. Therefore. there is a risk that material errors.
fraud (including fraud that may be an illegal act), and other illegal acts may exist and not be
detected by an audit of financial statements performed in accordance with the auditing standards
generally accepted in the United States of America. Also. an audit is not designed to detect
matters that are immaterial to the financial statements, and because the determination of abuse is
subjective, Government Auditing Standards does not expect auditors to provide reasonable
assurance of detecting abuse.

APMG LLP s a Delaware hmiled Labity parnership
the U.S. member firm of KPMG Internatanal Cooperatve
("KPMG Internanonal”™). a Swiss entity -
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Our report will be addressed to City Council of the City. We cannot provide assurance that an
unqualified opinion will be rendered. Circumstances may arise in which it is necessary for us to
modify our report or withdraw from the engagement.

While our report may be sent to the City electronically for your convenience. only the hard copy
report is to be relied upon as our work product.

Internal Control over Financial Reporting and Compliance and Other Matters

In planning and performing our audit of the financial statements, we will consider the City’s
internal control over financial reporting as a basis for designing our audit procedures for the
purpose of expressing an opinion on the financial statements and not to provide an opinion on
the effectiveness of the City’s internal control over financial reporting. In accordance with
Government Auditing Standards. we are required to communicate that the limited purpose of our
consideration of internal control may not meet the needs of some users who require additional
information about internal control. We can provide other services to provide you with additional
information on intern control which we would be happy to discuss with vou at your convenience.

As part of obtaining reasonable assurance about whether the financial statements are free of
material misstatement, we will perform tests of the City’s compliance with certain provisions of
laws, regulations, contracts and grant agreements. violations of which could have a direct and
material effect on the financial statements. However. our objective is not to provide an opinion
on compliance with such provisions.

In accordance with Government 4udiiing Standards, we will prepare a written report, Report on
Internal Control Over Financial Reporting and on Compliance and Other Matiers Based on an
Audit of Financial Statements Performed in Accordance With Government Auditing Standards
(GAGAS report), on our consideration of internal control over financial reporting and tests of
compliance made as part of our audit of the financial statements. While the objective of our audit
of the financial statements is not to report on the City’s internal control over financial reporting
and we are not obligated to search for material weaknesses or significant deficiencies as part of
our audit of the financial statements, this report will include any material weaknesses and
significant deficiencies to the extent they come to our attention. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the financial statements will not be prevented or
detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies. in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance. This report will also
include illegal acts and fraud, unless clearly inconsequential, and material violations of
provisions of contracts and grant agreements and abuse. It will indicate that it is intended solely
for the information and use of the City Council and management of the City and federal
awarding agencies and pass-through entities and that it is not intended to be and should not be
used by anyone other than these specified parties.

[n accordance with Government Auditing Standards, we will also issue a management letter to
communicate violations of provisions of contracts or grant agreements or abuse that have an
effect on the financial statements that is less than material but more than inconsequential that
come to our attention.
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In accordance with Governmeni Auditing Standards, we are also required in certain
circumstances to report fraud or illegal acts directly to parties outside the auditee.

OMB Circular A-133 Audit Services

We will also perform audit procedures with respect to the City’s major federal programs in
accordance with the provisions of OMB Circular A-133 Audits of States, Local Governments,
and Non-Profit Organizations (OMB Circular A-133). OMB Circular A-133 includes specitic
audit requirements, mainly in the areas of internal control and compliance with laws, regulations,
contracts, and grant agreements that exceed those required by Government Auditing Standards.

As part of our audit procedures performed in accordance with the provisions of OMB Circular
A-133, we will perform tests to evaluate the effectiveness of the design and operation of internal
controls that we consider relevant to preventing or detecting material noncompliance with laws,
regulations, contracts, and grant agreements applicable to each of the City’s major programs.
The tests of internal control performed in accordance with OMB Circular A-133 are less in
scope than would be necessary to render an opinion on internal control.

Compliance with laws, regulations, contracts, and grant agreements applicable to federal
programs is the responsibility of management. We will perform tests of the City’s compliance
with certain provisions of laws, regulations, contracts, and grant agreements we determine to be
necessary based on the OMB Circular A-133 Compliance Supplement (Compliance Supplement).
The procedures outlined in the Compliance Supplement are those suggested by each federal
agency and do not cover all areas of regulations governing each program. Program reviews by
federal agencies may identify additional instances of noncompliance.

As required by OMB Circular A-133. we will prepare a written report which provides our
opinion on the schedule of expenditures of federal awards in relation to the City’s financial
statements. In addition, we will prepare a written report (A-133 report) which 1) provides our
opinion on compliance with laws, regulations, contracts, and grant agreements that could have a
direct and material effect on a major federal program and 2) communicates our consideration of
internal control over major federal programs. The A-133 report will indicate that it is intended
solely for the information and use of the audit committee the City Council and management of
the City and federal awarding agencies and pass-through entities and that it is not intended to be
and should not be used by anyone other than these specified parties.

Offering Document

Should the City wish to include or incorporate by reference these financial statements and our
audit report(s) thereon into an offering of exempt securities, prior to our consenting to include or
incorporate by reference our report(s) on such financial statements. we would consider our
consent to the inclusion of our report and the terms thereof at that time. We will be required to
perform procedures as required by the standards of the American Institute of Certified Public
Accountants. including. but not limited to. reading other information incorporated by reference
in the offering document and performing subsequent event procedures. Our reading of the other
information included or incorporated by reference in the offering document will consider
whether such information. or the manner of its presentation, is materiallv inconsistent with
information, or the manner of its presentation, appearing in the financial statements. However,
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we will not perform procedures to corroborate such other information (including
forward-looking statements). The specific terms of our future services with respect to future
offering documents will be determined at the time the services are 10 be performed.

Should the City wish to include or incorporate by reference these financial statements and our
audit report(s) thereon into an offering of exempt securities without obtaining our consent to
include or incorporate by reference our report(s) on such financial statements. and we are not
otherwise associated with the offering document. then the City agrees to include the following
language in the offering document:

“KPMG LIL.P, our independent auditor, has not been engaged to perform and has not
performed. since the date of its report included herein, any procedures on the financial
statements addressed in that report. KPMG LLP also has not performed any procedures
relating to this official statement.”

Our Responsibility to Communicate with the City Council

We will report to the City Council, in writing, the following matters:

e Corrected misstatements arising from the audit that could, in our judgment, either
individually or in aggregate, have a significant effect on the City’s financial
reporting process. [n this context, corrected misstatements arc proposed corrections
of the financial statements that were recorded by management and. in our judgment,
may not have been detected except through the auditing procedures performed.

s Uncorrected misstatements aggregated during the current engagement and
pertaining to the latest period presented that were determined by management to be
immaterial. both individually and in aggregate.

e Any disagreements with management or other significant difficulties encountered in
performance of our audit.

° Other matters required to be communicated by auditing standards generally accepted in
the United States of America.

We will also read minutes. if any. of City Council meetings for consistency with our
understanding of the communications made to the audit committee and determine that the audit
committee has received copies of all material written communications between ourselves and
management. We will also determine that the audit committee has been informed of i) the initial
selection of. or the reasons for any change in. significant accounting policies or their application
during the period under audit, ii) the methods used by management to account for significant
unusual transactions. and iii) the effect of significant accounting policies in controversial or
emerging areas for which there is a lack of authoritative guidance or consensus.

If, in performance of our audit procedures. circumstances arise which make it necessary to
modify our report or withdraw from the engagement. we will communicate to the audit
committee our reasons for modification or withdrawal.
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Management Responsibilities

The management of the City is responsible for the fair presentation. in accordance with U.S
generally accepted accounting principles. of the financial statements and all representations
contained therein. Management also is responsible for preventing and detecting fraud. including
the design and implementation of programs and controls to prevent and detect fraud, for
adopting sound accounting policies. and for establishing and maintaining effective internal
controls and procedures for financial reporting to maintain the reliability of the financial
statements and to provide reasonable assurance against the possibility of misstatements that are
material to the financial statements. Management is also responsible for informing us, of which
it has knowledge, of all material weaknesses and significant deficiencies in the design or
operation of such controls.

In relation to compliance, management is responsible for:

= [dentifying the City’s government programs and understanding and complying with the
compliance requirements.

e Establishing and maintaining effective controls that provide reasonable assurance that
the City administers government programs in compliance with the compliance
requirements.

» Evaluating and monitoring the City's compliance with the compliance requirements.

e Taking corrective action when instances of noncompliance are identified, including
corrective action on audit findings of the compliance audit.

o Informing us of any known material violations of compliance requirements

The audit of the financial statements does not relieve management or those charged with
governance of their responsibilities.

Management of the City also agrees that all records, documentation, and information we request
in connection with our audit will be made available to us, that all material information will be
disclosed to us, and that we will have the full cooperation of the City’s personnel. As required by
the auditing standards generally accepted in the United States of America, we will make specific
inquiries of management about the representations embodied in the financial statements and the
effectiveness of internal control. and obtain a representation letter from management about these
matters. The responses to our inquiries, the written representations, and the results of audit tests,
among other things, comprise the evidential matter we will rely upon in forming an opinion on
the financial statements.

In addition to the OMB Circular A-133 requirements to maintain internal contro! and comply
with the compliance requirements applicable to federal programs as discussed above, OMB
Circular A-133 also requires the City to prepare a:

o Schedule of expenditures of federal awards:

o  Summary schedule of prior audit findings:
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o Corrective action plan: and

e Data collection form (Part [).

While we may be separately engaged to assist you in the preparation of these items. preparation
is the responsibility of the City.

Certain provisions of OMB Circular A-133 allow a granting agency to request that a specific
program be selected as a major program provided that the federal granting agency is willing to
pay the incremental audit cost arising from such selection. The City agrees to notify KPMG LLP
(KPMG) of any such request by a granting agency and to work with KPMG to modify the terms
of this letter as necessary to accommodate such a request.

In accordance with Government Auditing Standards. as part of our planning of the audit we will
evaluate whether the City has taken appropriate corrective action to address findings and
recommendations from previous engagements that could have a material effect on the financial
statements. To assist us, management agrees to identify previous audits, attestation engagements,
or other studies that relate to the objectives of the audit. including whether related
recommendations have been implemented. prior to September 30, 201 1.

Management is responsible for adjusting the financial statements to correct material
misstatements and for affirming to us in the representation letter that the effects of any
uncorrected misstatements aggregated by us during the current engagement and pertaining to the
latest period presented are immaterial, both individually and in the aggregate, to the financial
statements being reported upon. Because of the importance of management’s representations to
the effective performance of our services, the City will release KPMG and its personnel from
any claims, liabilities, costs and expenses relating to our services under this letter attributable to
any misrepresentations in the representation letter referred to above. The provisions of this
paragraph shall apply regardless of the form of action. damage, claim, liability. cost. expense, or
loss asserted, whether in contract, statute, tort (including but not limited to negligence) or
otherwise.

Management is also responsible for providing us with written responses in accordance with
Government Auditing Standards to the findings included in the GAGAS or A-133 report within
14 days of being provided with draft findings. If such information is not provided on a timely
basis prior to release of the reports, the reports will indicate the status of management’s
responses.

Government Auditing Standards require external and internal auditors to meet minimum
Continuing Professional Education (CPE) hours. Therefore, management is responsible for
monitoring and documenting the compliance with the Government Auditing Standards CPE
hours of those internal auditors assigned to the audit in direct assistance roles.

Management is responsible for the distribution of the reports issued by KPMG.
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Other Matters

This letter shall serve as the City's authorization for the use of e-mail and other electronic
methods to transmit and receive information, including confidential information. between
KPMG and the City and between KPMG and outside specialists or other entities engaged by
either KPMG or the City. The City acknowledges that e-mail travels over the public Internet,
which is not a secure means of communication and. thus. confidentiality of the transmitted
information could be compromised through no fault of KPMG. KPMG will employ
commercially reasonable efforts and take appropriate precautions to protect the privacy and
confidentiality of transmitted information.

Further. for purposes of the services described in this letter only. the City hereby grants to
KPMG a limited, revocable, non-exclusive, non-transferable, paid up and royalty-free license,
without right of sublicense. to use all logos. trademarks and service marks of the City solely for
presentations or reports to the City or for internal KPMG presentations and intranet sites.

KPMG is a limited liability partnership comprising both certified public accountants and certain
principals who are not licensed as certified public accountants. Such principals may participate
in the engagements to provide the services described in this letter.

In connection with the performance of services under the Engagement Letter. KPMG may utilize
the services of KPMG controlled entities, KPMG member firms and/or third party service
providers within and without the United States to complete the services under the Engagement
Letter. Moreover, KPMG may utilize third party service providers within and without the
United States to provide, at KPMG’s direction, administrative and clerical support services to
KPMG. You agree that we may provide these parties with your confidential information with the
understanding that the confidential information will be subject to an equivalent level of
protection as provided by KPMG.

The City agrees to provide prompt notification if the City or any of its subsidiaries currently are
or become subject to the laws of a foreign jurisdiction that require regulation of any securities
issued by the City or such subsidiary.

The work papers for this engagement are the property of KPMG. Pursuant to Government
Auditing Standards, we are required to make certain work papers available in a full and timely
manner to Regulators upon request for their reviews of audit quality and for use by their
auditors. In addition, we may be requested to make certain work papers available to regulators
pursuant to authority provided by law or regulation. Access to the requested work papers will be
provided under supervision of KPMG personnel. Furthermore, upon request, we may provide
photocopies of selected work papers to Regulators. Such Regulators may intend, or decide, to
distribute the photocopies or information contained therein to others, including other government
agencies.

In the event KPMG is requested pursuant to subpoena or other legal process to produce its
documents and/or testimony relating to this engagement for the City in judicial or administrative
proceedings to which KPMG is not a party, the City shall reimburse KPMG at standard billing
rates for its professional time and expenses, including reasonable attorney's fees, incurred in
responding to such requests.
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Collaboration Site

KPMG has developed a collaborative. virtual workspace (“Collaboration Site") in a protected.
online environment. This Collaboration Site allows for the placement of certain documents into
the Collaboration Site to be used by those providing the Services to you. The Collaboration Site
will be decommissioned at the end of the Engagement, unless otherwise required by applicable
law or professional standards. or other requirements of the engagement team.

In order to maintain the confidentiality of the information contained in the Collaboration Site,
KPMG has taken certain steps to provide protection against unauthorized access. Access to the
Collaboration Site is limited to KPMG authenticated and authorized users and the Collaboration
Site is protected by encryption and a secure network. You agree that we may provide these
parties with your confidential information with the understanding that the confidential
information will be subject to the equivalent level of protection as provided by KPMG.

Other Government Auditing Standards Matters

As required by Government Auditing Standards, we have attached a copy of KPMG's most
recent peer review report.

Additional Reports and Fees for Services

Appendix | to this letter lists the additional reports we will issue as part of this engagement and
our fees for professional services to be performed per this letter.

In addition. fees for any special audit-related projects, such as research and/or consultation on
special business or financial issues, will be billed separately from the audit fees for professional
services set forth in Appendix | and may be subject to written arrangements supplemental to
those in this letter.

* k% Kk Kk k k ¥

Our engagement herein is for the provision of annual audit services for the financial statements
and OMB Circular A-133 and for the periods described in Appendix I, and it is understood that
such services are provided as a single annual engagement. Pursuant to our arrangement as
reflected in this letter we will provide the services set forth in Appendix | as a single engagement
for each of the City's subsequent fiscal years until either Management or we terminate this
agreement, or mutually agree to the modification of its terms. The fees for each subsequent year
will be annually subject to negotiation and approval by the Management.

In accordance with vour instructions. we have forwarded a copy of this letter to Patrick West,
Robert Shannon, and John Gross.
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We shall be pleased 1o discuss this letter with you at any time. For your convenience in
confirming these arrangements. we enclose a copy of this letter. Please sign and return it to us.

Very truly yours,

KPMG LLP

24 By —

Christopher B. Ray
Pariner

CBR:bmp:gpa:T1026
Enclosures:
cc: Patrick West, City Manager. City of Long Beach

Robert Shannon, City Attorney. City of L.ong Beach
John Gross. Director of Finance. City of Long Beach

ACCEPTED:
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Appendix I

Fees for Services

Based upon our discussions with and representations of management. our fees for services we
will perform are estimated as follows:

Audit of financial statements of the City of Long Beach.
California as of and for the years ended September 30, 2011 $913,760

Other Reports:

The reports that we will issue as part of this engagement are as follows:

Report Fee

Reports issued on the basic tinancial statements of the City $ 380,960
Reports issued in connection with OMB Circular A-133' 138.740
Airport Enterprise Fund 54.000
Passenger Facility Charges 19.280
Aquarium of the Pacific — 9/30 52.440
Aquarium of the Pacific - 12/31 23.175
Harbor Department 123.320
Redevelopment Agency 67,845
Water Department 54,000

Additional fees for each single audit program exceeding 6 programs: $ 25.160

Fee includes agreed-upon procedures to the financial information submitted electronically
through the Department of Housing and Urban Development’s (HUD) Real Estate Assessment
Center (REAC) system of the Housing Authority of the City (the Housing Authority).

The above estimates are based on the level of experience of the individuals who will perform the
services. In addition, expenses are billed for reimbursement as incurred. Expenses for items such
as travel, telephone. postage, and typing, printing, and reproduction of financial statements are
included in the above estimate. Circumstances encountered during the performance of these
services that warrant additional time or expense could cause us to be unable to deliver them
within the above estimates. We will endeavor to notify you of any such circumstances as they
are assessed.

Where KPMG is reimbursed for expenses. it is KPMG’s policy to bill clients the amount
incurred at the time the good or service is purchased. [f KPMG subsequently receives a volume
rebate or other incentive payment from a vendor relating to such expenses, KPMG does not
credit such payment to the client. Instead, KPMG applies such payments to reduce its overhead
costs, which costs are taken into account in determining KPMG’s standard billing rates and
certain transaction charges which may be charged to clients.
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| PricewaterhouseCoopers LLP

| 400 Campus Dnve
P. O. Box 988
Florham Park NJ 07932
Telephone (973) 236 4000
Facsimile (973) 236 5000

System Review Report

To the Pariners of KPMG LLP
and the AICPA Center for Public Company Audit Firms Peer Review Committee

We have reviewed the system of quality control for the accounting and auditing practice of KPMG
LLP (the Firm) applicable to non-SEC issuers in effect for the year ended March 31, 2008. Our
peer review was conducted in accordance with the Standards for Performing and Reporting on
Peer Reviews established by the Peer Review Board of the American Institute of Certified Public
Accountants. The Firm is responsible for designing a system of quality control and complying
with it to provide the Firm with reasonable assurance of performing and reporting in conformity
with applicable professional standards in all material respects. Our responsibility is to express an
opinion on the design of the system of quality control and the Firm's compliance therewith based
on our review. The nature, objectives, scope, limitations of, and the procedures performed in a
System Review are described in the standards at www.aicpa.org/prsummary.

As required by the standards, engagements selected for review included engagements performed
under the Government Auditing Standards, audits of employee benefit plans, and an audit
performed under FDICIA.

In our opinion, the system of quality control for the accounting and auditing practice applicable to
non-SEC issuers of KPMG LLP in effect for the year ended March 31, 2008, has been suitably
designed and complied with to provide the Firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material respects. Firms can
receive a rating of pass, pass with deficiency(ies) or fail. KPMG LLP has received a peer review
rating of pass.

Dsionietorhae Loesss (LY

December 2, 2008
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OFFICE OF THE CITY MANAGER

333 WEST OCEAN BOULEVARD « LONG BEACH, CALIFORNIA 90802 e« (562)570-6711  FAX (562)570-6583

PATRICK H. WEST

CITY MANAGER
May 17,2012
KPMG LLP
L 20 Pacifica, Suite 700
[rvine, CA 92618-3391
l We are providing this letter in connection with your audit of the financial statements of the City of
Long Beach, California, as of and for the year ended September 30, 2011. for the purpose of
expressing opinions as to whether the financial statements present fairly, in all material respects,
' the financial position of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund and the aggregate remaining fund
information of the City of Long Beach, California (the City), and the respective changes in
il financial position, and, where applicable, cash flows thereof and the respective budgetary

comparisons for the General Fund, and the Housing Development Fund for the year then ended, in
conformity with U.S. generally accepted accounting principles. We confirm that we are
'l responsible for the fair presentation in the financial statements of financial position, changes in

financial position, and cash flows in conformity with U.S. generally accepted accounting
principles. We are also responsible for establishing and maintaining effective internal control over
financial reporting.

Certain representations in this letter are described as being limited to matters that are material.
Items are considered material, regardless of size, if they involve an omission or misstatement of
accounting information that, in the light of surrounding circumstances, makes it probable that the
judgment of a reasonable person relying on the information would be changed or influenced by the
omission or misstatement.

We confirm, to the best of our knowledge and belief, the following representations made to you
during your audit(s):
I.  The financial statements referred to above are fairly presented in conformity with U.S.
generally accepted accounting principles.

2. We have made available to you:
a. All financial records and related data.

b. All minutes of the meetings of the City Council, or summaries of actions of recent
meetings for which minutes have not yet been prepared.
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3.

4,

wn

Except as disclosed to you in writing, there have been no communications from regulatory
agencies concerning noncompliance with, or deficiencies in, financial reporting practices.

There are no:

a. Violations or possible violations of laws or regulations, whose effects should be
considered for disclosure in the financial statements or as a basis for recording a loss
contingency.

b. Unasserted claims or assessments that our lawyers have advised us are probable of
assertion and must be disclosed in accordance with Statement of Financial Accounting
Standards (SFAS) No. 5, Accounting for Contingencies.

c. Other liabilities or gain or loss contingencies that are required to be accrued or
disclosed by SFAS No. 5.

d. Material transactions, for example, grants and other contractual arrangements, that
have not been properly recorded in the accounting records underlying the financial
statements.

We believe that the effects of the uncorrected financial statement misstatements summarized
in the accompanying schedule are immaterial, both individually and in the aggregate, to the
financial statements for each respective opinion unit.

We acknowledge our responsibility for the design and implementation of programs and
controls to prevent, deter, and detect fraud. We understand that the term "fraud" includes
misstatements arising from fraudulent financial reporting and misstatements arising from
misappropriation of assets.
We have no knowledge of any fraud or suspected fraud affecting the entity involving:

a. Management

b. Employees who have significant roles in internal control over financial reporting, or

c. Others where the fraud could have a material effect on the financial statements.

We have no knowledge of any allegations of fraud or suspected fraud affecting the entity
received in communications from employees, former employees, analysts, regulators, short
sellers, or others.

The City has no plans or intentions that may materially affect the carrying value or
classification of assets and liabilities.

We have no knowledge of any officer or Council Member of the City, or any other person
acting under the direction thereof, having taken any action to fraudulently influence, coerce,
manipulate, or mislead you during your audit.
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1.

14.

16.

18.

The following have been properly recorded or disclosed in the financial statements:

a. Related party transactions including sales, purchases, loans, transfers, leasing
arrangements, guarantees, ongoing contractual commitments, and amounts receivable
from or payable to related parties.

b. Guarantees, whether written or oral, under which the City is contingently liable.

c. Arrangements with financial institutions involving compensating balances or other
arrangements involving restrictions on cash balances and lines of credit or similar
arrangements.

d. Agreements to repurchase assets previously sold, including sales with recourse.
e. Changes in accounting principle affecting consistency.
f.  The existence of and transactions with joint ventures and other related organizations.

The City has satisfactory title to all owned assets, and there are no liens or encumbrances on
such assets, nor has any asset been pledged as collateral.

The City has complied, in all material respects, with applicable laws, regulations, contracts,
and grants that could have a material effect on the financial statements in the event of
noncompliance.

Management is responsible for compliance with the laws, regulations, and provisions of
contracts and grant agreements applicable to the City. Management has identified and
disclosed to you all laws, regulations, and provisions of contracts and grant agreements that
have a direct and material effect on the determination of financial statement amounts.

We have disclosed to you all deficiencies in the design or operation of internal control over
financial reporting of which we are aware, which could adversely affect the City’s ability to
initiate, authorize, record, process, or report financial data. We have separately disclosed to
you all such deficiencies that we believe to be significant deficiencies or material weaknesses
in internal control over financial reporting, as those terms are defined in Statement on
Auditing Standards No. 115, Communicating Internal Control Related Matters Identified in
an Audit.

The City’s reporting entity includes all entities that are component units of the City. Such
component units have been properly presented as either blended or discrete. Investments in
joint ventures in which the City holds an equity interest have been properly recorded on the
statement of net assets. The financial statements disclose all other joint ventures and other
related organizations.

The financial statements properly classify all funds and activities.

All funds that meet the quantitative criteria in GASB Statement No. 34, Basic Financial
Statements—and Management’s Discussion and Analysis—for State and Local Governments,
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22,

23.

24.

25.

26.

for presentation as major are identified and presented as such, and all other funds that are
presented as major are considered to be particularly important to financial statement users by
management.

The City has not elected to apply the option allowed in paragraph 7 of GASB Statement No.
20, Accounting and Financial Reporting for Proprietary Activities, to its proprietary funds.

[nter-fund, internal and intra-entity activity and balances have been appropriately classified
and reported.

Receivables reported in the financial statements represent valid claims against debtors arising
on or before the date of the statement of net assets and have been appropriately reduced to
their estimated net realizable value.

Deposits and investment securities are properly classified and reported.

The City is responsible for determining the fair value of certain investments as required by
GASB Statement No. 31, Accounting and Financial Reporting for Certain Investments and
for External Investment Pools, as amended. The amounts reported represent the City’s best
estimate of fair value of investments required to be reported under the Statement. The City
also has disclosed the methods and significant assumptions used to estimate the fair value of
its investments, and the nature of investments reported at amortized cost.

The City has identified and properly reported all of its derivative instruments and any related
deferred inflows/outflows of resources related to hedging derivative instruments in
accordance with GASB Statement No. 53, Accounting and Financial Reporting for
Derivative Instruments. The City complied with the requirements of GASB Statement No.
53 related to the determination of hedging derivative instruments and the application of
hedge accounting.

The estimate of fair value of derivative instruments is in compliance with GASB Statement
No. 53. For derivative instruments with fair values that are based on other than quoted
market prices, the City has disclosed the methods and significant assumptions used to
estimate those fair values.

The following information about financial instruments with off-balance-sheet risk and

financial instruments with concentrations of credit risk has been properly disclosed in the
financial statements:

a. Extent, nature, and terms of financial instruments with off-balance-sheet risk;

b. The amount of credit risk of financial instruments with off-balance-sheet credit risk,
and information about the collateral supporting such financial instruments; and

c. Significant concentrations of credit risk arising from all financial instruments and
information about the collateral supporting such financial instruments.
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27,

28.

30.

3l.

32,

34.

36.

We believe that all material expenditures or expenses that have been deferred to future
periods will be recoverable.

The City has properly applied the requirements of GASB Statement No. 51, Accounting and
Financial Reporting for Intangible Assets, including those related to the recognition of
outlays associated with the development of internally generated computer software.

Capital assets, including infrastructure assets, are properly capitalized, reported and, if
applicable, depreciated. There are no liens or encumbrances on such assets nor has any asset
been pledged as collateral.

The City has no:

a. Commitments for the purchase or sale of services or assets at prices involving
material probable loss.

b. Material amounts of obsolete, damaged, or unusable items included in the inventories
at greater than salvage values.

For variable-rate demand bond obligations that are reported as general long-term debt or
excluded from current liabilities of proprietary funds, we believe all of the conditions
described in GASB Interpretation No. 1, Demand Bonds Issued by State and Local
Government Entities, have been met.

The City has complied with all tax and debt limits and with all debt related covenants.

We have received opinions of counsel upon each issuance of tax-exempt bonds that the
interest on such bonds is exempt from federal income taxes under section 103 of the Internal
Revenue Code of 1986, as amended. There have been no changes in the use of property
financed with the proceeds of tax-exempt bonds, or any other occurrences, subsequent to the
issuance of such opinions, that would jeopardize the tax-exempt status of the
bonds. Provision has been made, where material, for the amount of any required arbitrage
rebate.

We believe that the actuarial assumptions and methods used to measure financial statement
liabilities and costs associated with pension and other post-employment benefits and to
determine information related to the City’s funding progress related to such benefits for
financial reporting purposes are appropriate in the City’s circumstances and that the related
actuarial valuation was prepared in conformity with U.S. generally accepted accounting
principles.

Provision has been made in the financial statements for the City’s pollution remediation
obligations. We believe that such estimate has been determined in accordance with the
provisions of GASB Statement No. 49, Accounting and Financial Reporting for Pollution
Remediation Obligations and is reasonable based on available information.

Net asset components (invested in capital assets, net of related debt; restricted; and
unrestricted) and fund balance reserves and designations are properly classified and, if
applicable, approved.
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37.

38.

39.

40.

41.

42.

43.

44,

45,

Revenues are appropriately classified in the statement of activities within program revenues,
general revenues. contributions to term or permanent endowments, or contributions to
permanent fund principal.

The City has identified and properly accounted for all non-exchange transactions.

Expenses have been appropriately classified in or allocated to functions and programs in the
statement of activities, and allocations have been made on a reasonable basis.

Special and extraordinary items are appropriately classified and reported.

The basic financial statements disclose all of the matters of which we are aware that are
relevant to the entity’s ability to continue as a going concern, including significant conditions
and events, and our plans.

We have disclosed to you all accounting policies and practices we have adopted that, if
applied to significant items or transactions, would not be in accordance with U.S. generally
accepted accounting principles (GAAP). We have evaluated the impact of the application of
each such policy and practice, both individually and in the aggregate, on the City’s current
period financial statements and our assessment of internal control over financial reporting,
and the expected impact of each such policy and practice on future periods’ financial
reporting. We believe the effect of these policies and practices on the financial statements
and our assessment of internal control over financial reporting is not material. Furthermore,
we do not believe the impact of the application of these policies and practices will be
material to the financial statements in future periods.

The City has presented all required supplementary information. This information has been
measured and prepared within prescribed guidelines.

The City has complied with all applicable laws and regulations in adopting, approving and
amending budgets.

In accordance with Government Auditing Standards, we have identified to you all previous
audits, attestation engagements, and other studies that relate to the objectives of this audit,
including whether related recommendations have been implemented.

Very truly yours,

CITY OF LONG BEACH

e

John Gross
Director of Financial Management
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Independent Auditors’ Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards

The Honorable Mayor and City Council
City of Long Beach, California:

We have audited the financial statements of the governmental activities, 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 and for the year ended September 30, 2011, which
collectively comprise the City’s basic financial statements, and have issued our report thereon dated
May 17, 2012. Our report was modified to include a reference to another auditor who audited the City’s
discretely presented component unit. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.
Another auditor audited the financial statements of the City’s discretely presented component, as described
in our report on the City’s financial statements. This report does not include the results of the other
auditors’ testing of internal control over financial reporting or compliance and other matters that are
reported on separately by those auditors.

Internal Control over Financial Reporting

Management of the City is responsible for establishing and maintaining effective internal control over
financial reporting. In planning and performing our audit, we considered the City’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of
the City’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the City’s internal control over financial reporting.

A deficiency in internal control over financial reporting exists when the design or operation of a control
does not allow management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control over financial reporting, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented, or
detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above. However, we identified certain deficiencies in internal control over financial
reporting that we consider to be significant deficiencies and that are described in the accompanying
schedule of findings and questioned costs as items FS-2011-01 and FS-2011-02. A significant deficiency is
a deficiency, or combination of deficiencies, in internal control over financial reporting that is less severe
than a material weakness, yet important enough to merit attention by those charged with governance.
KPMG LLP is a Delaware limited hability partnership

the US. member firm of KPMG International Cooperative
("KPMG International’), a Swiss enlity
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

The City’s responses to the findings identified in our audit are described in the accompanying schedule of
findings and questioned costs. We did not audit the City’s responses, and accordingly, we express no
opinion on the responses.

This report is intended solely for the information and use of the City of Long Beach’s City Council,
management, others within the City, federal awarding agencies, and pass-through entities, and is not
intended to be and should not be used by anyone other than these specified parties.

KPMe LLP

May 17, 2012



