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

PATRICK H. WEST
CITY MANAGER

March 25, 2016

Honorable Mayor and City Council
City of Long Beach

We are pleased to submit the Comprehensive Annual Financial Report (CAFR) of the City of
Long Beach (City) for the fiscal year ending September 30, 2015. This report was prepared in
accordance with Generally Accepted Accounting Principles (GAAP) and was audited in
accordance with generally accepted auditing standards and government auditing standards by a
firm of licensed certified public accountants.

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

The City’s basic financial statements have been audited by KPMG LLP, an international public
accounting firm fully licensed and qualified to perform audits of the State of California (State)
and local governments within the State. The goal of the independent audit was to provide
reasonable assurance that the City’s financial statements for the fiscal year ending September 30,
20135, are free of material misstatement. The independent auditors concluded that there was a
reasonable basis for rendering an unmodified opinion that the City’s basic financial statements
for the fiscal year ending September 30, 2015 are fairly presented in conformity with accounting
principles generally accepted in the United States. The independent auditors’ report is presented
as the first component of the financial section of this report.

The independent audit of the City’s basic financial statements is part of a broader, federally
mandated Single Audit designed to meet the special needs of federal grantor agencies. The
standards governing Single Audit engagements require the independent auditor to report not only
on the City’s fair presentation of the financial statements, but also on the City’s internal controls
and compliance with legal requirements, with special emphasis on those involving the
administration of federal awards. The City’s separately issued Single Audit report is available by
contacting the City’s Department of Financial Management.
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City of Long Beach Profile

The City of Long Beach is located in coastal southern California within the County of Los Angeles.
Long Beach covers an area of 50 square miles, which includes 162 parks, six miles of beaches, a
municipal golf system with five courses, and the largest municipally operated marina system in the
nation. With an estimated 470,000 residents, it is the seventh most populous city in the state. Known
as “The International City,” Long Beach is recognized as a primary gateway for international trade
and also for being one of the nation’s most ethnically diverse cities. The strengths inherent in the
City’s diversity are reflected in its motto, “Many unique neighborhoods, one great city.”

Incorporated in 1897, Long Beach is a Charter City with a mayor-council-manager form of
government. A nine-member council is elected by district for four-year terms. The City Council is
responsible, among other things, for enacting ordinances, approving contracts and public
improvements, adopting the budget, and appointing committees. The Mayor is elected at large for a
four-year term and is the chief legislative officer of the City. The Council and Mayor appoint a City
Manager who serves at their discretion. The City Manager is the chief administrative officer,
responsible for carrying out the policies and ordinances of the Council, preparing and managing the
budget, and overseeing the day-to-day operations of the City.

The City’s Auditor, Prosecutor and Attorney are elected at large to serve four-year terms.

Reporting Entity and its Services

This report includes all funds of the City, as well as all of its component units. Component units are
legally separate entities for which the City is financially accountable. Blended component units,
although legally separate entities, are, in substance, part of the City’s operations and are included in
the report as part of the City. A discretely presented component unit, Long Beach Transit, is reported
in a separate column in the combined financial statements to emphasize that it is legally separate from
the City and to differentiate its financial position and results of operations from that of the City. The
City has seven independent fiscal entities that are considered blended component units:

* Housing Authority of the City of Long * Long Beach Financing Authority

Beach = Long Beach Bond Financing Authority

= Successor Agency to the Redevelopment

Agency of the City of Long Beach Company

= Long Beach Community Investment

Company = Southeast Resource Recovery Facility

= Long Beach Capital Improvement

These entities vary widely in function and provide essential services. Additional information on the City’s

component units is contained Note 1 to the Basic Financial Statements.

The City provides a full range of municipal services, including police and fire protection; public health
and environmental services; the construction and maintenance of streets and other infrastructure; gas and
water utilities; refuse services; parks, recreational and cultural activities; and library services. The City
operates and maintains the Port of Long Beach, one of America’s premier seaports, and the nationally
award-winning Long Beach Airport. The City also administers oil extraction operations under a trust

agreement with the State.
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Economic Conditions and Fiscal Outlook

Long Beach’s economic base, much like the City itself, is diverse, with significant contributions from
international trade, oil, aerospace and aviation, healthcare, education and tourism. Long Beach is a major
industrial port, ranked second-busiest in the United States. Trade valued annually at more than $180
billion moves through the Port of Long Beach. The Port supports more than 30,000 jobs in the City of
Long Beach and 316,000 jobs throughout Southern California. Aerospace and aviation continue to play
an important role in Long Beach’s economy. The Long Beach Airport area complex is a vital economic
hub, providing employment that accounts for 9.0 percent of jobs in the City of Long Beach and generating
sales valued at more than $6.0 billion annually. The City’s oil industry can also be a strong contributor to
the local and State economy.

Both the U.S. and California are approaching pre-recession levels of unemployment, according to the
State Department of Finance. The State’s unemployment rate decreased 1.4 percent to 5.9 percent at
September 2015. Southern California participated in statewide employment gains and declining
employment rates during 2015. The City’s unemployment rate at September 2015 was 6.8 percent, a
decrease of 1.8 percent from the same period in 2014.

Throughout much of the State, the housing market saw improvement in 2015. The median sales price of
a single family home in Long Beach was $501,000 up 5.7 percent compared with a year earlier. In its
September 2015 report, the Los Angeles County Assessor’s Office noted that Long Beach’s assessed
valuations increased $1.2 billion, or 2.5 percent, from the prior year. The City’s property tax revenue
reflected this trend, increasing 4.0 percent in 2015.

According to the Los Angeles County Economic Development Corporation, personal income increased
in 2015 and is expected to grow at a rate of 4.2 percent in 2016. Much of the gain in income is expected
to be spent, increasing taxable sales an estimated 7.9 percent in 2016. This means local sales and use tax
revenues will continue to climb, putting the City on sounder financial footing. The City’s sales and use
tax revenue increased 6.0 percent in 2015.

Local Economy

The City ended fiscal year 2015 with an economy that continues its steady gradual growth, improved labor
conditions, housing and commercial center development, increased retail activity, and increased tourism
and hotel occupancy. Over the past few years, Long Beach has seen the emergence of a number of new
businesses and company headquarters relocating into the City.

The Port of Long Beach (Harbor), with its ongoing $4.5 billion program to modernize its facilities,
continues to invest in capital, technology and service improvements that will bring long-term,
environmentally sustainable growth. As of the end of fiscal year 2015, the Harbor posted an overall 4.0
percent increase in container trade and for the third time in its 104-year history, was able to surpass the
seven million container units. Harbor’s long-term vision and outlook helped ensure the port’s competitive
edge. As cargo volume continues to grow, the speed at which cargo moves into and out of the port is
constantly evaluated so that critical capacity improvements can be identified and addressed while other
related infrastructure enhancements and expansion are appropriately planned and implemented.

The ongoing Gerald Desmond Bridge replacement and the Middle Harbor Redevelopment projects are
the Harbor’s major infrastructure stand-outs that promise not only job growth and new career opportunities
but also the building of the nation’s iconic “Port of the Future” and the world’s first “zero emission”
terminal.

The Long Beach Innovation Team (i-team), formed in May 2015 to function as in-house innovation
consultants, will help the City to assess problems, generate responsive new solutions, develop
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partnerships, and deliver measurable results. Its main goal is to improve the City’s capacity to effectively
design and implement new approaches that will improve residents’ lives. The i-team is currently working
on a package of initiatives called startupLB, to prepare and guide entrepreneurs through the business
startup process.

Budgetary Controls

The annual budget serves as the foundation for the City’s financial planning and budgetary control. The
City Manager must submit a proposed budget to the Mayor on or before July 3™ and the Mayor must
present that proposed budget along with recommendations to the City Council on or before August 2™,
The City Council is required to hold one or more public hearings on the proposed budget and to adopt a
final budget on or before September 15. The budget is approved for each fund and department. The City
Council adopted the fiscal year 2015 budget on September 9, 2014.

This annual budget serves as the foundation for the City’s financial planning and control. The budget is
prepared by fund, department (e.g. Police), and bureau (e.g. Patrol). From the effective date of the budget,
the amounts stated therein become appropriated to the funds and departments for the purposes identified.

The City Manager may transfer appropriations within the departments or within a given fund, without
City Council approval, provided that the total appropriations at the fund level and at the department level
do not change. Transfers of appropriations between funds or departments require City Council approval.
Additionally, Council may amend the budget during the fiscal year. Appropriations lapse at the end of the
fiscal year to the extent they have not been expended or encumbered. Revenues are estimated annually
and monitored on an ongoing basis to ensure adequate resources are available to cover expenditures.

Budget Initiatives and Long-term Financial Planning

The City implements ongoing budget and management goals that enable the City to enhance its financial
condition. The fiscal year 2016 Adopted Budget continues the City’s trend of enacting fiscally prudent
budgets while maintaining service levels. Key elements of the 2016 budget include:

= Supporting business and economic development. The fiscal year 2016 budget reflects $3 million in
funding awarded to the City by Bloomberg Philanthropies that will support the Long Beach
Innovation Team (i-team) whose task is to enhance economic development.

= For fiscal year 2016, 69 percent of the General Fund is devoted to public safety. The budget includes
funding for both a police academy and a fire academy and resources for enhanced violence
prevention programs.

* Investments in efficiency improvements. The budget makes several innovative changes throughout
the City’s organization to improve efficiency of service delivery, such as consolidation of Fire and
Police emergency call and dispatch; unification of the Workforce Development Bureau with the
Economic & Property Development Department; implementation of new vehicle replacement model
for total lifecycle costing which is projected to save $1 million annually after full implementation;
conversion of City’s street lighting to LED; and implementation of “best practices” and conservation
programs to reduce City water consumption.

= Enhanced focus on critical infrastructure. A supplemental investment of $1.9 million for streets and
sidewalks. These amounts are in addition to the $7.9 million allocated for these purposes in the
City’s fiscal year 2016 Capital Budget.

Future Challenges

An improving economy and prudent fiscal policies have helped the City maintain service levels, but there
are near-term and longer-term issues on the horizon that will need to be monitored and managed if the

City is to remain financially healthy. vi



Price of oil and reduced production — Worldwide oil prices have experienced a dramatic drop, resulting
in adverse oil revenue impacts. Fiscal year 2016 adopted budget oil projections are based on $55 per
barrel. Current oil forecasts project oil will average $45 per barrel in fiscal year 2016. The current price
drop has led to a significant reduction in Uplands and Tidelands Fund oil revenues. Additionally, oil
production-based tax revenues for the General Fund and Police and Fire Public Safety Oil Production Act
Fund (Prop H) are impacted, although slightly less dramatically due to more conservative budgeting. In
addition to impacts on the structural components of the budget, declining oil revenue also limits the City’s
ability to fund one-time capital investments that include sidewalks, streets, bridges and other
infrastructure.

Retirement costs — Changes by CalPERS as to how the City’s liability for its retirement plans is calculated
could add as much as $6.1 million to annual pension costs for the City by fiscal year 2017. CalPERS, at
$867.0 million, is the most significant unfunded liability of the City. This unfunded liability is being fully
addressed through employer rate increases. The reduction of the CalPERS unfunded liability is a wise
long-term investment that will ultimately save money. However, this comes at a cost to the budget
beginning in fiscal year 2016. It is forecast that the annual projected increase in pension costs for the
General Fund will reach $25.7 million by fiscal year 2020.While these increases are not under the City’s
control, the City did take steps to smooth the impact by creating a “CalPERS Stabilization Fund” in fiscal
year 2014.

Retiree health care subsidy and sick leave costs — On a per retiree basis, the City’s post-retirement
healthcare program is relatively small when compared to other cities across the county. However, the
program’s unfunded liability is still significant. The annual cost of the program for fiscal year 2016 is
projected to be $9.1 million.

Expiring employee agreements and employee benefit costs — Many employee union contracts have expired
and renewals are not reflected in projections for fiscal year 2016 and beyond. As negotiations continue
and as employee benefit costs continue to outpace inflation, any significant increases could lead to budget
shortfalls that will need to be offset through new revenues or service reductions.

Fiscal Year 2016 Budget and Rates

When compared to the fiscal year 2015 budget, the fiscal year 2016 adopted General Fund revenue budget
projected a small increase of less than 1.0 percent, or $634,000, due to the impact of oil revenues.
Operating transfers from other funds make up $17.6 million, primarily from the uplands oil fund, of the
$401.7 million fiscal year 2016 budgeted revenue. Appropriations for 2016 are budgeted at $429.8
million. The fiscal year 2016 adopted General Fund appropriations budget reflects an increase of $10.8
million, or 2.9 percent. The budget projects the use of $16.6 million of prior year surplus for needed one-
time projects.

Awards and Distinctions

Fiscal year 2015 was a productive year for the City of Long Beach as it continued its efforts to provide
improved and more efficient service to the community.

This year’s awards and distinctions include:

* Recognized as a top 10 “Digital City” for the fifth consecutive year.

* Long Beach Airport rated “Top 10 Best Airports in America: Reader’s Choice Awards 2015 from
Condé Nast Traveler magazine.

= “Outstanding Film Commission” from the Location Managers Guild of America.

* Excellence in Facility Design award for Orizaba Park Community Center from the California Parks

and Recreation Society.
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Orizaba Park Community Center was awarded LEED Gold certification for superior environmental
design.

Excellence in Park Planning award for the Belmont Plaza Temporary Pool from the California Parks
and Recreation Society.

Project of the Year award for the Belmont Temporary Pool from the American Public Works
Association, Southern California Chapter.

Highest rating in Southern California on the Trust for Public Lands (TPL) 2015 Park Score Index.

“2015 Playful City USA,” a national designation for cities and towns for creating more playable,
kid-friendly communities.

2015 Centurion Award for Excellence in Community Policing for the Quality of Life Team from
the Peace Officers Association of Los Angeles County.

Leading Fleet Award for Excellence in Fleet Management from Government Fleet Magazine.

The City continued its efforts to provide improved and more efficient service to the community.
Significant accomplishments for the year include:

Enhancements to City parks include the completion of Jenni Rivera Park, NAACP Park, Chittick
Field Scoreboard, Bixby Park playground and fitness equipment, McArthur Park community
center improvements, Park Restroom rehabilitations at Cherry, Coolidge, El Dorado, Houghton,
Miracle on 4th, Pan American, and Somerset Parks, Stearns Park T-ball field improvements,
Jackson Street Dog Park, El Dorado Dog Park expansion, Rosie’s Dog Beach expansion, Cesar
E. Chavez Park amphitheater renovation, Somerset Park renovations.

Efforts to improve the City’s ability to overcome natural and man-made disasters resulted in 230
adults and 27 high school students received training through the Community Emergency Response
Team (CERT) Program and 2,500 people attended the READY Long Beach Community
Preparedness Expo.

More than 1,000 volunteers collected 3,217 pounds of debris during the annual California Coastal
Cleanup and 100 percent of the City’s beaches received “A” grades for water quality from the
Heal the Bay Summer Report Card. 549 trees were planted in Port-adjacent neighborhoods as
part of the “I Dig Long Beach — 6,000 Trees by 2020 initiative funded by the Port of Long Beach.

The City provided 310 unemployed residents with quality jobs through partnership with Long
Beach Memorial Medical Center, 3,032 job seekers were served through Workforce Development
Grants with 65 percent finding permanent employment and the City was awarded a $3.9 million
grant for the C-17 Transition Master Plan, which studies the reuse and transition of the Boeing C-
17 site. Finally, the City implemented a new youth employment strategy to bring more resources
directly to the community and into local high schools, and support the creation of new internships

New film productions for 2015 include: La La Land, CHiPS, and the mini-series American Crime
Story — The People vs. O.J. Simpson; television productions included Scorpion, State of Affairs,
The Last Ship, Shameless, Agents of Shield, Supergirl, Rosewood, American Horror Story, House
of Lies, and Ray Donovan. Named “Outstanding Film Commission” from the Location Managers
Guild of America.

Efforts to assist businesses achieve success resulted in 32 new Long Beach businesses receiving
grant assistance to help defray initial start-up cost. 20 business storefronts completed facade
improvement to enhance corridor appearances and promoting economic development activity, and
103 commercial property owners received rebates for exterior improvements.
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= Sustainability efforts resulted in total water use in Long Beach in 2015 was 22 percent less than
the historic 10-year average: an average of 100 gallons per day per person. Waste-to-energy
facility (SERRF) burned 450,000 tons of refuse that otherwise would have gone to landfills.
27,600 tons of recyclable material and 2,950 gallons of motor oil collected. Launched a $6.1

million citywide LED Streetlight Retrofit Program.

* Veterans Affairs Supportive Housing (VASH) Program provided 664 vouchers to house homeless
veterans benefiting over 500 families who received assistance through this program and housed
15 elderly homeless families with Project-Based Housing Choice Vouchers. Completed
construction on the Cabrillo Gateway Apartments, which includes 81 affordable units for the
homeless.

* Launched a new, redesigned City website significantly improving access to online services.
Implemented Alert Long Beach, a new mass notification system that replaces the Reverse 911 and
launched the OpenLB portal that provides access to a wide variety of informational databases
facilitating transparency, collaboration, and public participation.

Certificate of Achievement for Excellence in Financial Reporting

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the City for its comprehensive annual
financial report (CAFR) for the fiscal year ending September 30, 2014. This was the eighth consecutive
year that the government has achieved this prestigious award. In order to be awarded a Certificate of
Achievement, a government had to publish an easily readable and efficiently organized CAFR that
satisfied both generally accepted accounting principles and applicable program requirements.

A Certificate of Achievement is valid for a period of one year only. However, we believe that our current
CAFR continues to meet the Certificate of Achievement for Excellence in Financial Reporting Program’s
requirements, and we are submitting it to the GFOA to determine its eligibility for another certificate.

We wish to acknowledge the participation and professional contribution of the entire staff of the
Department of Financial Management. We wish to thank all departments for their assistance in providing
the data necessary to prepare this report. The CAFR requires a considerable amount of effort and time, in
addition to normal daily job duties. The continued dedication of all staff involved in the development of
this CAFR is most appreciated. &

Respectfully submitted,

Lo

Patrick H. West John Gross
City Manager Director of Financial Management
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Dr. Robert Garcia
Mayor
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Vice-Mayor
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Councilmember
1st District

Suzie A. Price
Councilmember
3rd District

Daryl Supernaw
Councilmember
4th District

Stacey Mungo
Councilmember
5th District

Elected Department Heads

City Attorney
City Auditor
City Prosecutor

Appointed by Council or Commission

City Clerk

Executive Director - Civil Service
Executive Director - Harbor
General Manager - Water

City Manager
Patrick H. West

Assistant City Manager
Tom Modica

Director of Financial Management
Director of Health and Human Services
Director of Development Services

Director of the Long Beach Airport
Director of Human Resources

Director of Library Services

Acting Director of Long Beach Gas and Oil
Interim Director of Parks, Recreation, and Marine
Director of Public Works

Director of Technology Services

Director of Disaster Preparedness

Fire Chief

Chief of Police
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Dee Andrews
Councilmember
6th District

Roberto Uranga
Councilmember
7th District

Al Austin
Councilmember
8th District

Rex Richardson
Councilmember
9th District

Charles Parkin
Laura Doud

Douglas P. Haubert

Maria de la Luz Garcia
Kandice Taylor-Sherwood

Jon W. Slangerup
Christopher J. Garner

Deputy City Manager
Arturo Sanchez

John Gross

Kelly Colopy

Amy J. Bodek
Bryant L. Francis
Alejandrina Basquez
Glenda Williams
Edward Farrell
Stephen P. Scott
Ara Maloyan

Bryan Sastokas
Reginald I. Harrison
Michael A. DuRee
Robert G. Luna
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KPMG LLP

Two Financial Center
60 South Street
Boston, MA 02111

Independent Auditors’ Report

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

Report on the Financial Statements

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

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the Long Beach Public Transportation Company (the Company), which
is the City’s only discretely presented component unit. Those statements were audited by another auditor
whose report has been furnished to us, and in our opinion, insofar as it relates to the amounts included
for the Company, is based solely on the report of the other auditor. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America 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 from material misstatement.

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



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

Opinions

In our opinion, based on our audit and the report of other auditor, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the discretely presented component unit, each major fund, and
the aggregate remaining fund information of the City of Long Beach, California, as of September 30,
2015, and the respective changes in financial position, and where applicable, cash flows thereof, and the
budgetary comparison for the General Fund for the year then ended in accordance with U.S. generally
accepted accounting principles.

Emphasis of Matter
Adoption of New Accounting Pronouncement

As discussed in note 2 to the financial statements, in 2015, the City adopted Governmental Accounting
Standards Board (GASB) Statement No. 68, Accounting and Financial Reporting for Pensions, as well
as GASB Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement
Date — An Amendment of GASB Statement No. 68. Our opinions are not modified with respect to this
matter.

Other Matters
Required Supplementary Information

U.S. generally accepted accounting principles require that the management’s discussion and analysis
and the schedules listed under Required Supplementary Information in the table of contents (collectively
referred to as RSI), be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the RSI in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing
the information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The accompanying information identified in the table of
contents as the introductory section, additional financial section, other supplementary information, and
the statistical section are presented for purposes of additional analysis and are not a required part of the
basic financial statements.

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

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

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 25,
2016 on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City’s internal control over
financial reporting and compliance.

KPMe LP

Boston, Massachusetts
March 25, 2016
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The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015

As the management team for the City of Long Beach (the City), we present to the readers of the City’s
basic financial statements this narrative overview and analysis of the financial activities of the City for
the fiscal year ended September 30, 2015. We encourage readers to consider this information in
conjunction with the information found in the letter of transmittal.

Financial Highlights

The assets and deferred outflows of the City exceeded its liabilities and deferred inflows by $4.7
billion (net position). Of this amount, $4.2 billion represents net investment in capital assets, and
$845.6 million represents resources that are subject to restrictions on how they may be used
(restricted net position). After the application of new pension reporting requirements (see Note
13), the City reports a deficit unrestricted net position of $358.0 million.

At the close of the fiscal year, the City’s governmental funds reported combined fund balances of
$316.8 million, a decrease of $119.2 million, or minus 27.3 percent, from the prior fiscal year end.
Of these balances, $2.8 million are nonspendable, $177.4 million are restricted, $64.0 million are
committed, $82.1 million are assigned, and a deficit balance of $9.6 million is unassigned.

The fund balance of the General Fund was $112.0 million. This represents a $6.2 million, or minus
5.3 percent, decrease from the prior fiscal year. Of this balance, $4.3 million is restricted, $62.6
million is committed, $42.9 million is assigned, and $2.2 million is unassigned.

The City implemented GASB Statement No. 68, Accounting and Financial Reporting for Pensions
(GASB 68) and, as a result, beginning fiscal year balances were restated to reflect the impact. The
City’s Net Pension Liability (NPL) of $867.0 million was allocated to Governmental Activities
($622.7 million, or 71.8 percent) and Business-type Activities ($244.3 million, or 28.2 percent)
and reduced their unrestricted net positions by a like amount.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements.
The City’s basic financial statements include three components: the govermment-wide financial
statements, the fund financial statements, and the Notes to the Basic Financial Statements. This report
also contains other supplementary information in addition to the basic financial statements, including non-
major fund financial statements and a statistical section.

REQUIRED COMPONENTS OF
THE ANNUAL FINANCIAL REPORT

T e—

Management's - . Required
) i Basic Financial
Discussion and Supplementary
. Statements .
Analysis Information
,-—'/—/Y """" e
== 1 = -
Government-wide . . Notes to the
) . Fund Financial ) .
Financial Financial
Statements
Statements Statements
Summary < » Detail




The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

Basic Financial Statements

The Basic Financial Statements contain the Government-wide Financial Statements, the Fund Financial
Statements and the Notes to these financial statements. This report also includes supplementary
information intended to furnish additional detail to support the Basic Financial Statements.

Government-wide financial statements: The Government-wide Financial Statements provide a longer-
term view of the City’s activities as a whole. They include the Statement of Net Position and the Statement
of Activities.

The statement of net position includes the City’s capital assets and long-term liabilities on a full accrual
basis of accounting similar to that used by private sector companies. Over time, increases or decreases in
net position may serve as a useful indicator of whether the financial position of the City is improving or
deteriorating.

The statement of activities provides information about the City’s revenues and expenses on a full accrual
basis, with an emphasis on measuring net revenues or expenses for each of the City’s programs. The
Statement of Activities explains in detail the change in net position for the year. All changes in net position
are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows.

The amounts in the Statement of Net Position and the Statement of Activities are separated into
Governmental and Business-type Activities in order to provide a summary of each type of activity.

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

The government-wide financial statements include not only the City itself (known as the primary
government), but also the legally separate Long Beach Transit (LBT) for which the City is the sole
stakeholder and, therefore, has authority to affect the company. Financial information for this component
unit is reported separately from the financial information presented for the primary government itself.

Fund financial statements: The fund financial statements focus on current available resources and are
organized and operated on the basis of funds, each of which is defined as a fiscal and accounting entity
with a self-balancing set of accounts, established for the purpose of carrying on specific activities or
attaining certain objectives in accordance with special regulations, restrictions, or limitations. The funds
of the City can be divided into three categories: governmental funds, proprietary funds, and fiduciary
funds. The focus of governmental and proprietary fund financial statements is on major funds. Major
funds are determined based on minimum criteria set forth in Government Accounting Standards Board
(GASB). Like other state and local governments, the City uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. Fund accounting is also used to aid financial
management by segregating transactions related to certain government functions or activities.

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



The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

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

The City maintains numerous individual governmental funds. Information is presented separately for the
General Fund and the aggregate of all non-major governmental funds. Individual fund data for each of
these non-major governmental funds is provided in the form of combining statements, located in the
Additional Financial Information section of this report.

The City adopts an annual appropriated budget for its funds. A budgetary comparison is provided for each
of the City’s governmental funds to demonstrate budgetary compliance. The budgetary comparison
statements for the General Fund is located in the basic financial statements.

Proprietary funds: Proprietary funds are generally used to account for operations that provide services
to the general public on a continuing basis or to internal City departments. Enterprise and Internal Service
Fund Financial Statements are prepared on the full accrual basis of accounting, similar to that used by
private sector companies. These statements include all of their assets, deferred outflows and inflows of
resources and liabilities, both current and long-term.

Since the City’s Internal Service Funds provide goods and services exclusively to the City’s governmental
and business-type activities, their activities are only reported in total at the fund level. Internal Service
Funds cannot be considered major funds because their revenues are derived from other City funds.
Revenues between funds are eliminated in the Government-wide Financial Statements, and any related
profits or losses in Internal Service Funds are returned to the activities in which they were created, along
with any residual net assets of the Internal Service Funds.

Fiduciary funds: Fiduciary funds are used to account for resources held for the benefit of parties outside
the government. Fiduciary funds include Private Purpose Trust Funds such as the Miller Library Fund
and the Mayor’s Fund for the Homeless, and Agency Funds such as special parking and business
assessment districts. The City’s fiduciary activities are reported in the separate Statement of Fiduciary Net
Position and the supplemental Agency and private purpose trust fund combining statements. These
activities are excluded from the City’s other financial statements because the City cannot utilize these
assets to finance its own operations. The fiduciary fund financial statements can be found in the Basic
Financial Statements section of this report.

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

Other Supplementary Information: In addition to the basic financial statements and accompanying
notes, this report also presents certain required supplementary information concerning the City’s progress
in funding its obligation to provide pension and post-employment healthcare benefits to its employees.
The combining statements referred to above in connection with non-major governmental funds and
internal service funds are presented in the Required Supplementary Information and Other Supplementary
Information section, along with information regarding capital assets. The table of the following page
provides a summary of the significant features of the financial statements as well as insight into how the
information is compiled for statement presentation:



The City of Long Beach

Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

Government-wide Fund Financial Statements
Statements Governmental Proprietary Fiduciary
Scope Entire Entity The day-to-day The day-to-day | Instances in which
(except fiduciary operating activities of operating the City administers
funds) the City for basic activities of the | resources on behalf
governmental services. City for of other entities or
business-type groups.
enterprises
Accounting Accrual Modified accrual Accrual Accrual accounting
basis and accounting and accounting and accounting and and economic
measurement | economic current financial economic resources focus;
focus resources focus. resources focus. resources except agency
focus. funds do not have a
measurement focus.
Type of All assets and Current assets and All assets and All assets held in
asset and liabilities, both liabilities that come due liabilities, both trustee or agency
liability financial and during the year or soon financial and capacity for others.
information capital, short-term | thereafter. Excludes capital | capital, short
and long-term. assets and long-term debt. and long-term.
Type of All revenues and Revenues for which cash is | All revenues All additions and
inflow expenses during received during the year or | and expenses deductions during
and outflow year, regardless soon thereafter; during year the year, regardless
information of when cash is expenditures when goods regardless of of when cash is
received or paid. and services have been when cash is received or paid.
received and the related received or
liability is due and payable. paid.

Government-Wide Financial Analysis - Analysis of Net Position

As noted earlier, net position may serve over time as a useful indicator of a government’s financial
position. As of September 30, 2015, the City’s assets exceeded liabilities by $4.7 billion, a decrease of
$559.4 million, or minus 10.7 percent, from the prior fiscal year.

Net investment in capital assets accounted for $4.2 billion, or 89.5 percent, of the City’s total net position.
This component of net position consists of capital assets (land, structures and improvements, equipment,
infrastructure, and construction-in-progress) net of accumulated depreciation, reduced by outstanding debt
attributable to the acquisition, construction, or improvement of the assets. The City uses these capital
assets to provide services to citizens; consequently, these assets are not available for future spending.
Although the City’s investment in its capital assets is reported net of related debt, it should be noted that
the resources needed to repay this debt must be provided from other sources as the capital assets
themselves cannot be used to liquidate these liabilities. Net investment in capital assets increased $230.4
million, or 5.8 percent, from the prior fiscal year. The increase is attributable to the conversion of Land
Held for Resale to Land related to the wind down of the Agency and Harbor’s continued investment in
the Middle Harbor and Gerald Desmond Bridge projects.

Restricted net position amounted to $845.6 million, representing 18.1 percent of total net position. This
component of net position represents resources that are subject to external restrictions imposed by
creditors and grantors, laws and regulations of other governments, and restrictions imposed by law
through constitutional provisions or enabling legislation. This component of the City’s net position
decreased $66.8 million, or minus 7.3 percent, from the prior fiscal year.

The remaining deficit balance of $358.0 million, or minus 7.7 percent, is the net of the $595.8 million
governmental activities unrestricted net position deficit and the $237.8 million business-type activities



The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

unrestricted net position balance. The unrestricted component of net position decreased $723.0 million
from the prior fiscal year. The change is primarily attributable to the implementation of GASB 68 that
required to recognition of the $867.0 million NPL. Excluding the effects of GASB 68, governmental
activities net position would have increased $15.4 million and business-type activities would have
increased $207.6 million.

Net Position
September 30, 2015 and 2014

(In Thousands)
Governmental Business-type
Activities Activities Totals
2015 2014 2015 2014 2015 2014

Assets:

Current and Other Assets $ 964,015 $ 1,027,291 $ 2,545,319 $ 2,363,133 $ 3,509,334 $ 3,390,424
Capital Assets 723,109 669,476 5,218,971 4,990,320 5,942,080 5,659,796
Deferred Outflows 136,764 4,120 74,203 31,897 210,967 36,017
Total Assets and Deferred Outflows 1,823,888 1,700,887 7,838,493 7,385,350 9,662,381 9,086,237
Liabilities:

Current Liabilities 173,192 169,240 289,161 340,116 462,353 509,356
Noncurrent Liabilities, Net 1,373,414 780,276 2,464,465 2,118,967 3,837,879 2,899,243
Deferred Inflows 177,245 85,577 522,754 370,506 699,999 456,083

Total Liabilities and Deferred Inflows 1,723,851 1,035,093 3,276,380 2,829,589 5,000,231 3,864,682

Net Position:

Net Investment in Capital Assets 344,839 245780 3,829,779 3,698,447 4,174,618  3,944227
Restricted 351,055 473,181 494,526 439,163 845,581 912,344
Unrestricted (595,857) (53,167) 237,308 418,151 (358,049) 364,984

Total Net Position $ 100,037 $§ 665,794 § 4,562,113 § 4,555,761 § 4,662,150 § 5,221,555

Key Changes in the Statement of Net Position:

The City implemented GASB 68 effective October 1, 2014. The beginning balance of the fiscal year 2015
net position was restated to reflect the impact of the implementation.

There are 4 major components of GASB 68 that affect the Statements of Net Position for the Government-
wide and each of the Proprietary Funds:

e NPL represents the actuarially valued liabilities for the Safety, Miscellaneous and PARS Pension
Plans as of September 30, 2015.

e A deferred outflow for the difference between pension contributions made between July 1 and
September 30, 2015.

e Deferred inflows or deferred outflows for two factors affecting the actuarial calculations of the
pension plans. For fiscal year 2015, deferred inflows were recognized for a change in underlying
assumptions and a variance between actual and projected participant experience.

e A deferred inflow or deferred outflow for the net difference between expected and actual earnings
on investments. The new accounting standard requires that each year’s differences between
projected and actual investment returns be amortized on a straight-line basis over five years. For
fiscal year 2015, the City has recognized a deferred outflow related to plan investments.



The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

Compliance with GASB 68 requires that the City’s NPL be recorded on the Statement of Net Position,
which reduces unrestricted net position and, in some cases, creates a negative unrestricted net position or
deficit.

The City’s current and other assets increased $118.9 million, or 3.5 percent, from the prior fiscal year.
Governmental activities decreased $63.3 million, primarily due to a $78.0 million transfer of Land Held
for Resale, a current or other asset, to Land, a capital asset. Business-type activities increased $182.2
million and is mostly the result of a $123.0 million increase in the fair value of the commodity swap, a
$114.0 million bond issued to help finance improvements to the Alamitos Bay Marina, of which $59.2
million was used to refund various Department of Boating and Waterway (DBAW) notes.

Citywide, capital assets increased $282.3 million or 5.0 percent. Governmental activities increased $53.6
million, or 8.0 percent, attributable to the aforementioned transfer of Land Held for Resale to Land related
to Agency wind down activities. Business-type activities increased $228.7 million, or 4.6 percent. The
change in business-type activities resulted from ongoing construction and improvements to the Middle
Harbor and Gerald Desmond Bridge projects along with the ongoing construction of Tidelands
improvements such as the Alamitos Bay Marina rebuild.

Deferred outflows increased $174.9 million. Governmental activities deferred outflows increased $132.6
million and business-type activities increased $42.3 million. The net increase is mostly attributable to the
implementation of GASB 68 as well as the effects of the change in the price of natural gas on the City’s
commodity swap.

The City’s current liabilities decreased $47.0 million, or minus 9.2 percent. Governmental activities
increased $4.0 million, or 2.3 percent, and business-type activities decreased $51.0 million or minus 15.0
percent. Significant factors contributing the business-type activities decrease resulted from a reduction in
the Tidelands Oil Revenue Fund of $59.0 million in amounts due to the State of California.

The $938.6 million, or 32.4 percent, increase in noncurrent liabilities is primarily attributable to the
implementation of GASB 68, resulting in a citywide NPL of $867.0 million, and to the issuance of $114.0
million Marina bonds, of which $59.2 million was used to refund various DBAW notes.

Deferred inflows increased $243.9 million, or 53.5 percent. The increase in governmental and business-
type activities of $91.7 and $152.2 million, respectively, is attributable to the implementation of GASB
68 along with changes in the fair value of derivatives.

Analysis of Changes in Net Position

The following table presents condensed information from the statement of activities for the fiscal years
2015 and 2014. As previously stated, all changes in net position are reported as soon as the underlying
event giving rise to the change occurs, regardless of the timing of related cash flows.
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The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

Changes in Net Position
September 30, 2015 and 2014
(In Thousands)
Governmental Business-type
Activities Activities Totals
2015 2014 2015 2014 2015 2014
Revenues:
Program Revenues:
Charges for Services $ 123,652 $ 134,852 § 869,959 $ 1,140,320 $ 993,611 § 1,275,172
Operating Grants and Contributions 164,621 183,789 753 921 165,374 184,710
Capital Grants and Contributions 3,780 8,530 140,618 182,021 144,398 190,551
General Revenues:
Taxes:
Property 180,989 183,719 - - 180,989 183,719
Sales 64,177 59,097 - - 64,177 59,097
Utility Users 38,419 38,691 - - 38,419 38,691
Other 45,517 41,504 - - 45,517 41,504
Franchise Fees 25,915 26,175 - - 25915 26,175
Unrestricted Investment Earnings 6,061 3,688 8,887 6,365 14,948 10,053
Total Revenues 653,131 680,045 1,020,217 1,329,627 1,673,348 2,009,672
Expenses:
Legislative and Legal 10,632 12,001 - - 10,632 12,001
General Government 22,400 21,378 - - 22,400 21,378
Public Safety 307,116 296,817 - - 307,116 296,817
Public Health 43,710 41,877 - - 43,710 41,877
Community and Cultural 165,501 153,206 - - 165,501 153,206
Public Works 104,744 114,303 - - 104,744 114,303
Oil Operations 3,961 4,869 - - 3,961 4,869
Interest on Long-Term Debt 22,738 24,945 - - 22,738 24,945
Gas - - 68,414 80,651 68,414 80,651
Water - - 102,501 93,297 102,501 93,297
Sewer - - 16,244 15,681 16,244 15,681
Airport - - 44,844 44,067 44,844 44,067
Development Services - - 17,621 15,753 17,621 15,753
Solid Waste Management - - 73,525 76,027 73,525 76,027
Towing - - 5,134 4,938 5,134 4,938
Tidelands - - 121,547 111,074 121,547 111,074
Tideland Oil Revenue - - 81,565 327,087 81,565 327,087
Harbor - - 236,186 233,410 236,186 233,410
Total Expenses 680,802 669,396 767,581 1,001,985 1,448,383 1,671,381
Increase (Decrease) in Net
Position before Transfers (27,671) 10,649 252,636 327,642 224,965 338,291
Capital Assets Transfers - 2,365 - (2,365) - -
Transfers 21,661 14,210 (21,661) (14,210) - -
Total Change in Net Position (6,010) 27,224 230,975 311,067 224,965 338,291
Net Position, Beginning of Year 665,794 638,570 4,555,761 4,244,694 5,221,555 4,883,264
Adjustments for GASB 68 implementation  (559,747) - (224,623) - (784,370) -
Net Position, End of Year $ 100,037 $ 665,794 $ 4,562,113 § 4,555,761 $ 4,662,150 $ 5,221,555
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The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

Governmental activities

Governmental activities net position decreased $565.8 million when compared to the published fiscal year
2014 financial report. The decrease primarily resulted from the recognition of $622.7 million in NPL.
$559.7 million of the NPL was applied to beginning net position and $63.0 million of the total NPL was
recognized for fiscal year 2015. The primary contributor to the fiscal year 2015 increase in NPL was
CalPERS missing its investment return projections for its 2015 fiscal year.

Total revenues for governmental activities (excluding transfers) decreased $26.9 million, or 4.0 percent,
most notably operating grants and charges for services revenues, which decreased 10.4 percent and 8.3
percent, respectively. This was offset by 9.7 percent and 8.6 percent increases in other taxes, such as
business and transient occupancy taxes, and sales taxes. Expenses increased $11.4 million, or 1.7 percent.
These changes are further discussed in the paragraphs that follow.

The following chart illustrates governmental activities revenues by source.

Governmental Activities - Revenues by Source
For the Year Ended September 30, 2015
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The three largest revenue sources for governmental activities are property taxes, operating grants and
contributions, and charges for services. Excluding transfers, these sources accounted for 71.8 percent of
revenues. These primary sources of governmental revenues decreased $33.1 million, or 6.6 percent, from
the previous year. Operating grants and contributions decreased $19.2 million, or 10.4 percent, mostly
due to decreases in HUD per unit housing assistance funding. Charges for services decreased $11.2
million, or 8.3 percent, primarily as a result of the decrease in the price of oil. Property tax revenues
decreased $2.7 million, or 1.5 percent.

Capital grants and contributions decreased 55.7 percent, or $4.8 million, as reimbursements from grantor
agencies that include the County of Los Angeles and the State decreased. These revenue sources help fund
park development and the refurbishment of the City’s Multi-service Center.

12



The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
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Sales tax revenues increased 8.6 percent or $5.1 million. Of this amount, $5.0 million is attributed to a
true-up of an underpayment of estimated revenue made by the State and the increase in sales tax sharing
agreement revenues. Other taxes, inclusive of transient occupancy and business license taxes,
increased 9.7 percent or $4.0 million. The change was primarily composed of increases in transient
occupancy tax and business license tax of $2.2 million and $1.0 million, respectively. Room rates
increased approximately 10 percent and occupancy increased to 76.8 percent from the 2014
occupancy rate of 76.3 percent.

Governmental activities expenses, excluding transfers, increased 1.7 percent, or $11.4 million.
Legislative and legal expenses decreased $1.4 million, or 11.4 percent. The change is attributable to
decrease in City Clerk expenditures of $1.9 million as 2015 was not an election year.

General government expenses increased $1.0 million, or 4.8 percent. The change is attributable to the
application of $1.0 million GASB 68 pension expense.

Public safety expenses increased 3.5 percent, or $10.3 million. The change is attributable to the application
of $10.3 million GASB 68 pension expense.

Public Health expenses increased $1.8 million, or 4.4 percent. The change is attributable to the application
of $1.3 million GASB 68 pension expense.

Community and cultural expenses increased $12.3 million or 8.0 percent primarily resulting from the
continued wind down of redevelopment activities.

Public works expenses decreased 8.4 percent, or $9.6 million. The change is related to a reduction in
construction activity and a decrease in the amount of Construction in Progress that was expensed versus
converted to a capital asset.

Oil operations expenses decreased $908 thousand, or 18.7 percent, as the decreased price of oil impacted
costs associated with the drilling of new wells.

The following chart illustrates governmental activities program expenses and revenues by function.

Governmental Activities - Program Expenditures and Revenues
For the Year Ended September 30, 2015
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The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

Business-type activities

The City’s major enterprise funds include Gas Ultility, Tidelands, Tidelands Oil, and Harbor. The non-
major enterprise funds (“other proprietary funds”) comprise Water Utility, Sewer, Airport, Solid Waste
Management, Towing, Subsidence, and Development Services.

Business-type Activities - Revenues by Source
For the Year Ended September 30, 2015
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Business-type Activities - Program Expenditures and Revenues
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The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

Business-type activities increased net position $6.4 million or less than 1 percent. Key elements in the
current year’s change in net position for various funds include:

= Gas Utility net position at fiscal year-end was deficit $13.5 million, a $27.6 million decrease from
the prior fiscal year. The change is the result of the recognition of a GASB 68 $27.1 million NPL,
$25.1 million relating to prior periods. Excluding GASB 68, the Gas Utility’s net position would
have declined $2.2 million to $11.8 million.

» Tidelands net position decreased $55.0 million, or 14.0 percent, totaling $336.4 million at fiscal
year-end. The decrease was attributable to recognition of a GASB 68 resulted in a decrease in net
position of $35.8 million, $34.9 million of which is related to prior periods. Net loss before
contributions and transfers amounted to $52.6 million. Transfers from Tidelands Oil and Harbor
amounted to $35.8 million. Harbor transferred $17.8 million, consistent with City Charter
mandated revenue sharing; and Tidelands Oil transferred $18.0 million. Finally, $1.2 million
reflects a transfer for a ground lease to the City and $1.5 million was transferred to the General
Services fund in support of the new ERP system.

» The Tidelands Oil Revenue Fund posted a deficit net position of $30.3 million, a deficit increase
of $5.8 million from the prior year. Recognition of a GASB 68 resulted in a decrease in net
position of $5.6 million, almost entirely relating to prior periods. Net income before contributions
and transfers amounted to $17.8 million. Transfers to the Tidelands fund amounted to $18.0
million.

» Harbor’s net position increased $147.6 million, or 4.3 percent, reaching $3.6 billion at fiscal year-
end. The increase primarily resulted from operating income of $131.2 million along with the
receipt of $121.0 million in capital grants, a decrease of $47.1 million from the prior fiscal year
as reimbursable activity related to the Gerald Desmond Bridge declined. Transfers to the City
amounted to $17.8 million. Recognition of a GASB 68 resulted in a decrease in net position of
$84.1 million, $83.1 million relating to prior periods.

= Total net position for non-major business-type activities decreased $55.1 million, or 7.3 percent.
Recognition of a GASB 68 resulted in a decrease in net position of $76.8 million, $75.9 million
relating to prior periods. This was offset by the combined change in net position of $20.8 million.

Governmental Funds Financial Analysis

The focus of the City’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the City’s financing
requirements. In particular, restricted, committed, assigned, and unassigned fund balance may serve as a
useful measure of a government’s net resources available for spending at the end of the fiscal year.

As of September 30, 2015, the City’s governmental funds reported combined fund balances of $316.8
million, a decrease of $119.2 million, 27.3 percent, from the prior year. Further information can be found
in Note 16 — Government Activities Fund Balance.

Governmental funds assets decreased $107.4 million, or 13.4 percent, from the prior fiscal year. Of this
amount $88.7 million resulted from the conversion of $78.0 Land Held for Resale to Land and a total
write down of remaining $10.7 million as the City is required to remit all the proceeds from the sale of
this asset to the County for distribution. Additionally, pooled cash decreased $4.1 million and non-pooled
cash and investments decreased $15.1 million, primarily as part of the refunding of Agency debt.

Governmental fund liabilities increased $7.2 million, or 8.3 percent. Of this amount, $11.8 million resulted
from an increase in amounts advanced from other funds. This was offset by a $1.9 million decrease in
accounts payable.
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Management’s Discussion and Analysis (Unaudited)
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Of the $316.8 million total fund balances, $177.4 million or 56.0 percent have some form of external
limitation on their use. Significant restrictions of fund balance at the close of the fiscal year include:

Restricted for Debt Service
Amounts restricted for debt service totaled $20.7 million. Of this, $20.3 is restricted for payment of
Agency related debt and the balance for various debt issuances of other governmental funds.

Restricted for Public Safety
Amounts restricted for public safety totaled $5.8 million. Restrictions include:
= Asset seizure funds from federal and state court forfeitures are restricted to support the Police
Department. These funds amounted to $2.8 at the end of the fiscal year.
= The citizens of Long Beach approved Proposition H (Prop H), the Police and Fire Public Safety
Oil Production Tax, in 2007. These proceeds may be used only for police officers, fire fighters,
and related costs, including but not limited to equipment, facilities, and training in order to ensure
timely responses to public needs. As of September 30, 2015, Prop H funds for police and fire
amounted to $682 thousand and $557 thousand, respectively.
= State impact fees restricted for police and fire amounted to $1.2 million and $519 thousand,
respectively.

Restricted for Public Health
Fund balance restricted for public health amounted to $7.7 million.

Restricted for Community and Cultural
Amounts restricted for community and cultural activities totaled $94.8 million. Restrictions include the
following:

* Fund balance restricted within the Housing Fund for the provision of low-and-moderate-income
housing amounted to $40.9 million. Of this, $11.8 million offsets advances to other funds and $3.5
million is for Land Held for Resale.

= Fund balance restricted within the Housing Assistance Fund for programs to assist very low-
income families, the elderly, and the disabled amounted to $10.6 million.

= Agency capital projects fund balance restricted for the purposes of winding down the activities of
the former Redevelopment Agency amounted to $13.9 million. Of this, $11.8 million offsets
advances from other funds (specifically, the Housing Fund).

= The Belmont Shore Parking Meter Fund has restricted $1.0 million as the first pledge of revenue
for special assessment debt that benefited the Belmont Shore area of Long Beach.

=  Fund balance restricted within the Community Development Grant Fund amounted to $5.6
million. Of this, $3.8 million offsets advances to other funds.

= Fund balance restricted within the Other Special Revenue Fund for economic development totaled
$1.5 million at the close of the fiscal year. Additionally, fund balance restricted for special
advertising and promotion totaled $8.7 million.

= (Capital Projects Fund balance restricted for parks development amounted to $8.3 million.

Restricted for Public Works
As of September 30, 2015, fund balance restricted for public works amounted to $46.8 million.
Restrictions include:
= General Capital Projects Fund balance restricted in relation to traffic mitigation impact fees and
special assessment bond proceeds amounted to $1.9 million at the close of the fiscal year.
= Gas Tax Fund balance restricted for the research, planning, construction, improvement,
maintenance, and operation of public street and highways, including the mitigation of their
environmental effects, totaled $17.4 million.
» Transportation Fund balance restrictions totaled $24.8 million and include: $8.3 million pursuant
to the provisions of Proposition A; $10.0 million pursuant to the provisions of Proposition C; $2.6
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million pursuant to Measure R; and $4.0 million pursuant to Air Quality Management District
AB2766 requirements. Proposition A funds are to be used exclusively to benefit public transit and
may be traded with other jurisdiction in exchange for general or other funds. Proposition C also
benefits public transit, but has a wider range of uses including congestion management programs,
bikeways and bike lanes, street improvement supporting public transit, and pavement management
projects. Measure R is a one-half cent sales tax approved by Los Angeles County voters in
November 2008 and is restricted for transportation purposes, including bus and highway corridor
projects, streets and roads, and traffic control management. AB2766 funding is used to assist the
City in meeting federal and state Clean Air Acts.

General Fund Revenues and Other Financing Sources
The table below illustrates general fund revenues and other financing sources for the current and prior
fiscal years:

General Fund Revenues and Other Financing Sources
September 30, 2015 and 2014

(In Thousands)
Revenues and Fiscal Year  Percentage  Fiscal Year  Percentage

Other Financing Sources 2014-15 of Total 2013-14 of Total
Taxes $ 286,040 66.0% $ 268,813 61.5%
Franchise Fees 25,915 6.0% 26,175 6.0%
Licenses and Permits 15,170 3.5% 14,899 3.4%
Fines and Forfeitures 15,988 3.7% 16,166 3.7%
Use of Money and Property 36,327 8.4% 52,219 11.9%
From Other Agencies 4,668 1.1% 5,932 1.4%
Charges for services 26,310 6.0% 26,415 6.0%
Other Revenue 6,139 1.4% 6,845 1.6%
Other Financing Sources 16,944 3.9% 19,741 4.5%

$ 433,501 100% § 437,205 100%

General Fund revenues and other financing sources decreased $3.7 million, or less than 1.0 percent, from
the prior fiscal year. Despite this relatively stable result, there were some significant year-over-year
changes.

Taxes increased $17.2 million, or 6.4 percent. Contributing to this change were a $9.2 million increase
in property taxes that benefited by a 2.5 percent increase in assessed value and a stronger housing market.
Sales taxes increased $5.0 million reflecting an improved in the local economy, the addition of new retail
establishments, and the effects of tax sharing agreements.

Other taxes increased $3.3 million as increased tourism and higher room rates resulted in higher transient
occupancy tax receipts.

These gains were offset by a $15.9 million, or minus 30.4 percent, decrease in use of money and property
revenues reflecting the decrease in oil production related revenues.

Revenues from Other Agencies decreased $1.3 million, or minus 21.3 percent, from the prior year. The
Ground Emergency Medical Transportation (GEMT) Supplemental Reimbursement Program decreased
$3.4 million as fiscal year 2014 revenues included claims from multiple prior years. This was offset by a
$2.3 million increase in state mandated claims reimbursement.
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Revenues derived from other financing sources decreased $2.8 million and was primarily attributable to
a decrease in amounts transferred from the City’s Solid Waste Management fund.

General Fund Revenues and Other Financing Sources
For the Year Ended September 30, 2015
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General Fund Expenditures
Expenditures and other financing uses for the General Fund, including comparative amounts from the
preceding year, are shown in following table:

General Fund Expenditures and Other Financing Uses
September 30, 2015 and 2014

(In Thousands)
Expenditures and Fiscal Year  Percentage  Fiscal Year  Percentage
Other Financing Uses 2014-15 of Total 2013-14 of Total
Legislative and Legal $ 9,604 2.2% $ 11,373 2.5%
General Government 16,900 3.8% 17,769 3.9%
Public Safety 282,516 64.3% 277,741 60.8%
Public Health 5,876 1.3% 5,371 1.2%
Community and Cultural 41,849 9.5% 41,215 9.0%
Public Works 34,917 8.0% 30,706 6.7%
Oil Operations 3,512 0.8% 4,309 1.0%
Other Financing Uses 44,575 10.1% 68,179 14.9%

§ 439,749 100% $ 456,663 100%
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Expenditures, including other financing uses, decreased $16.9 million, or 3.7 percent, from fiscal year
2014. The largest decrease was in other financing uses which declined $23.6 million, or minus 34.6
percent. This decrease reflects the reduction in one time Uplands Oil revenues available for investment
in the City’s infrastructure. Other notable changes include increases in both Public Safety and Public
Works expenditures. Public Safety expenditures increased $4.8 million primarily related to Fire
department increases in both staffing and overtime. Finally, Public Works expenditures increased $4.2
million as a result of the purchase and installation of new parking meters.

General Fund Expenditures and Other Financing Uses
For the Year Ended September 30, 2015
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Proprietary Funds Financial Analysis

Enterprise Funds: The combined net position of enterprise funds totaled $4.6 billion at the close of the
fiscal year. Total unrestricted net position amounted to $273.8 million before the allocation of internal
service fund activities. The total growth in net position was $6.4 million after the internal service fund
activities allocation to enterprise funds. The implementation of GASB 68 had a significant impact on these
funds as previously discussed. Other factors affecting the finances of these funds are addressed in the
discussion of the City’s business-type activities.

Tidelands and Harbor funds reported unrestricted net position of $135.7 million and $267.1 million,
respectively. Tidelands Oil Fund had a deficit net position of $30.3 million as result of the future oil field
abandonment liability exceeding net book value of the West Wilmington oil field. The Gas Utility Fund
reported a deficit net position of $13.5 million, a decrease of $27.6 million from the prior fiscal year.
Other Proprietary funds reported unrestricted net position of $47.4 million, a decrease of $68.8 million,
or minus 59.2 percent, from the prior fiscal year.
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Internal Service Funds: Internal service funds are used to finance and account for goods and services
provided internally to City departments. As of September 30, 2015, internal service funds reported a
$178.5 million deficit net position. This is attributable to the deficit unrestricted net positions of the
Insurance Fund and Employee Benefits fund, which reported deficit balances of $88.0 million and $177.3
million, respectively. It is the City’s practice to bill City departments on a pay-as-you-go basis for
functions performed by both funds, therefore, the long-term portion of related liabilities associated with
these funds are not fully funded. City management believes that, over the long-term, current and future
billing rates are sufficient to remediate any net asset deficit. In addition, City management believes that
the cash position of each fund is sufficient to cover the current costs related to health insurance, workers’
compensation, and general liability claims. The Civic Center, General Services, and Fleet Services funds
reported net positions of $18.4 million, $22.8 million, and $45.5 million, respectively.

Fiduciary Funds

The City maintains fiduciary funds for the assets of private purpose trust and agency funds including the
Miller Trust Fund, the Mayor’s Fund for the Homeless, and various agency funds held by the City as an
agent for individuals, private organizations, and other governmental units. The private purpose trust funds
are held in trust for the benefit of the Main Library Miller Room staffing and books, and for homeless
services expenditures.

General Fund Budgetary Highlights

The City adopts an annual budget for the governmental funds that include the General Fund, Capital
Projects, Debt Service, and Special Revenue funds. The City Council adopts budget adjustments during
the year that are generally contingent upon new or additional revenue.

e The General Fund’s fiscal year 2015 final budget for estimated revenues and expenditure
appropriations reflected a net decrease to budgeted fund balance of $37.3 million. The change
between original and final budgeted amounts was $18.9 million and consisted of additional
appropriation for expenditures and other financing uses of $24.5 million offset by an increase in
revenue and other financing sources of $5.6 million.

Significant changes in revenue forecasts include:

e A $1.4 million increase in projected revenues from state and federal fire agencies for increased
Strike Team callback costs.

e A $1.2 million increase in projected asset seizure revenues.
Significant changes in the appropriations budget include:

e A $16.1 million increase in transfers to other funds. These increases were primarily funded
through the use of one-time revenue sources.

The actual budgetary basis results of the General Fund as compared to the final budget reflect a net positive
variance of $30.1 million. This consists of favorable variances in both revenues and other financing
sources of $23.0 million and expenditures and other financing uses of $7.1 million.

General Fund revenues and other financing sources reflect a positive budget to actual variance of $30.1
million. For the year, the General Fund received 105.6 percent of total budgeted revenues and other
financing sources. Noticeable positive variances between the final budget and actual results include $12.0
million in property tax revenues; Sales tax revenues of $3.2 million; $3.8 million in other taxes as a result
of $3.3 million in transient occupancy taxes. Significant less than favorable variances include a $1.6
million shortfall in use of money and property resulting from the reduction in the price of oil.

20



The City of Long Beach
Management’s Discussion and Analysis (Unaudited)
For the Year Ended September 30, 2015 (Continued)

General Fund expenditures and other financing uses reflect a positive budget to actual variance of $7.1
million. Of the all General Fund appropriations and other financing uses, approximately 1.9% went
unspent. General Government had savings of $4.4 million. Additionally, $3.2 million in Oil Operations
and $2.2 million in Public Safety Functions completed the year under budget. These were offset by actual
transfers to other funds exceeding planned transfers to other funds by $3.0 million as additional oil revenue
funds were invested in City facilities.

Capital Assets and Debt Administration

Capital assets: As of September 30, 2015, the City’s capital assets held by governmental and business-
type activities amounted to $5.9 billion (net of accumulated depreciation). There was an overall increase
of $282.3 million, or 5.0 percent, in the City’s capital assets over the prior fiscal year.

Capital Assets, Net of Depreciation
September 30, 2015 and 2014
(In Thousands)

Governmental Business-type
Activities Activities Totals
2015 2014 2015 2014 2015 2014
Land $ 244,124 $ 166,135 § 993,728 § 966,760 $ 1,237,852 $ 1,132,895
Rights-of-way 81,340 81,340 212,451 213,243 293,791 294,583
Water Rights - - 40 40 40 40
Construction in Progress 16,847 11,138 1,320,321 1,306,103 1,337,168 1,317,241
Buildings 154,273 161,103 1,841,199 1,692,898 1,995,472 1,854,001
Improvements Other than Buildings 52,271 56,973 285,267 255,802 337,538 312,775
Infrastructure 126,677 138,946 518,347 506,829 645,024 645,775
Machinery and Equipment 11,295 14,207 25,369 32,713 36,664 46,920
Vehicles and Aircrafts 24,142 25,381 10,386 10,168 34,528 35,549
Software and Patents 12,140 14,253 11,863 5,764 24,003 20,017

Total Net Capital Assets _§ 723,109 $ 669,476 § 5,218,971 $ 4,990,320 § 5,942,080 $ 5,659,796

Governmental activities’ net capital assets increased $53.6 million, or 8.0 percent. The increase is
attributable to the conversion of Land Held for Resale to Land as part of the dissolution of the former
redevelopment agency. Land increased $78.0 million over the prior fiscal year as result of this conversion.
An additional $5.7 million increase is found in construction in progress. Routine depreciation charges,
amounted to $37.3 million at the close of the fiscal year and addition capital purchases, primarily vehicles,
and transfers amounted to $7.2 million.

Business-type activities’ net capital assets increased $228.7 million, or 4.6 percent, over the prior fiscal
year. Significant capital asset activities during the year include:

» Harbor capital assets increased $199.2 million. The increase includes an increase of $188.5 million
in building, structures and facilities, $25.5 million increase in constructed land, and a $15.6 million
increase in land improvements, all part of the Harbor’s Middle Harbor projects.

= Repair and replacement of aging gas pipelines increased Gas Utility capitals assets $6.5 million
over the prior fiscal year.

= Continued investment in the replacement of the water distribution system increased Water Utility
capital assets $5.5 million.

= Routine depreciation charges decreased Solid Waste Management capital assets $3.9 million.
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* Intotal, Tidelands capital assets increased $15.4 million. During the year the Tidelands fund added
$13.8 million in new buildings and other facilities. Projects included $6.9 million for the Beach
Pedestrian Path project and $4.6 million for Belmont pool. Additionally, $20.9 million was
invested into the ongoing Alamitos Bay Marina Rebuild Project. These additions were offset by
$19.9 million in fund asset depreciation.

Additional information on the City’s capital assets can be found in Note 7 of the Basic Financial

Statements, and information related to commitments for future capital asset acquisitions can be found in
Note 23.

Long-Term Indebtedness: As of September 30, 2015, the City’s net long-term obligations outstanding
totaled $4.0 billion. Of this amount, $2.7 billion relates to notes, bonds, and capital leases and $867.0
million is NPL. The remainder pertains to estimated oil field abandonment costs, environmental
remediation, self-insurance, employee’ benefit obligations, and amounts due to the state of California.
The implied issuer ratings assigned to the City’s bond issues are as follows:

Moody’s Investors Services: Aa2, stable outlook

Fitch Ratings: AA, stable outlook

Standard & Poor’s: AA, stable outlook

The table below provides summarized information for the City’s outstanding long-term debt obligations
at the close of the current and prior fiscal years-end.

Outstanding Debt Obligations
September 30, 2015 and 2014

(In Thousands)
Governmental Business-type
Activities Activities Totals
2015 2014 2015 2014 2015 2014
Notes Payable $ 5,117 $ 6,137 $§ 499,248 $ 567,886 $ 504,365 $ 574,023
Bonds Payable 407,961 449,066 1,696,772 1,534,901 2,104,733 1,983,967
Capital Leases 33,978 38,150 19,752 2,215 53,730 40,365

Total Outstanding § 447,056 § 493,353 §$2,215,772 §$2,105,002 § 2,662,828 § 2,598,355

Major changes in long-term obligations during the year include:
Governmental Activities

e Bonds payable decreased $41.1 million. Annual principal payments and premium amortization,
to include additional amounts applied as part of the Successor Agency’s 2015 debt refunding,
decreased bonds payable by $203.4 million. This was offset by the issuance of $162.3 million of
new debt, as part of the Successor Agency’s 2015 debt refunding debt refunding.

Business-Type Activities

» Notes payable decreased by $68.6 million primarily as result of the refunding of the DBAW notes,
part of the Marina