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LONG BEACH

TRANSIT

P.O. Box 731

1963 E. Anaheim Street
Long Beach, CA 90801
Phone: (562) 592-8753
Fax: (562)218-1994

October 30, 2007

To the Board of Directors of
Long Beach Public Transportation Company:

We are pleased to submit for your information and consideration the Comprehensive Annual
Financial Report (CAFR) of Long Beach Public Transportation Company (Long Beach Transit or
the Company) for fiscal year July 1, 2006 to June 30, 2007.

The CAFR has become the standard format used in presenting the results of the Company's annual
financial operations for the fiscal year. We believe this report is presented in a manner designed to
fairly disclose the financial position and results of operations of the Company as measured by its
financial activities. To the best of our knowledge and belief the disclosures are accurate in all
material respects.

The accompanying basic financial statements, supplemental schedules and statistical information
are the representations of the Company's management which bears the responsibility for their
accuracy and completeness. Our Independent Auditors' Report, prepared by Windes &
McClaughry Accountancy Corporation, is included along with other necessary disclosures to
enable the reader to gain maximum understanding of the Company's financial activities.

The independent audit of the accompanying basic financial statements of Long Beach Transit was
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 fair presentation of the accompanying basic financial statements,
but also on the audited agency’s internal controls and compliance with legal requirements, with
special emphasis on internal controls and legal requirements involving the administration of
federal awards. These reports are available in the Long Beach Public Transportation Company’s
separately issued Single Audit Report.

Generally Accepted Accounting Principles (GAAP) require management to provide a narrative
introduction, overview, and analysis to accompany the basic financial statements in the form of
Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to
complement the MD&A and should be read in conjunction with it. The Company's MD&A can be
found immediately following the report of the independent auditors.

Laurence W. Jackson, President and CEO Terry Fiskin, Chairman
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REPORTING ENTITY

The Company is a nonprofit corporation, formed in 1963 with the purchase of the local transit
system from a private carrier leaving the business.

Long Beach Transit is governed by a seven-member Board of Directors (Board) which provides
broad policy and financial decisions, setting direction for management. The Mayor, with the
approval of the Long Beach City Council, appoints residents of the community to the Board to
serve overlapping four-year terms. In addition, two designees of the City Manager’s Office may
serve as ex officio members of the Board but do not have voting authority. The Board designates a
Chief Executive Officer who is responsible for overseeing daily operations. Long Beach Transit’s
management is represented by the Chief Operating Officer, Chief Financial Officer and five
Executive Directors heading Operations, Maintenance, Risk Management and Human Resources,
Information Services, and Customer and Community Services. The Company's organizational
chart is shown later in this introductory section.

The Company's reporting entity includes only transit operations and there is no other organization
within the City of Long Beach providing a similar scope of public transportation service.

In accordance with GAAP, the Company is considered a component financial reporting unit of the
City of Long Beach (City). As such, the Company’s financial statements are included in the City’s
comprehensive annual financial report as a discretely presented component unit. Long Beach
Transit has a separate legal status and has historically operated as an independently managed and
operated nonprofit corporation, receiving no direct administrative or financial support from the
City. For the present, there has been no expressed intent to alter the status of this financial
reporting and administrative relationship.

SERVICES

Long Beach Transit’s mission is "to provide public transit services that enhance and improve the
quality of life for the residents of our community." The corporate business plan provides a
framework for accomplishing this mission. The business plan serves as a foundation for the
preparation of annual action plans and budgets which detail specific objectives to be achieved and
the financial resources that will be provided to achieve them. The plan is updated each year to
ensure goals are consistent with current and anticipated operating and economic conditions.

Long Beach Transit is a full service public transit system, providing a wide range of transit
services, including:

U Fixed route bus service

. Shuttle service (Passport, Pine Ave. Link and Tour D’Art)
. Demand responsive paratransit service (Dial-A-Lift)

o Water taxi service (AquaBus and AquaLink)

. Charter and community special service
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Fixed Route Bus Service

The Company provides fixed route bus service to a 98 square mile area, which includes the cities
of Long Beach, Lakewood and Signal Hill; and portions of Bellflower, Carson, Cerritos, Hawaiian
Gardens, Norwalk, Paramount and Seal Beach. This service covers 38 routes, requiring 229 buses,
including the shuttle and cultural loop services discussed below. During fiscal 2007, Long Beach
Transit carried 26.6 million customers.

The Transit Mall, located in downtown Long Beach, is the focal point of the fixed route system as
well as Metro Blue Line rail service running between Long Beach and downtown Los Angeles.
The Mall provides special features such as exclusive bus lanes and traffic control equipment,
special bus stop improvements, passenger shelters equipped with graphic displays, electronic
monitors displaying schedule information and a central customer service center. There is also a
Bikestation located directly on the Transit Mall.

Of the 38 fixed routes operated by the Company, 32 radiate from the Transit Mall. This location is
a major transfer point not only for the Company's routes but for the Metro Blue Line Light Rail
System as well as other bus services provided by Torrance Transit, the Los Angeles Department of
Transportation (LADOT), Los Angeles County Metropolitan Transportation Authority
(LACMTA), and Orange County Transportation Authority (OCTA).

All of Long Beach Transit’s fixed-route service vehicles are low-floor and wheelchair accessible.
These coaches are maintained and dispatched from two facilities. Approximately 60% of the
vehicles are stored at the central administrative, operating and maintenance facility located at 1963
Anaheim Street in Long Beach. The remaining coaches are assigned to a satellite maintenance
facility at 6860 Cherry Street in North Long Beach. Besides the coaches, the Company owns a
fleet of automobiles used for supervisory and administrative functions and various maintenance
vehicles for emergency road services and bus stop support.

Long Beach Transit maintains neighborhood bus shelters, benches, and standard bus stops
providing customer convenience and comfort. There are over 2000 stops throughout the system
and each year the Company ensures the stops are well-maintained and meet cleanliness standards.

Shuttle Service (Passport, Pine Ave. Link and Tour D’Art)

There are three shuttles, the Passport, Pine Ave. Link and Tour D’ Art, providing circulator service
via five routes as often as every eight minutes throughout the growing downtown Long Beach area.
Service is provided by 30 low-floor minibuses. These vehicles are stored and maintained at the
main administrative facility on Anaheim Street.

The Passport shuttles deliver service designed to provide easy access to the Convention Center,
major hotels, restaurants, Catalina Landing, the Queen Mary, Belmont Shore and California State
University, Long Beach (CSULB). The Pine Ave. Link services the downtown waterfront
entertainment complex containing the Aquarium of the Pacific, the Convention Center, retail stores
and restaurants and shuttles people directly from these waterfront attractions up to the Pine Ave.
district’s restaurants, shops and theaters. And, the Tour D’Art takes visitors and residents to
downtown cultural sites while also providing a local circulator for downtown riders. During 2007,
the Passport carried 2.7 million passengers.

i
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Demand Responsive Paratransit Service (Dial-A-Lift)

Long Beach Transit offers a paratransit service for persons with disabilities. This curb to curb
service operates on a subscription or call-in basis and is provided by a private contractor. All
vehicles are owned by the Company, but stored, maintained and dispatched by the contractor.

The Dial-A-Lift service is supplied by a local taxi company using a fleet of 18 mini-van taxis. The
contractor supplements Dial-A-Lift rides with its ordinary taxi service on an as-needed basis
eliminating the need for additional dedicated vans. This results in lower overall costs. There were
approximately 59,500 boardings on Dial-A-Lift in 2007.

Water Taxi Service (AquaBus and AquaLink)

The Aquarium of the Pacific, Convention Center and the Pike venue with restaurants, retail and
theatres, continue to attract many visitors to the City’s downtown waterfront. As a complement to
the Passport and Pine Ave. Link shuttles which serve the area, the Company also operates water
taxi service in Queensway Bay and along the City’s coastline.

There are two AquaBus boats that provide links to the Queen Mary, Aquarium and Shoreline
Village. These boats, which carry up to 49 passengers, tie directly with the downtown shuttle buses
and parking facilities, allowing visitors to see Long Beach’s many attractions without having to get
in their car. For passengers wanting to travel further down the coast, the AquaLink, a 75-seat
catamaran, provides service from the Queen Mary area to Alamitos Bay Landing.

The service is provided by a private contractor. The vessels are owned by Long Beach Transit, but
stored and maintained at the contractor’s docking facilities. This service runs daily during the
summer months and then reverts to weekend service for the remainder of the year.

Charter and Community Special Service

Charter service is provided to various community groups upon request and vehicle availability.
This service provides these groups with a cost-effective solution for transporting their members to
programs and special events. Each year, the Company also supports the Toyota Grand Prix of
Long Beach and other large, special events by providing supplemental service where needed.

Long Beach Transit provides a Museum Express bus service to major museum and garden
attractions in Los Angeles and Orange Counties. Tickets can be purchased in advance for the
service, which runs from June through September. The Museum Express offers residents who
would not ordinarily ride the bus an opportunity to try transit and is particularly beneficial to our
senior and transit dependent customers who can rely on the service to access attractions they could
not travel to on their own.
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ACCOMPLISHMEN'

Long Beach Transit's mission is "to provide public transit services that enhance and improve the
quality of life for the residents of our community". To accomplish this mission, the Company has
undertaken a wide variety of initiatives to continue improving the overall quality, effectiveness and
efficiency of transit services.

Fleet Improvements

The Company continued to focus on its goal of maintaining a modern, efficient transit fleet. In
July and August 2007, Long Beach Transit received 15 new hybrid-electric coaches to replace
vehicles that had reached their useful life. Over 30% of the Company’s 40’ fleet now consist of
alternative fueled vehicles. Long Beach Transit has determined the hybrid-electric vehicle offers
the most advantages, including emission levels lower than those of compressed natural gas engines
(CNG). Long Beach Transit is the first transit system in the nation to use production model hybrid
gasoline-electric buses in service. The Company exceeds all federal and state emission regulations
and is a national leader in reducing fleet emissions.

The Company continued the practice of mid-life cosmetic upgrading of buses at six years of age,
with 19 coaches receiving new windows, upholstery replacement where needed, repainting and
other improvements to make them look new. In addition, all windows received a new sealant to
prevent spotting which can occur as a result of frequent washes.

Customer Amenities

The Company’s global satellite positioning system, Transmart, allows continuous tracking of the
exact location of every vehicle in our fleet. Besides generating critical data for operations, it also
provides real-time bus arrival information for our customers. This technology has allowed the
Company to deploy variable message signs at its busiest stops throughout the City. These solar-
powered LED signs provide real-time schedule information with next bus arrival times. Various
messages can also be displayed informing passengers of detours and delays. During 2007, variable
message signs were installed at four locations, bringing this technology to 22 total stops with
another 15 stops under construction.

The Company has dedicated close to $1 million to implement major improvements to bus stops
throughout our service area. These improvements will not only provide added convenience to our
customers, but will also provide a pleasing neighborhood environment. Sixteen high volume stops
have been identified and will receive shelters, information kiosks, public art work, solar lighting
and landscaping. Work is estimated for completion in February 2008.

The Company has also been working to improve the appearance of many other stops by
refurbishing approximately 150 bus shelters. This two-year campaign required each shelter to be
removed from the site and brought back to the Company’s facility for repair and repainting. When
the shelters were reinstalled, the stops also included new seating and, at some sights, solar lighting.
Refurbishing the shelters allowed the Company to improve considerably more stops than if new
shelters had been purchased.
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Facility Upgrades

A new Transit Information Center is currently being designed for the Downtown Transit Mall.
This facility would be larger than the existing visitor center and located on a corner of the mall that
is highly visible and easily accessed by pedestrian traffic. Route and schedule displays, transit pass
sales, and other facilities for coach operators and customers are some of the planned features of
this new center. There would also be space for agencies such as the Convention and Visitors
Bureau to provide information about the region.

New State regulations and the fleet of 62 gasoline hybrid-electric coaches required the Company to
replace its existing underground diesel and fuel tanks with those that are environmentally upgraded
and can handle increased amounts of gasoline storage. In addition, the tanks are wired and fluid
levels are monitored by a new fuel and mileage system.

Other Achievements

Recent service and demographic surveys indicate the Hispanic community will comprise 53% of
Long Beach Transit’s ridership by 2010. During 2007, the Company initiated a new marketing
campaign targeting this section of the community by providing media advertisements and
expanding transit information in Spanish. The Company also launched a new Spanish website to
assist customers in obtaining critical transit information such as route scheduling.

Perhaps the most important accomplishment is the continuing high level of customer satisfaction
with the quality of services provided by Long Beach Transit, as summarized in Exhibit 11 in the

Statistical Section and discussed in further detail in the Management’s Discussion and Analysis
section of this document.

KEY PERFORMANCE RESULTS

Performance Statistics

One of the several methods used to monitor performance is through key indicators that track
service quality, efficiency and productivity. The results for fiscal year 2007 are on page 40. The
cost per vehicle service hour increased 5% to $87.48. Service levels were reduced during 2006
due to financial uncertainties caused by state-imposed regulations regarding operator meal and rest
periods. While this issue was successfully resolved during labor negotiations, it has taken the
Company over a year to restore the manpower and service levels. During last year, passengers per
vehicle service hour increased 5% putting Long Beach Transit at the top end of productivity
compared to systems of our size.

Although the total number of accidents increased during 2007, the number of preventable
accidents actually went down. The Company implemented new safe driving programs tailored to
new operators along with refresher classes on particular driving techniques. The drop in
preventable accidents is a significant accomplishment considering there were over 70 new drivers
hired during the last year.

Mechanical issues with the engines of articulated coaches and electrical problems with the smaller
Passport vehicles required Maintenance to perform 31% more roadcalls in 2007. Maintenance is
procuring new components and exploring new technology to resolve the problems. Even with the
increase in roadcalls, the Company’s service delivery rate consistently stayed above 99%.
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Community Evaluation

Long Beach Transit also tracks the degree of customer satisfaction with the quality of services
provided. An independent research firm is engaged to randomly sample customers and non-riders
and measure perceptions of service quality. Results for 2007 and prior years are shown on page
41.

Overall, 95% of riders continue to view Long Beach Transit service as good or excellent. The
information provided by this survey is a key source for the development of the Company’s annual
business plan. Ratings and customer comments are analyzed in detail to ensure Long Beach Transit
is responsive to customer and community concerns and ideas.

FACTORS AFFECTING FINANCIAL CONDITION
Local Economy

High fuel prices continue to have a significant affect on Long Beach Transit’s budget and
operations. Over the last three years, the Company has experienced an 81% increase in fuel costs.
While per gallon diesel prices in fiscal year 2007 were not as volatile as the last two years, prices
consistently stayed above $2.00. For fiscal year 2008, the Company is allocating close to 10% of
total operating costs to fuel. Only five years ago fuel comprised less than 5% of total costs.

When assessing the County of Los Angeles’s economic future, the Los Angeles Economic
Development Corporation is forecasting a moderate growth in jobs and sales tax revenue for next
year. Employment growth for Los Angeles County is expected to rise by 1.5% with growth coming
from health care, hospitality, and professional services. Hotel occupancy rates and air travel
passenger loads continue to rise due to continued increases in Long Beach’s tourism market. The
Long Beach Convention and Visitors Bureau is reporting a 10% increase in hotel room bookings
in 2007 with another 8% rise projected for 2008. Airport passenger traffic is up 5% for the first 8
months of the year and the airport is planning on expanding its terminal facility to accommodate
the increased numbers.

The majority of Long Beach Transit's subsidy revenue is sales tax based, so changes in retail sales
affect subsidy levels. Long Beach continues to have residential and retail development including
the Douglas Park project which is scheduled to break ground by the end of 2007. This
development will include commercial, retail, residential units and a hotel. When combining this
with favorable projected tourism numbers for next year, a 5% growth in tax revenues is projected
for the immediate area. The Company will closely monitor the economy and fuel prices and will
adjust service levels as needed to remain within its operating budget.

Financial Policies

The Company procures the majority of all capital assets through annual grants awarded through the
Federal Transit Administration. The Federal grants are allocated by region under Section 5307
and 5309 of the Safe, Accountable, Flexible, and Efficient Transportation Equity Act — A Legacy
for Users (SAFETEA-LU) of 2005. The Company is eligible to receive funds based on a formula
allocation and discretionary money for specific projects, such as buses. The remaining capital
needs are financed through state and local grants.
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The Company currently has no long-term debt and has historically only used available grant funds
to procure capital acquisitions. The Company has no immediate plans to issue debt and will
continue to fund future capital needs through formula and discretionary grants. In addition, the
Company does not have any capital projects scheduled which are expected to result in significant
increases in maintenance and operating costs.

Daily operations are financed by fare revenue, annual sales tax subsidies received from State and
County programs, and miscellaneous other revenue such as income from advertising on Company
vehicles and investment income. The amount of sales tax subsidies received each year is based on
a regional formula comprised of fares, revenue miles and passengers. During 2007, Long Beach
Transit was eligible to receive an additional $1.2 million to subsidize high fuel costs. Subsidy
revenues for 2008 are not expected to increase beyond three percent.

Accounting System

Internal Control Structure

In evaluating and developing the accounting system, Federal Transit Administration (FTA) and
GAAP accounting methods are applied to achieve an adequate system of internal accounting
controls which ensures assets are protected against loss from unauthorized use or disposition and
the data used to prepare financial statements are timely and reliable. These controls are designed
to provide reasonable, but not absolute, assurance that these objectives are met. The concept of
reasonable assurance is to ensure the cost of the control does not exceed the benefit received. It
also recognizes the evaluation of costs and benefits require estimates and judgments by
management. We believe the Company's internal accounting controls adequately safeguard assets
and provide reasonable assurance financial transactions are properly recorded.

Basis of Accounting

Long Beach Transit is a single enterprise proprietary fund using the accrual method of accounting.
Under this method, revenues are recorded when earned and expenses are recorded when liabilities
are incurred.

Government grants for operating assistance and the acquisition of capital assets are not formally
recognized in the accounts until the grant becomes a valid receivable as a result of the Company
complying with appropriate grant requirements. Operating assistance grants are included in
non-operating revenues in the year in which the grant is applicable and the related reimbursable
expenditure is incurred. It is the Company's policy to record capital grants as an addition to capital
assets and net assets as the related expenditures are incurred.

Cash Management

Idle cash during the year was invested with the State Treasurer's Local Agency Investment Fund
(LAIF) and overnight repurchase agreements. All investments are governed by an investment
policy adopted by the Board of Directors. The policy is in accordance with the California
Government Code and all other applicable federal, state and local laws, as well as using prudent
money management. Other than LAIF, the Company is authorized to participate in obligations of
the federal government and its agencies, commercial paper, bankers' acceptances, repurchase
agreements, certificates of deposit and mutual funds issued by diversified management companies.

All deposits are covered by federal insurance or collateralized under the California Government

Code requiring the financial institution to pledge government securities as collateral with a market
value of at least 110% of deposits.
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Risk Management

Long Beach Transit is self-insured for each occurrence of worker's compensation and public
liability and property damage claimed up to $3 million and $1 million, respectively. Claims in
excess of $3 million for worker's compensation and $1 million for public liability and property
damage are covered under policies in force with an independent insurer up to $25 million for
worker’s compensation and $10 million for public liability and property damage. There were no
changes in the self-insurance threshold for both programs during 2007. The amount of settlements
for both programs has not exceeded the insurance coverage limits for the last three fiscal years.

An independent claims manager estimates losses and recommends reserve levels with losses
recognized on an accrual basis. Cash and investments are maintained to fully fund the estimated
liabilities. Additional information on Long Beach Transit’s risk management activity can be found
on page 22 in note (6) of the notes to the accompanying basic financial statements.

Pension Benefits

The Company sponsors two single employer defined benefit pension plans; one for contract
employees and the other for salaried employees. Each year, an independent actuary calculates the
amount of annual contribution that Long Beach Transit must make to the pension plans to ensure
the plans will be able to fully meet its obligations to retired employees on a timely basis.

As a matter of policy, Long Beach Transit fully funds each year’s annual required contribution to
the Pension Plans as determined by the actuary. As a result of the Company’s conservative
funding policy, at July 1, 2007, the present value of Plan assets exceeded the present value of all
accrued benefits for both Plans. When taking into consideration future projected benefits, the
funding status is 77% and 75% for the Contract Plan and Salaried Plan, respectively. The
remaining unfunded future liability is being systematically funded over thirty years as part of the
annual required contribution calculated by the actuary.

The financial statements for the Contract and Salaried Plans are available under separate cover.
There is also additional information regarding the pension plans in this CAFR which can be found
on page 28 in note (13) of the notes to the accompanying basic financial statements.

INNOVATION AND RECOGNITION

For the 16th straight year, the GFOA of the United States and Canada awarded a Certificate of
Achievement for excellence in Financial Reporting to Long Beach Transit for its Comprehensive
Annual Financial Report (CAFR) for the fiscal year ended June 30, 2006.

A Certificate of Achievement is valid for a period of one year only. In order to receive the award,
a governmental unit must publish an easily readable and efficiently organized Comprehensive
Annual Financial Report in compliance with the GFOA policies, procedures and program
standards. Such reports must satisfy both generally accepted accounting principles and applicable
legal requirements.

In addition to the GFOA award, Long Beach Transit was recognized in a variety of areas during
2007. The Company’s Security Program received special recognition from the U.S. Department of
Homeland Security for the agency’s high level of commitment to ensure the safety and security of
its customers, employees and suppliers.
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The American Public Transportation Association awarded an Adwheel advertising award for the
Company’s recruitment material. These innovative advertisements played a significant role in
Long Beach Transit being able to recruit 70 operators over the last year.

The South Coast Air Quality Management District congratulated Long Beach Transit for achieving
emission reduction targets for calendar year 2006. The Company has taken delivery of 62 new
hybrid-electric coaches over the past two years and continues to maintain particulate traps and use
low sulfur fuel on all remaining diesel coaches.

Lastly, the City of Long Beach Citizens Advisory Commission on Disabilities recognized the
Company for its ongoing work in providing outstanding service to persons with disabilities in the
community. Long Beach Transit was the first transit system in the nation to offer paratransit
service, the first to be 100% wheelchair accessible, and the first to provide 100% low-floor buses
for mobility-challenged customers.
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Fax: (562) 495-1665

www.windes.com

Other Offices:
Irvine
Torrance

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Long Beach Public Transportation Company

We have audited the accompanying financial statements of the Long Beach Public Transportation
Company (Company), a component unit of the City of Long Beach, California, as of and for the year
ended June 30, 2007, as listed in the table of contents. These financial statements are the responsibility of
the Company's management. Our responsibility is to express an opinion on these financial statements
based on our audit. We did not audit the financial statements of the Company as of and for the year ended
June 30, 2006. Those financial statements were audited by other auditors whose report dated September 8,
2006, expressed an unqualified opinion on those statements.

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. 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 Company’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 opinion.

As described more fully in note 1, the financial statements referred to above include only the financial
activities of the Long Beach Public Transportation Company and are not intended to present fairly the
financial position and results of operations of the City of Long Beach, California in conformity with
accounting principles generally accepted in the United States of America.

In our opinion, the financial statcments referred to above present fairly, in all material respects, the
respective financial position of the Long Beach Public Transportation Company, as of June 30, 2007, and
the respective changes in financial position and cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 30,
2007, on our consideration of the Company's internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on 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 considered in assessing the results of our
audit.




The management's discussion and analysis and budgetary comparison information on pages 3 through 9
and the required supplementary information on page 31, are not a required part of the basic financial
statements but are supplementary information required by accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Long Beach Public Transportation Company's basic financial statements. The
introductory section and statistical section are presented for purposes of additional analysis and are not a
required part of the basic financial statements. The introductory and statistical sections have not been
subjected to the auditing procedures applied in the audit of the basic financial statements and, accordingly,
we express no opinion on them.
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L‘)ong Beach public Transportation Company

MANAGEMENT’S DISCUSSION and ANALYSIS

As management of Long Beach Public Transportation Company (Long Beach Transit or the Company), we
offer readers of Long Beach Transit’s financial statements this narrative overview and analysis of the
financial activities of the Company for the fiscal years ended June 30, 2007, 2006 and 2005. We
encourage readers to consider the information presented here in conjunction with additional information
that we have furnished in our letter of transmittal, which can be found on pages i-x of this report.

FINANCIAL HIGHLIGHTS

e Long Beach Transit’s assets exceeded its liabilities at June 30, 2007 by $78.4 million (net assets).
Of this amount, $3.5 million (unrestricted net assets) may be used to meet the Company’s ongoing
obligations arising from providing transportation service to the community.

e The Company received a one-time award of $1.2 million to subsidize fuel costs. An additional $4
million in State Transit Assistance Funds was also received in 2007 and will be used to fund 2008
capital projects.

o Operating expenses before depreciation rose 5% with the majority of the increase related to
wages, health coverage and pension contributions .

e Net assets decreased $8.8 million or 10% as annual depreciation expenses were greater than the
amount of capital asset acquisitions as we received no new coaches during the year. All capital
procurements are funded by federal, state, and local grants and are debt free.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to Long Beach Transit’s financial
statements and notes to the financial statements.

The statements of net assets present information on all of Long Beach Transit’s assets and liabilities, with
the difference between the two reported as net assets. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position of Long Beach Transit is improving or
deteriorating.

The statements of revenues, expenses, and changes in net assets present information showing how the
Company’s net assets changed for the two most recent fiscal years. 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 these statements for some items that will only result in
cash flows in future fiscal periods (e.g., earned but unused vacation leave).

The statements of cash flows present information on the Company’s cash receipts, cash payments, and net
changes in cash (and cash equivalents) for the two most recent fiscal years. Generally accepted accounting
principles for governmental units require that cash flows be classified into one of four categories:

e Cash flows from operating activities

e Cash flows from noncapital financing activities

e  Cash flows from capital and related financing activities

e Cash flows from investing activities.

The Company’s financial statements can be found on pages 10-14 of this report.
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Management’s Discussion and Analysis, continued
The notes to the financial statements provide additional information that is essential to a full understanding
of the data provided in the financial statements. The notes to the financial statements can be found on

pages 15-30 of this report.

FINANCIAL STATEMENT ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of the Company’s financial position.
In the case of Long Beach Transit, assets exceeded liabilities by $78.4 million at the close of fiscal year
2007.

Long Beach Public Transportation Company's
Condensed Summary of Net Assets

Year - Ended
2007 2006 2005

Current assets $ 30,023,743 § 27,081,859 § 25,647,604
Other noncurrent assets 18,248,769 14,054,152 11,884,506
Capital assets, net 74.761.808 83,588,365 87.934.270

Total assets ' 123.034.320 124,724.376 125,466,380
Current liabilities 25,952,804 24,886,650 23,346,976
Noncurrent liabilities . 18.714.929 12,644.581 10,580,354

Total liabilities . 44,667,733 37.531.231 33.927.330
Net assets:
Invested in capital assets 74,761,808 83,588,365 87,934,270
Restricted 84,674 113,048 166,914
Unrestricted 3.520.105 3.491.732 3.437.866

Total net assets 3 78,366,587 . § 87,193,145 § _ 91.539,050

Almost all of Long Beach Transit’s net assets (95%) reflect its investment in capital assets (e.g., fleet,
buildings, passenger facilities, shop equipment). The Company uses these capital assets to provide
transportation service to the community; consequently, these assets are not available for future spending.
All of Long Beach Transit’s capital assets were procured with federal, state, and local grant funds. The
remaining balance of unrestricted net assets ($3.5 million in 2007 and 2006 and $3.4 million in 2005) may
be used to meet the Company’s ongoing obligations arising from providing transportation service to the
community.

In fiscal year 2007, Long Beach Transit’s net assets decreased by $8.8 million. This is due to the annual
depreciation expense exceeding capital purchases by $8.8 million. Long Beach Transit spent $7.9 million
for capital assets which included upgrades to key administrative and website software, installation of a new
tank farm, six Dial-A-Lift vehicles, and routine replacement of bus tires, shop, office and EDP equipment.

For fiscal year 2006, the Company’s net assets decreased by $4.3 million due to the annual depreciation
expense exceeding capital purchases by $4.3 million. Long Beach Transit spent $12 million for capital
assets which included installation of new fareboxes on all coaches, four new hybrid-electric buses, six
Dial-A-Lift vehicles, procurement of additional real-time message signs at major bus stops, and routine
replacement of shop, office and EDP equipment.

™

!H‘,

'y -y

el

oo A e

I



G

[

LA vmc - L am im -

Aw

L‘)ong Beach public Transportation Company

Management’s Discussion and Analysis, continued

Long Beach Public Transportation Company's
Condensed Summary of Changes in Net Assets

Year - Ended

2007 2000 2005
Operating revenues:
Passenger fares and
special events $ 14,201 818 $ 14.580.725 $ 12.,900.077
Advertising 847,296 724,158 743.750
Other 30.182 28.316 17.558
Total operating revenues 15.169.296 15.333.199 13.661.385
Non-operating revenues:
Subsidies 44,495,763 42,078,890 40,444.529
Interest 1.686.759 1.107.116 595.400
Total non-operating
revenues 46.182.522 43.186.006 41.039.929
Total revenues 61.351.818 58.519.205 54.701.314
Expenses:
Transportation 30,454.056 29,156,285 27.366.019
Maintenance 17,251,960 16,800,999 15.781.778
Administration 13,645.802 12,561,921 11,553,517
Depreciation 16.712.820 16.316.882 15.209.043
Total expenses 78.064.638 74.836.087 69.910.357
Change before capital grants (16,712.820) (16,316.882) (15.209.043)
Capital grants 7.886.262 11.970.977 31.082.587
Change in net assets S (8.820,558) & (4.345905) $ 15,873,544

Operating revenues. In July 2005. the Company implemented a fare increase which resulted in §1.7
million more fares in 2006. However, in 2007, fare revenue was lower by $400.000 as the number of
passes sold declined. This drop was mainly attributed to a reduction in subsidized student passes by local
schools and more riders electing to purchase a regional EZ Pass. The regional pass allows riders to use
several different transit systems throughout Los Angeles County while costing slightly more than a Long
Beach Transit regular pass. Revenue from the sale of EZ Passes 1s shared amongst all participating transit
agencies resulting in reduced revenue to the Company on a per boarding basis.  Since fare revenue
comprises 94% of operating revenues, total operating revenues also declined (1%). After two soft years in
the advertising markel. sales rebounded in 2007 yielding 17% more advertising revenue for the Company.
Non-operating revenues. Subsidies. which comprise 73% of total revenues both operating and non-
operating, increased. $2.4 million. or 6%, 1n 2007. The Company did receive a one-time award of §1.2
million to subsidize fuel costs which have risen 76% in the last three years. These monies combined with
increases in State funding were needed to match the 5% increase i expenditures.  During 2006, the
Company did receive more fare revenue from the implementation of the July 2005 farc increase. However.
additional Proposition A Discretionary funds and State T'ransit Assistance funds were required 1o meet the
Company’s operational requirements which. besides fuel ncreases. included labor contract settlement
costs. Over the Jast two fiscal vears. investment returns have increased due to a 77% rise 1o nterest rates
from 2005 to 2007.
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L‘)ong Beach public Transportation Company

Management’s Discussion and Analysis, continued

2007 Subsidy Revenue by Source

1% 10%

O Prop A Local Return
Prop A Discretionary
Prop C Discretionary
O State Funds

O Other Local Sources

27%

12%

Expenses. Operating expenses, before depreciation, increased 5%. The majority of the increase is
attributed to wages, pension contributions and health care costs. Total personnel costs comprise 75% of
operating expenses, before depreciation. The settlement of the labor agreement during fiscal year 2006
awarded union personnel a 3% wage increase (which was also given to salaried employees) in 2007. The
new labor agreement also contained increased pension benefits. Overall, personnel costs also rose with the
hiring of more than 70 additional union personnel during the year. The Company expanded recruitment
efforts to restore manpower levels that were frozen during labor negotiations and to provide additional
service hours on the most heavily used bus routes.

In 2006, operating expenses, before depreciation, rose 7%, mainly due to increased fuel and labor
expenditures. The Company experienced a 35%, $1.5 million, increase in the cost of fuel. This was on top
of a 34% increase in the prior year. The labor agreement that expired on September 30, 2004 was settled
in December 2005. Wage increases and a lump sum settlement payment for fiscal 2005 and 2006 were
paid during 2006 resulting in an increase of 5% in wages. Workers compensation costs also rose 30% after
declining in fiscal year 2005, primarily due to the high cost of older claims.

2007 Operating Expenses (before depreciation)

o 2% 2%

O Personnel

@ Fuel and Lubricants

O Materials and Supplies
Services

O Casualty and Liability

O Purchased Transportation

Depreciation expense increased 2% for 2007. The Company did not take receipt of any new buses during
the year resulting in capital asset acquisitions declining $4.1 million. In 2006. depreciation expense was
up 7% due to the receipt of 47 new buses during 2005 and carly 2006. Depreciation receives no direct
capital or operating funding.
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ISong Beach public Transportation Company

Management’s Discussion and Analysis, continued

CAPITAL ASSETS

Long Beach Transit’s investment in capital assets as of June 30, 2007, amounted to $74.8 million (net of
accumulated depreciation). This investment in capital assets includes land, buildings, fleet, communication
and farebox systems, machinery and equipment, and passenger facilities. All assets have been purchased
with federal, state or local grants awarded to the Company, and Long Beach Transit has never issued any
debt to fund the procurement of capital assets.

The total net decrease in the Company’s investment in capital assets for the current fiscal year was 11%.

Long Beach Transit had $7.9 million in new capital contributions during the year, a decrease of $4.1
million when compared to 2006. The Company did not take delivery of any new coaches in 2007.
Delivery of 15 new coaches is expected in September 2007. Asset acquisitions during the fiscal year were
mainly from on-going programs and upgrades and replacements of existing assets. As noted above, all
assets are purchased with grants, the majority coming from federal funding. Total grant awards will vary
each year as Long Beach Transit is eligible for a formula percentage of the County’s federal funding,
plus one-time grants available for specific projects, such as bus replacement. Grant requirements allow,
on average, three years to expend these funds. As of June 30, 2007, the Company had $51.2 million in
grant funds designated for capital procurements. This is a $15.1 million increase from the available
balance at the end of fiscal year 2006.

Significant capital asset acquisitions during 2007 included the following:

e The procurement of new bus engines at a cost of $1.5 million.

e Installation of a new fuel tank farm to provide adequate space to accommodate our hybrid
electric/gasoline coach requirements. Costs during 2007 were $1.3 million.

¢ Routine replacement of engines, transmissions, tires, and shop and office equipment at a cost of
$2.6 million.

e Upgrades to the Company’s main administrative and maintenance software and also adding real-
time scheduling information on Long Beach Transit’s website. These projects totaled $365,000.

e  Procurement of six new Dial-A-Lift vehicles totaling $252,000.

Long Beach Public Transportation Company's
Capital Assets (net of depreciation)

Year - Ended
2007 2000 2005
Land $ 5,525,000 $ 5,525,000 $ 5,525,000
Buildings and improvements 15,162,954 14,413,089 15,400,577
Fleet 43,278,055 50,460,451 57,020,001
Communications systems 818,635 2,460,954 3,647,786
Fare collection system 3,869,506 4,205,666 372,611
Office, shop and garage equipment 1,742,507 1,985,529 1,892,012
Passenger facilitics 1,999,601 3,095,423 3,063,029
Construction in progress 2.365.550 1.442.253 1.013.254

Total assets, net of depreciation § 74761.808 $ 83.588.365 $...87.934.270




L‘)ong Beach public Transportation Company

Management’s Discussion and Analysis, continued

Long Beach Transit’s investment in capital assets as of June 30, 2006, amounted to $83.6 million (net of
accumulated depreciation). Long Beach Transit had $12 million in new capital contributions during the
year, a decrease of $19 million when compared to 2005. During 2005, the Company took receipt of 43 new
coaches at a cost of $25 million. In 2006, only four new coaches were received. As of June 30, 2006, the
Company had $36.1 million in grant funds designated for capital procurements. This is a $1.2 million
decrease from the available balance at the end of fiscal year 2005.

Significant capital asset acquisitions during 2006 included the following:

e The procurement of four full-size hybrid-electric coaches to replace fully depreciated diesel
vehicles at a cost of $2.1 million.

¢ Installation of a new farebox system on all coaches costing $3.8 million.

e Routine replacement of engines, transmissions, tires, and shop and office equipment at a cost of
$2.4 million.

e Placement of real-time information message signs at major bus stops allowing customers to see
next bus arrival times. The Company spent $258,000 during 2006 and has plans to spend another
$250,000 in fiscal 2007.

e  Procurement of six new Dial-A-Lift vehicles totaling $251,000.

Additional information on Long Beach Transit’s capital assets can be found in note (8) in the notes to the
accompanying financial statements beginning on page 24 of this report.

ECONOMIC FACTORS and NEXT YEAR’S FINANCIAL PLAN

The economic environment in which Long Beach Transit operates continues to present management with
major challenges in sustaining the level and quality of transit services. The existing state and federal
funding environment is not expected to result in significant additional operating funds for transit in the
foreseeable future. Subsidy revenues which account for more than 70% of operating funds are forecasted
to increase by a minimal percentage in 2008.

There was a slight drop in ridership during 2007 as the Company slowly began restoring service hours
eliminated during 2006 due to insufficient manpower levels. In preparing Long Beach Transit’s financial
plan for 2008, management forecast a 5% rise in expenses over the prior year. The plan includes a
continued expansion in the number of bus operators to allow us to add service hours on the busiest parts of
our system. In 2008, an additional three percent increase in service hours is planned which will require
another 24 bus operators.

Fuel prices continue to be of primary concern. Long Beach Transit has experienced a 69% increase in fuel
costs over the last three years. The effect of rising fuel prices is causing significant financial concerns for
transit systems all across the nation, and in particular California where prices are even higher because of
stringent air quality regulations. During 2007, the Company received $1.2 million from the Los Angeles
County Metropolitan Transportation Authority (LACMTA) to help offset increased fuel costs. However,
this subsidy was only for 2007 and further assistance is not expected during fiscal year 2008. Given the
continuing price instability of the oil market, we will need to monitor this carefully throughout the year.
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L‘)ong Beach public Transportation Company

Management’s Discussion and Analysis, continued

Long Beach Transit has consistently made a concerted effort to operate with a comparatively small support
staff so that we may concentrate as much of our resources as possible on daily operations that serve our
customers. Unfortunately, in light of the increasingly complex regulatory environment in which California
transit systems must operate (environmental and labor/employment regulations in particular), the Company
will be adding staff positions to effectively conduct the daily business. These positions in finance, service
planning, human resources, and maintenance are included in the 2008 financial plan.

The final financial plan approved in May 2007 for fiscal year 2008 totals $65.7 million. In addition to the
items discussed above, there is a 3% wage increase for all employees and minor increases for health care

premiums.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of Long Beach Public Transportation
Company’s finances for all those with an interest in the Company’s finances. Questions concerning any of
the information provided in this report or requests for additional financial information should be addressed
to the Chief Financial Officer, Long Beach Transit, P.O. Box 731, Long Beach, California, 90801.




- a wm (%

m

IE)ong Beach public Transportation Company

Statements of Net Assets
June 30,2007 and 2006

Assets

2007 2006
Current assets:
Cash and investments (note 2) A 15,385,254 $ 14,477,606
Accounts receivable (note 4) 1,862,477 1,466,954
Materials and supplies inventory 722,133 941,539
Prepaid expenses 262,855 179,786
Restricted and designated assets:
Cash and investments (notes 2 and 5) 459,391 1,690,982
Accounts receivable (note 5) 7,665,337 5,033,885
Cash and investments designated for
insurance claims (notes 2, 5 and 6) 3,666,296 3,291,107
Total current assets 30,023,743 27,081,859
Noncurrent assets:
Cash and investments - contingency reserve 2,000,000 2,000,000
(notes 2 and 5)
Restricted assets:
Cash and investments (notes 2 and 5) 16,248,769 12,054,152
Capital assets (note 8):
Land 5,525,000 5,525,000
Buildings and improvements 34,286,581 31,870,886
Fleet 95,180,251 95,180,179
Communications systems 6,582,545 6,578,076
Fare collection system 5,304,535 5,054,251
Office, shop and garage equipment 13,906,166 15,383,525
Passenger facilities 6,011,286 6,268,397
Construction-in-progress 2,365,550 1,442,253
Less accumulated depreciation (94,400,106) (83,714,202)
Total net capital assets 74,761,808 83,588,365
Total noncurrent assets 93,010,577 97,642,517
Total assets $ 123,034,320 $ 124,724,376
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Statements of Net Assets, Continued

June 30, 2007 and 2006

Liabilities and Net Assets

2007 2006
Current liabilities:
Accounts payable $ 1,302,862 i) 1,652,160
Accrued payroll expenses 479,157 488,549
Compensated absences payable (note 11) 2,044,881 1,864,041
Retiree health care benefits (note 11) 94,837 62,413
Subsidy deferral (note 9) 12,038,045 12,067,134
Current liabilities payable from restricted
or designated assets:
Deferred revenue (note 5) 6,326,726 5,461,246
Estimated liability for insurance claims (note 6) 3,666,296 3,291,107
Total current liabilities 25,952,804 24,886,650
Noncurrent liabilities:
Liabilities payable from restricted or designated assets:
Deferred revenue (note 5) 17,946,148 11,899,001
Retiree health care benefits (note 11) 768,781 745,580
Total noncurrent liabilities 18,714,929 12,644,581
Total liabilities 44,667,733 37,531,231
Net Assets:
Invested in capital assets 74,761,808 83,588,365
Restricted 84,674 113,048
Unrestricted 3,520,105 3,491,732
Total net assets $ 78,366,587 $ 87,193,145

The notes to the financial statements are an integral part of these statements.
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L‘)ong Beach public Transportation Company

Statements of Revenues, Expenses and Changes in Net Assets

Years Ended June 30, 2007 and 2006

Operating revenues:
Passenger fares
Special events
Advertising
Other revenue

Total operating revenues

Operating expenses:
Transportation
Maintenance
Administration
Depreciation (note 8)
Total operating expenses
Operating loss
Nonoperating income:
Subsidies (note 3)
Interest income

Total nonoperating income

Change in net assets
before capital grants

Capital grants
Change in net assets
Total net assets, July 1

Total net assets, June 30

2007 2006
14,239,543 § 14,542,379
52,275 38,346
847,296 724,158
30,182 28,316
15,169,296 15,333,199
30,454,056 29,156,285
17,251,960 16,800,999
13,645,802 12,561,921
16,712,820 16,316,882
78,064,638 74,836,087
(62,895,342) (59,502,888)
44,495,763 42,078,890
1,686,759 1,107,116
46,182,522 43,186,006
(16,712,820) $  (16,316,882)
7,886,262 11,970,977
(8,826,558) (4,345,905)
87,193,145 91,539,050
78,366,587  § 87,193,145

The notes to the financial statements are an integral part of these statements.
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Statements of Cash Flows
Years Ended June 30, 2007 and 2006

2007 2006
Cash flows from operating activities:
Cash received from customers $ 14,998,624 $ 15,197,532
Cash paid to employees for services (30,861,169) (28,330,635)
Cash paid to other suppliers of goods
or services (30,018,280) (29,908,287)
Net cash used in operating activities (45,880,825) (43,041,390)
Cash flows provided by noncapital financing activities:
Operating subsidies received 42,984,847 44,066,769
Cash flows from capital and related financing activities:
Proceeds from sale of capital assets 58,140 381,503
Purchase of capital assets (7,886,262) (11,970,978)
Capital grant contributions received 13,396,166 16,307,539
Net cash provided by capital and
related financing activities 5,568,044 4,718,064
Cash flows provided by investing activities - interest
received on cash and investments 1,573,797 920,060
Net increase in cash and cash
equivalents 4,245,863 6,663,503
Cash and cash equivalents, July 1 33,513,847 26,850,344
Cash and cash equivalents, June 30 (note 2) 3 37,759,710 $ 33,513,847
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Statements of Cash Flows, Continued
Years Ended June 30, 2007 and 2006

Reconciliation of Operating Loss to
Net Cash Used in Operating Activities

Operating loss

Adjustments to reconcile operating loss to net cash
used in operating activities:

Depreciation expense

Increase in accounts receivable from operations

Decrease (increase) in materials and supplies

inventory

Increase in prepaid expenses

Increase (decrease) in accounts payable

Increase (decrease) in accrued payroll expenses
and compensated absences payable

Increase in estimated liability for insurance
claims

Increase (decrease) in other deferred revenue

Total adjustments

Net cash used in operating activities

2007 2006
$ (62,895342) (59,502,888)
16,712,820 16,316,882
(101,886) (82,936)
219,405 (43,411)
(83,069) (36,453)
(349,298) 618,137
227,073 (578,075)
375,189 283,632
14,283 (16,278)
17,014,517 16,461,498
$  (45,880,825) (43,041,390)

The notes to the financial statements are an integral part of these statements.
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Notes to Financial Statements
June 30,2007 and 2006

Summary of Significant Accounting Policies

Reporting Entity

The Long Beach Public Transportation Company (Long Beach Transit or Company) is a nonprofit
corporation organized to provide public transportation services to the citizens of Long Beach,
California. The Company is governed by a seven-member Board of Directors appointed by the
Mayor with the approval of the Long Beach City Council to serve four-year terms. In turn, the
Board Members appoint a Chief Executive Officer who is responsible for overseeing the Company's
daily operations. The Company is responsible for the preparation of its own annual financial plan.

In accordance with U.S. generally accepted accounting principles (GAAP), the Company is
considered a component financial reporting unit of the City of Long Beach (City), California. As
such, the Company’s financial statements are included in the City’s comprehensive annual financial
report as a discretely presented component unit. Long Beach Transit has a separate legal status and
has historically operated as an independently managed and operated nonprofit corporation,
receiving no direct administrative or financial support from the City. For the present, there has
been no expressed intent to alter the status of this financial reporting and administrative
relationship.

Measurement Focus, Basis of Accounting. and Financial Statement Presentation

The accompanying financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Under the accrual basis of accounting, revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows.

In accordance with Government Accounting Standards Board (GASB) Statement No. 20, the
Company applies all applicable GASB pronouncements, as well as the following pronouncements
issued on or before November 30, 1989, unless those pronouncements conflict with or contradict
GASB pronouncements; Financial Accounting Standards Board (FASB) statements and
interpretations, Accounting Principles Board (APB) opinions, and Accounting Research Bulletins
(ARBs) of the Committee on Accounting Procedures.

The Company distinguishes operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing goods and services and producing and
delivering goods in connection with the Company’s principal ongoing operations. The principal
operating revenues of the Company include passenger fares charged for transportation service to the
community and advertising fees. Operating expenses include the cost of transportation services,
maintenance of capital assets and facilities, administrative expenses and depreciation on capital
assets. All other revenues and expenses are reported as nonoperating revenues and expenses.
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I.i)ong :Beach public Transportation Company

Notes to Financial Statements, Continued

Material and Supplies Inventories

Inventories are valued at cost on a first-in, first-out basis as applied on a moving-average-cost
method, or market, whichever is lower.

Capital Assets

Capital assets, which include property, plant and equipment, are defined by the Company as assets
with initial project values exceeding $5,000, with individual federally funded items costing more
than $500 and having an estimated useful life of more than one year. The Federal Transit
Administration (FTA) excludes the bus tire lease from this requirement as it is depreciated over a
twelve month period. Capital assets are valued at historical cost. Depreciation is provided using the
straight-line method, with no allowance for salvage values. Donated capital assets are recorded at
estimated fair market at the date of donation. The Company did not receive any donated capital
assets during fiscal years 2007 and 2006.

Estimated useful lives of the Company's capital assets are as follows:

Buildings and improvements 25 years
Buses and vessels 12 years
Fare boxes 10 years
Smaller coaches 7 years
Furniture, equipment and passenger facilities 5 years
Service trucks 4 years
EDP equipment 3 years
Bus components 3 years
Service autos 3 years
Bus tires 1 year

Financial Plan

The Company adopts an annual financial plan for management information purposes only.
Accordingly, financial statements presenting comparison of budgeted and actual results are not
included.

Government Grants

Grants, with the exception of Proposition A local share (noted below) for operating assistance, for
the acquisition of equipment or other capital outlay are not formally recognized in the accounts until
the grant becomes a valid receivable as a result of the Company complying with appropriate grant
requirements.

Operating assistance grants are included in nonoperating revenues in the year in which a related
reimbursable expenditure is incurred or in deferred revenue for use in the subsequent fiscal year.

The Company's policy is to report revenues from capital grants separately after nonoperating
revenues as the related expenditures are incwred. Assets acquired with capital grant funds are
included in capital assets. Capital monies received prior to an expenditure being incurred are
recorded as deferred revenue.
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Notes to Financial Statements, Continued

The City allocates a portion of its Proposition A local share funding to the Company in accordance
with an agreement between the Company, the City and the Los Angeles County Metropolitan
Transportation Authority (LACMTA) (see notes 3 and 5). The Company records such Proposition
A <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>