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Long Beach Water Department
The Standard in Water Conservation &
Environmental Stewardship

June 24, 2011

Board of Water Commissioners
B. Anatole Falagan, Deputy General Manager - Business

Approval of Comprehensive Annual Financial Report for the fiscal years ended
September 30, 2010 and 2009

Management is pleased to present the Comprehensive Annual Financial Report (CAFR) of
the Long Beach Water Department (Department), for the fiscal years ended September 30,
2010 and 2009. The Department’s financial statements are also included in the City of Long
Beach Financial Statements as enterprise funds (Water Fund and Sewer Fund).

Management assumes full responsibility for the completeness and reliability of the
information contained in this report, based upon a comprehensive framework of internal
control that is established for this purpose. Because the cost of internal control should not
exceed anticipated benefits, the objective is to provide reasonable, rather than absolute,
assurance that the financial statements are free of any material misstatements.

The accompanying financial statements have been audited by KPMG LLP, an independent
certified public accounting firm. KPMG LLP has issued an unqualified (“clean”) opinion on
the Department’s financial statements for the fiscal years ended September 30, 2010 and
2009. The independent auditor’s report is located at the front of the financial section of this
report.

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



THE REPORTING ENTITY

The Department was established July 1, 1911, by the City Charter to regulate and control the
use, sale and distribution of water owned or controlled by the City. In February 1988, the
Department assumed the responsibility of the various functions of the City’s sanitary sewer
system, including operations and maintenance. In April, 1990, the citizens of Long Beach
passed a City Charter amendment that allowed greater autonomy for the Department in
administering the City’s sanitary sewer operations.

The Board, established in 1931, governs the Department and is comprised of five members
appointed by the Mayor, subject to confirmation by the City Council. Members of the Board
serve overlapping five-year terms to provide continuity of operations. Also in 1931, the City
became a member of the Metropolitan Water District of Southern California (MWD).

The Department’s service area encompasses the boundaries of the City of Long Beach, the
sixth largest city in State, with an area of approximately 50 square miles and a population of
494,709 with some customers outside the City limits. The Department is not subject to
regulation by the California Public Utilities Commission.

LOCAL ECONOMY

The City has a diverse economic base as both a major industrial center and popular beach
resort area. In addition, the Port of Long Beach, along with its related commercial and
international trade activities, strengthens the local economy. Further, the City has been
successful in building a substantial tourist and convention business. Despite this
diversification, the effects of the national recession continue to impact the region, with slow
economic growth expected to continue for the near future. As an older, established and
geographically built-out City, the Department’s customer base is relatively stable and is
comprised of ninety percent residential accounts, with the remaining ten percent comprised
of commercial, industrial, irrigation and other accounts. The residential accounts comprise
approximately seventy two percent of the Department’s total potable water sales. Further
information on the local economy is provided in the City of Long Beach CAFR, of which the
Department is a component unit.

WATER SUPPLY

The Department meets the needs of its customers through an increasingly diverse portfolio of
water resources. Local groundwater, combined with imported supplies, water recycling and
water conservation are used in combination to meet the water demands within the service
area.



Drought Related Developments

In 2007, a U.S. District Court imposed regulatory restrictions on California’s State Water
Project, curtailing pumping to protect certain species of fish in the California Bay-Delta.
Additionally, since 2007 the State has been in a drought, experiencing a series of critical
hyrdrologically dry years, further impacting water supplies and reservoir storage levels.

On June 6, 2007, in anticipation of the new pumping restrictions, the Mayor of the City
called for voluntary water conservation for the first time since the early 1990’s, by urging
City residents to reduce their water use by 10%. Regulatory restrictions were imposed by
court order on August 31, 2007.

On September 13, 2007, the Long Beach Water Department’s Board of Water
Commissioners activated their Emergency Water Supply Shortage Plan, issuing a declaration
of Imminent Supply Shortage, which established mandated water conservation measures and
prohibited uses of water, subject to citation and fines. Additionally, the Water Department
began a comprehensive public communications strategy to reinforce the prohibitions and to
urge a comprehensive reduction in water consumption. The Water Department began
communicating a regular update on the overall demand in its service area, compared to a
historical ten (10) year average period immediately predating the call for conservation. Since
2007, the Water Department’s customers have achieved a sustained conservation response
leading to annual demands at about 16.7 % below the historical ten (10) year average.
Currently, overall consumption by Water Department customers is equivalent to the
consumption levels in 1966. The Water Department continues to provide additional
communications and programs such as landscape retrofits to its customers, and believes the
conservation response is a sustained change in consumption behavior.

In 2008, The Metropolitan Water District of Southern California developed a Water Supply
Allocation Plan (WSAP). MWD established its WSAP as a pricing plan designed to achieve
regional water supply conservation targets through substantial financial penalty rates for
member agency consumption that exceeds a desired target. MWD has indicated that its
WSAP does not supplant the member agency preferential rights outlined in the Metropolitan
Water District Act. In April 2009, MWD activated its WSAP and declared a Level 2
Allocation, establishing a target for water supply deliveries to its member agencies of 90% of
their recent historical imported water purchases, subject to penalty rates for exceeding the
target. The WSAP period is July 1, 2009 through June 30, 2010. MWD continued its WSAP
Level 2 Allocation for a second year, for the period July 1, 2010 through June 30, 2011.
LBWD’s comprehensive conservation programs and proactive communications on water
conservation have led to a sustained conservation response that has allowed the department
to easily meet MWD'’s Level 2 Allocation for both periods.

Reduced water usage by the customers of the City has resulted in reduced Enterprise
revenues. However, such reduction in revenues has also been offset by a reduction in
operating expenses as a result of less water having to be purchased from MWD.
Additionally, LBWD has managed discretionary budget expenses to minimize budget and
rate impacts from reduced consumption.
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The following subsections provide an overview of the Department’s water resources.

Groundwater

Ownership of water rights allows approximately half of Long Beach’s water supply needs to
be produced from groundwater wells located within the City. Before it reaches our
customers’ taps, local groundwater must journey many miles from its source high up in the
mountains. Rain and snow-melt from the San Gabriel Mountains watershed travel through
washes and creeks into the San Gabriel River and the Whittier Narrows Basin. From there it
percolates underground through sand and water beds where it begins a lengthy subsurface
journey to Long Beach. High-powered pumps then extract it from 31 active groundwater
wells and pump it to our groundwater treatment plant.

During the 1940’s and 1950’s the population grew and the increased water demand in the San
Gabriel Valley significantly reduced the flows southerly to the Central Basin, contributing to
falling water tables. In 1959, to protect this vital source of local water supply, the Board
initiated a lawsuit against major water producers in the San Gabriel Valley to guarantee water
supplies to Central Basin producers.

Parties to the lawsuit negotiated a settlement which provided the basis of a stipulated
judgment (the “Long Beach Judgment”) rendered by the Superior Court on October 8, 1965.
By separate action, a committee of Central Basin producers reached an agreement for
voluntary reduction of pumpage within the basin to restore and protect the water table and to
expedite the above judgment to permanently prevent excessive pumping. The reduction in
pumping began October 1, 1962. The two events were of major importance in securing local
water supplies for the City. The Department is the largest producer of water in the Central
Basin.

Imported Supplies

Another portion of the City’s potable (drinking) water supply is treated water purchased from
MWD. This water originates from two sources: the Colorado River Aqueduct and the State
Water Project (SWP).

Through its 242-mile long system, the Colorado River Aqueduct provides up to a billion
gallons of water a day to residents and businesses in Southern California’s coastal plain.
Water is taken in at Lake Havasu and carried to the reservoir facilities at Lake Mathews. The
State Water Project delivers water originating from the Oroville Dam and Reservoir and the
Sacramento River Delta. The SWP is an intricate network of dams, pumping plants,
reservoirs, hydroelectric plants, the Sacramento and San Joaquin rivers and 440 miles of
aqueducts that carry water to several Southern California reservoirs.

Water Recycling

During periods of inadequate water supply, effective water recycling will help stretch the
potable water that is used in Long Beach every day; that is the primary reason the
Department launched a reclaimed water system in 1978. Water that would otherwise flow to
the ocean and be wasted is reclaimed and used to irrigate park land, golf courses, freeway
landscaping and school grounds, as well as reduce our dependence on imported water.
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An important feature of the Department’s reclaimed water program is that it is unaffected by
single or multi-year droughts. The production of the reclaimed water plant exceeds the
current and projected use of reclaimed water; so even drought conditions should not impact
the ability of the Department to meet reclaimed water demands.

The Department remains committed to developing alternatives to imported potable (drinking)
water supplies to meet the water needs of the City. Reclaimed water will continue to be an
integral part in efforts to reduce our need to purchase imported water and to develop new
sources of water. In FY 2010, the Department served approximately 2,197.8 million gallons
of reclaimed water to a variety of users throughout the City. Since October 1, 2005, the
Department, on contract with the Water Replenishment District (WRD), has operated a 3.0
million gallon per day reverse osmosis water treatment plant, enabling WRD to use recycled
water from the Long Beach Water Reclamation Plant to replace up to 3,000 acre-feet per year
of imported water previously supplied to the Barrier.

Conservation

The Department has an aggressive water conservation program that offers a variety of
opportunities to conserve water across different sectors of the community and for both indoor
and outdoor water uses.

Single-family and multi-family customers together are responsible for approximately two-
thirds of the City’s demand for water. Several of the Department’s programs provide rebates
to residential customers towards the purchase of water-efficient toilets and washing
machines. Additionally, the Department has started identifying its highest-use residential
water customers and offering them free water use inspections to identify opportunities to
conserve water.

Most single-family residential water use appears to be for landscape irrigation. For these
customers, the Department provides, at no cost to the customer, very well attended and
received classroom instruction on the design, installation, and maintenance of California-
friendly landscapes. Another innovative program is the Department’s direct installation of
weather-based irrigation controllers, a program under which we identify landscape accounts,
offer free water-use studies and free installation of weather-based irrigation controllers. The
Department has also developed and implemented a landscape retrofit program whereby
customers, on a first-come-first-serve basis, can apply for incentives to relandscape turf
surfaces. Up to 1,000 square feet of landscape per customer can qualify, until annual
program funds are exhausted. Information and results from the program will be used to
reinforce the need for landscape water conservation throughout the City.

In addition to spreading conservation to residential and landscape accounts, we work closely
with commercial, industrial and institutional (CII) customers to help them conserve water.
The Department has encouraged conservation through targeted direct marketing, through
rebates for water conserving devices, and has consistently promoted conservation in the
business community though advertisements and other promotional means.
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The Department also actively promotes conservation through its work in the classrooms of
the Long Beach Unified School District, the Miller Children’s Hospital, and the Long Beach
Aquarium of the Pacific. Long Beach Water Department promotes conservation by
supporting community functions and making presentations at local and regional events,
including advertising inserts in utility bills, and purchasing advertising space in
environmental publications and local newspapers.

WATER QUALITY

A primary objective of the Department is to deliver to our customers water that meets or
exceeds all Federal and State standards. The Department continues to be recognized as a
leader in the area of water quality. Our extensive testing and Quality Assurance/Quality
Control program ensures that water delivered to our customers is of the highest possible
quality.

The Long Beach Groundwater Treatment Plant is a state of the art water treatment facility,
including four advanced water quality laboratories. This combination helps explain why the
City's high quality drinking water consistently meets or exceeds all Federal and state drinking
water regulations.

The Department conducts extensive sampling and testing of groundwater wells, water storage
reservoirs, the water distribution system and, when appropriate, selected homes, businesses,
schools and public facilities. This year, our Water Quality laboratories collected 17,126
samples and performed 84,923 tests while maintaining certification with the California
Department of Health Services and Environmental Protection Agency (EPA).

During fiscal year 2010, the Groundwater Treatment Plant processed approximately 11.79
billion gallons of drinking water. Overall, 20.44 billion gallons of high-quality water were
delivered to the Long Beach community.

MAJOR INITIATIVES

Seawater Desalination Research

Since 1994, the Department has continued to pursue seawater desalination as a potential
source of drinking water. In 1996, the Department received authorization for Federal cost-
sharing of a seawater desalination demonstration project; and in fiscal year 2001, the
Department received an earmark in the Federal fiscal year 2002 budget, making it the only
newly funded water project by the Federal government in that budget. Federal funding
continued in fiscal years 2003 through 2010. Through an innovative public sector
partnership, the Long Beach Water Department along with the Los Angeles Department of
Water & Power and the United States Bureau of Reclamation, operated a 300,000 gallon-per-
day prototype desalination facility, one of the largest seawater desalination research and
development facilities in the United States. Research gathered from the operation of that
plant was published as a report to the U.S. Bureau of Reclamation. Additionally, the
Department operates an ongoing research project for and under-ocean intake and discharge
system.
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Conjunctive Use

The Department has also partnered with the Metropolitan Water District of Southern
California, and the California Department of Water Resources on an innovative groundwater
storage program. The $4.5 million project, which was funded by State of California
Proposition 13, has stored 4.2 billion gallons of surplus water in the Central Groundwater
Basin, and was called upon during the fiscal year to deliver 1,362.8 million gallons due to
drought conditions in southern California. A second, $2.7 million joint conjunctive use
project with the City of Lakewood was completed in 2009 with an additional 586.5 million
gallons stored as part of this project. The amounts stored in the Lakewood project may also
be called upon during the current drought conditions.

Water Distribution System

The City has an aging infrastructure, which needs to be maintained and in certain parts
replaced. At September 30, 2010, the water distribution system totaled 909 miles of water
mains with 89,706 active service connections.

During fiscal year 2010, the Department and contractors replaced 21,137 feet of deteriorated
cast iron water mains with new ductile iron pipe. This critical replacement program addresses
upgrading old pipelines, many of which were installed more than 50 years ago.

The Department maintains approximately 472 old control valves 20 inches or more in
diameter and 21,478 smaller control valves. The Department has a maintenance and
replacement program to ensure that control valves are operational and that they can be turned
off or on promptly during emergencies. During the year, the Department performed
maintenance on 2,913 valves, repaired 127 and replaced 92.

The Department also replaced 511 water services utilizing copper pipe, replaced or repaired
94 fire hydrants, responded to 11,765 customer service requests and reviewed 114 high bill
reports. The Department responds immediately, 24-hours a day, 365 days a year to water
emergencies. During the year, the Department repaired 34 water main pipeline breaks
citywide and tested, installed, repaired or exchanged 2,125 water meters.

With 31 active water wells across Long Beach supplying nearly half of the City’s water, well
maintenance is another ongoing project for the Department. Rehabilitation of water wells
and storage tanks at Alamitos and J. Will Johnson Reservoirs continues to ensure a reliable
supply of water in the future.

Sanitary Sewer Collection System

The Department has made considerable progress since 1988 in addressing the substantial

challenges posed by an aging sanitary sewer infrastructure, much of which is between 60 and

80 years old. The Department developed the first City-wide Sewer Master Plan in 1991,

which provided an initial prioritization of sewer deficiencies to be addressed. The

Department has since developed a comprehensive program of maintenance, monitoring and

repair of sewer lines including:

e an aggressive annual pipeline cleaning program and Fats, Oil and Grease (FOG) program
to address impacts to lines;
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e avideo monitoring program to assess conditions of pipelines;
e acomprehensive annual sewer infrastructure repair program.

In fiscal year 2009, the Department completed a comprehensive Sewer Master Plan Update,
providing the Department with an updated evaluation and prioritization of current
deficiencies. The plan included the use of dynamic hydraulic modeling software to assess
existing collection system performance, as well as to evaluate the system for future
conditions. Based on the plan, the Department has developed and has begun implementation
of a strategic five-year Capital Improvement Program to address aging infrastructure.

This year the Department completed 182 sewer lateral and sewer main pipeline repair jobs,
repaired private sewer lines damaged by the roots from City trees (including sidewalk
replacement), chemically treated 5,000 of the 16,135 sewer manholes to control vectors
(roaches, other insects and rodents), and cleaned 547 of the 712 miles of sewer pipelines
throughout the City.

RELEVANT FINANCIAL POLICIES

The Department’s financial statements are presented on the accrual basis of accounting. As
an enterprise fund, the cost of providing water is recovered through user charges assessed by
meter size, volumetric charges and other miscellaneous charges. The cost of providing sewer
service is also recovered through user and volumetric charges for all water customers who
are connected to the City’s sewers. Certain services, such as payroll, civil service, public
service, general service, customer billing, data processing, legal, etc., are provided to the
Department by other City departments; these costs are reimbursed to the City by transfer of
funds from the Water Fund or the Sewer Fund.

Internal Control Structure

In the development and enhancement of the Department’s accounting system, careful
consideration is given to the adequacy of the internal controls designed to provide reasonable
assurance regarding the safeguarding of assets against possible loss, unauthorized use or
disposition; to ensure the reliability of financial records for preparing financial statements
and maintaining accountability for assets, and to promote operational efficiency and
compliance with managerial policies. The concept of reasonable assurance recognizes that:
(1) the cost of a specific control feature should not exceed the benefits likely to be derived,
and; (2) the evaluation of costs and benefits requires continued estimates and judgment by
management.

Budgetary Control

The budget is a management control device for the forthcoming fiscal year. Prior to August
1 each year, the Board adopts an operating budget, which covers anticipated revenues and
expenditures of the Department. The Department's budget is also subject to the approval of
the City Council. By September 30 each year, the City Council shall approve the budget as
adopted by the Board of Water Commissioners, or shall amend the budget and approve it as
amended.
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Budgets are prepared on a cash basis for revenues and for several categories of expenses.
These budgets are not designed to be pro-forma statements of income and expense in the
same format as the Water Department’s financial statements. Instead, they are utilized
primarily for controlling costs along organizational and programmatic lines. Each Bureau
within the Department is responsible for outlays initiated by Divisions. Revenues are
monitored only at the departmental level, except in certain areas where they are controlled by
individual projects.

Risk Management

The Department participates in the City’s self-insured program for workers’ compensation,
property and tort liability. The City and the Department’s management believe that sufficient
funds are being accumulated in the City’s Insurance Internal Service Fund to meet losses as
they arise. The Department contributes to the Insurance Internal Service Fund based on
future projections and past loss experience. In addition, various risk control techniques,
including safety training for all employees, regular property appraisals, and the inclusion of
appropriate legal provisions in third party contracts, have been implemented to minimize risk
losses.

Cash Management

To obtain flexibility in cash management, the City employs a pooled cash system. Under the
City's pooling concept, all cash received or collected by the Department is required by City
Charter to be deposited with the City Treasurer who administers the cash investment
program. This includes cash from operations as well as funds restricted for Bond Service and
Reserve accounts. Earnings are allocated monthly to all participating City agencies based on
the average daily balance of pooled funds on deposit.

The City aims to maintain a reasonable and safe return on its investments, and at the same
time employs prudent investment policies to safeguard the City's cash assets and maintain
adequate levels of liquidity. Quarterly reports are presented by the Department of Financial
Management to the City Manager and City Council. The City's general investment strategies
are stated in a formal Statement of Investment Policy, which is reviewed and approved by the
City Council on an annual basis.
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AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the Department for its comprehensive
annual financial report (CAFR) for the fiscal year ended September 30, 2009. The
Certificate of Achievement is the highest form of recognition in the area of governmental
accounting and financial reporting and its attainment represents a significant accomplishment
by a government agency and its management. In order to be awarded a Certificate of
Achievement, the Department must publish an easily readable and efficiently organized
CAFR whose contents not only conform to the high program standards of the GFOA, but also
satisfy both generally accepted accounting principles and applicable legal requirements.

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

We would like to acknowledge the assistance of Sokhalay Hong, Senior Accountant, and
Yumina C. Eggleston, Senior Accountant, of the Business Bureau Finance Division in the
preparation of this report.

It is recommended that the Board of Water Commissioners receive and file the
Comprehensive Annual Financial Report for the fiscal years ended September 30, 2010 and
2009.
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Paul T. Fujita, Director/of Finance

Submitted and ‘-:g‘w—_/—,’_
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Recommended by:

B. Anatole Falagan, Deputy General Manager - Business
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ZKevin L. Wattler General Manager
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M KPMG LLP

Suite 2000
355 South Grand Avenue
Los Angeles, CA 90071-1568

Independent Auditors’ Report

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

We have audited the accompanying financial statements of the business-type activities of the Long Beach
Water Department (the Department) of the City of Long Beach, California (the City) as of and for the years
ended September 30, 2010 and 2009, as listed in the table of contents. These financial statements are the
responsibility of the Department’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

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

As discussed more fully in note 1 to the basic financial statements, the financial statements of the
Department are intended to present the financial position, the changes in financial position, and where
applicable, cash flows of only that portion of the business-type activities and each major fund of the City
that are attributable to the transactions of the Department. They do not purport to, and do not, present fairly
the financial position of the City as of September 30, 2010 and 2009, and the changes in its financial
position, or, where applicable, its cash flows for the years then ended, in conformity with U.S. generally
accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Long Beach Water Department of the City of Long Beach, California, as of
September 30, 2010 and 2009, and the respective changes in its financial position and its cash flows for the
years then ended, in conformity with U.S. generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated June 24, 2011 on
our consideration of the Department’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.



with Government Auditing Standards and should be read in conjunction with this report in assessing the
results of our audits.

The information in the Management’s Discussion and Analysis on pages 3 to 22 is not a required part of
the financial statements, but is supplementary information required by U.S. generally accepted accounting
principles. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of this information. However, we did
not audit thisinformation and, accordingly, we express no opinion on it.

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

KPMe LLP

June 24, 2011
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As the management of the Long Beach Water Department (a department of the City of
Long Beach), we offer readers of the Long Beach Water Department’'s financial
statements this narrative overview and analysis of the financial activities of the Department
for the fiscal years ended September 30, 2010 and 2009. We encourage readers to
consider the information presented here in conjunction with the accompanying financial
statements. The Long Beach Water Department (the Department) is comprised of the
City’s Water Enterprise Fund (Water Fund) and Sewer Enterprise Fund (Sewer Fund)
operations. All amounts, unless otherwise indicated, are expressed in thousands of
dollars.

FINANCIAL HIGHLIGHTS

The Department’'s assets exceeded its liabilities at the close of fiscal year 2010 by
$315,796 (net assets). The Department’s net assets are further broken down between the
Water Enterprise Fund and Sewer Enterprise Fund below.

Water Enterprise Fund. Assets exceeded its liabilities at the close of fiscal year 2010 by
$263,192. Of this amount, $36,386 (unrestricted net assets) is available to meet the Water
Fund's ongoing obligations to creditors and customers. Unrestricted net assets
represented 45.8% of the Water Fund’'s annual operating expenses for FY2010 as
compared with 26.6% for FY2009. Total Water Fund net assets were increased by
$18,294 (+7.5 %) from the prior fiscal year. This increase is attributable to income of
$16,031 and capital contributions of $2,263.

Sewer Enterprise Fund. Net assets totaled $52,604 as of September 30, 2010, an
increase of $964 (+1.9%) from the prior fiscal year. The increase reflects income in
excess of expenses during the year. At the end of the current fiscal year, Sewer Fund’s
unrestricted net assets represented 44.4% of annual operating expenses for FY2010 as
compared with 28.8% for FY2009.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the Department’s
financial statements. Because the Department is a business-type activity of the City of
Long Beach, enterprise funds are used to account for its water and sewer operations.
These financial statements include only the activities of the Department and provide
comparative information for the last two fiscal years. Information on Citywide financial
operating results is available in the City of Long Beach Comprehensive Annual Financial
Report as of September 30, 2010.
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The Department's financial statements are comprised of two components: 1) financial
statements and 2) notes to financial statements. Included as part of the financial
statements are the Statements of Net Assets, Statements of Revenues, Expenses and
Changes in Fund Net Assets, and Statements of Cash Flows.

The Statements of Net Assets present the Department’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 the
Department is improving or deteriorating.

The Statements of Revenues, Expenses, and Changes in Fund Net Assets present
information showing how the Department's net assets have changed during the most
recent two fiscal years. Results of operations are recorded under the accrual basis of
accounting, whereby transactions are reported as underlying events occur, regardless of
the timing of 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 (i.e., accounts
payable and accounts receivable). The Department's use of the accrual basis of
accounting is more fully described in the accompanying Notes to Financial Statements.

The Statements of Cash Flows present flows of cash and cash equivalents during the last
two fiscal years, including certain restricted amounts.

The Notes to Financial Statements provide additional information that is essential to the
full understanding of the data provided in the financial statements and can be found on
pages 26-52 of this report.

FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of the Department’s
financial position. A summary of the Department’s Statements of Net Assets for the past
three years is presented on page 5. As of September 30, 2010, Water Fund assets
exceeded liabilities by $263,192, and Sewer Fund assets exceeded liabilities by $52,604,
representing a 7.5% increase in net assets over the prior fiscal year for the Water Fund
and a 1.9% increase in Sewer Fund nets assets. Net assets are further categorized by
investments in capital assets, and restricted and unrestricted net assets.

As of September 30, 2010, investment in capital assets, such as production, transmission,
and distribution facilities, less any related debt used to acquire those assets that remains
outstanding, represented 84.9% and 88.2% of Water Fund and Sewer Fund net assets,
respectively. The Department uses these capital assets to provide services to customers;
consequently, these assets are not available for future spending. Resources needed to
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repay the outstanding debt on the Statements of Net Assets must come from other
sources such as operations.

The restricted portion of the Water Fund’s net assets (1.2% and 1.7% of total net assets as
of September 30, 2010 and 2009, respectively) represents resources that are subject to
external restrictions on how they may be used. These restrictions are for items such as
debt repayment and other legally restricted purposes.

The unrestricted portion of the Department’s net assets (13.5% and 7.9% of total net
assets as of September 30, 2010 and 2009, respectively) may be used to meet the
Department’s ongoing obligations to creditors and customers.

The Department’'s Condensed Schedules of Net Assets as of September 30, 2010, 2009
and 2008 are as follows (in thousands):

Long Beach Water Department
Condensed Schedules of Net Assets
September 30, 2010, 2009 and 2008
(in thousands)

Variance
2010/2009 2009/2008
2010 2009 2008 Amount % Amount %
Assets:
Current and other assets $ 62473 $ 44,137 $ 26,920 $ 18,336 41.5% $ 17,217 64.0%
Capital assets 307,507 309,010 309,039 (1,503) -0.49% (29) -0.01%
Total assets 369,980 353,147 335,959 16,833 4.8% 17,188 5.1%
Liabilities:
Current liabilities 10,363 13,751 9,694 (3,388) -24.6% 4,057 41.9%
Noncurrent liabilities 43,821 42,858 37,490 963 2.2% 5,368 14.3%
Total liabilities 54,184 56,609 47,184 (2,425) -4.3% 9,425 20.0%
Net Assets:
Invested in capital assets,
net of related debt 269,942 268,865 269,766 1,077 0.4% (901) -0.3%
Restricted 3,247 4,240 4,178 (993) -23.4% 62 1.5%
Unrestricted 42,607 23,433 14,831 19,174 81.8% 8,602 58.0%
Total net assets $ 315,796 $ 296,538 $ 288,775 $ 19,258 6.5% $ 7,763 2.7%
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The Department's financial position is further broken down as follows between the
Department’s Water Enterprise Fund and the Sewer Enterprise Fund as of September 30,
2010, 2009 and 2008:

Long Beach Water Department
Condensed Schedules of Net Assets
September 30, 2010, 2009 and 2008

(in thousands)

Variance
2010/2009 2009/2008
Water Enterprise Fund 2010 2009 2008 Amount % Amount %
Assets:
Current and other assets $ 53227 $ 36,187 $ 23,145 $ 17,040 47.1% $ 13,042 56.3%
Capital assets 259,288 260,666 260,498 (1,378) -0.5% 168 0.1%
Total assets 312,515 296,853 283,643 15,662 5.3% 13,210 4.7%
Liabilities:
Current liabilities 9,502 13,097 9,308 (3,595) -27.4% 3,789 40.7%
Noncurrent liabilities 39,821 38,858 37,490 963 2.5% 1,368 3.6%
Total liabilities 49,323 51,955 46,798 (2,632) -5.1% 5,157 11.0%
Net Assets:
Invested in capital assets,
net of related debt 223,559 220,974 221,225 2,585 1.2% (251) -0.1%
Restricted 3,247 4,240 4,178 (993) -23.4% 62 1.5%
Unrestricted 36,386 19,684 11,442 16,702 84.9% 8,242 72.0%
Total net assets $ 263,192 $ 244,898 $ 236,845 $ 18,294 7.5% $ 8,053 3.4%
Sewer Enterprise Fund
Assets:
Current and other assets $ 9246 $ 7950 $ 3,775 $ 1,296 16.3% 4,175 110.6%
Capital assets 48,219 48,344 48,541 (125) -0.3% (197) -0.4%
Total assets 57,465 56,294 52,316 1,171 2.1% 3,978 7.6%
Liabilities:
Current liabilities 861 654 386 207 31.7% 268 69.4%
Noncurrent liabilities 4,000 4,000 - - - 4,000 100%
Total liabilities 4,861 4,654 386 207 4.4% 4,268 1105.7%
Net Assets:
Invested in capital assets,
net of related debt 46,383 47,891 48,541 (1,508) -3.1% (650) -1.3%
Unrestricted 6,221 3,749 3,389 2,472 65.9% 360 10.6%
Total net assets $ 52604 $ 51,640 $ 51,930 $ 964 1.9% $ (290) -0.6%
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Fiscal Year Ended September 30, 2010 compared to 2009

Water Enterprise Fund. Net assets increased by $18,294 (+7.5%) over FY2009.
Approximately 87.6% ($16,031) of this increase was attributable to revenues in excess of
expenses. The remaining 12.4% ($2,263) is due to contributed capital from State and
Federal grants for seawater desalination capital projects totaling $1,801, and contributed
capital from developer project water infrastructure improvements totaling $462.

Current and other assets increased by $17,040 (+47.1%) from FY2009, due primarily to an
increase in cash reserves from the sale of surplus land adjacent to the Department’s J.
Will Johnson Water Tank Reservoir in Rancho Dominguez, increases on water rates, and
a decrease on capital improvements spending. Capital assets decreased by $1,378 (-
0.5%) over the prior year mainly due to retirement of the Seawater Desalination Prototype
Research and Development Facility.

Current liabilities decreased by $3,595 (-27.4%) from FY2009, primarily due to the
issuance of Water Revenue Refunding Bonds, Series 2010A, to advance refund $24,290
(82.4%) of the outstanding Series 1997A Water Revenue Refunding Bonds to take
advantage of lower interest rates. The refunding was structured to achieve debt service
savings upfront over the next two fiscal years. Additionally, Accounts Payable decreased
from FY2009, reflecting additional water purchases under the Metropolitan Water District’s
Conjunctive Use Program in FY2009, which did not occur in FY2010.

Sewer Enterprise Fund. Net assets increased $964 (+1.9%) over FY2009 due to income
exceeding expenses for the vyear. Current assets increased by $1,296
(+16.3%), reflecting an increase in sewer rates, capacity charges revenue and
contributions in aide of construction. Current liabilities increased by $207 (+31.7%)
compared to FY2009 mainly due to contracted engineering design services and other
technical services for sewer system infrastructure.

Fiscal Year Ended September 30, 2009 compared to 2008

Water Enterprise Fund. Net assets increased by $8,053 (+3.4%) over FY2008.
Approximately 72.4% ($5,832) of this increase was attributable to revenues in excess of
expenses. The remaining 27.6% ($2,221) is due to contributed capital from State and
Federal grants for seawater desalination and reclaimed water expansion capital projects
totaling $1,868, and contributed capital from developer project water infrastructure
improvements totaling $353.

Current and other assets increased by $13,042 (+56.3%) from FY2008, due primarily to an
increase in cash reserves from revenues in excess of operating expenses. Capital assets
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increased by $168 (+0.1%) over the prior year due to continued expenditures on the
capital improvement program.

Current liabilities increased by $3,789 (+40.7%) over FY2008, primarily due to increased
purchased water costs, replenishment assessment (pump tax), and recognition of current
portion of the accrued site restoration costs. Noncurrent liabilities increased by $1,368
(+3.6%) from the prior year. The increase is mostly attributable to the issuance of $3,000
in Subordinate Water Revenue Commercial Paper Notes to finance water infrastructure
improvements. This increase was offset by the annual principal payments of the Water
Revenue Refunding bonds.

Sewer Enterprise Fund. Net assets decreased $290 (-0.6%) from FY2008 due to
expenses exceeding revenues for the year. Current assets increased by $4,175
(+110.6%), reflecting an increase in cash reserves due primarily to the issuance $4,000 in
Senior Sewer Revenue Commercial Paper Notes to fund major sewer capital improvement
projects. Capital assets decreased $197 (-0.4%) over FY2008, primarily due to most
major sewer main pipe rehabilitation and replacement projects being in the planning
stage during FY2009. Current liabilities increased by $268 (+69.4%) compared to
FY2008 mainly due to contracted Closed-circuit Television specialty services (CCTV) for
inspecting and assessing sewer main pipes, and fiscal agent fees related the sewer
commercial paper program.

Noncurrent liabilities increased by $4,000 (+100.0%) due to the issuance of the Senior
Sewer Revenue Commercial Paper Notes during FY20009.
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The Water Department’'s Condensed Schedules of Revenues, Expenses and Changes
in Fund Net Assets provide further insight as to the nature and source of changes in net
assets and are summarized as follows for the years ended September 30, 2010, 2009,

and 2008 (in thousands):

Condensed Schedules of Revenues, Expenses, and Changes in Fund Net Assets

Long Beach Water Department

Fiscal Years Ended September 30, 2010, 2009 and 2008

(in thousands)

Variance
2010/2009 2009/2008
2010 2009 2008 Amount % Amount %
Operating Revenues:
Metered water sales $ 63459 $ 58,338 $ 52,934 $ 5121 8.8% $ 5,404 10.2%
Reclaimed water sales 2,806 2,458 2,413 348 14.2% 45 1.9%
Service charges 28,927 24,721 21,367 4,206 17.0% 3,354 15.7%
Maintenance services 173 252 442 (79) -31.3% (190) -43.0%
Other services 6,972 7,463 5,987 (491) -6.6% 1,476 24.7%
Total operating revenues 102,337 93,232 83,143 9,105 9.8% 10,089 12.1%
Operating Expenses:
Cost of water 21,588 19,509 18,036 2,079 10.7% 1,473 8.2%
Personal services 20,590 19,094 18,041 1,496 7.8% 1,053 5.8%
Maintenance and other 23,767 22,096 19,568 1671 7.6% 2,528 12.9%
Depreciation and amortization 14,498 13,634 11,801 864 6.3% 1,833 15.5%
Permit fees 9,861 9,545 9,043 316 3.3% 502 5.6%
Other 3,133 3,041 3,033 92 3.0% 8 0.3%
Total operating expenses 93,437 86,919 79,522 6,518 7.5% 7,397 9.3%
Operating income 8,900 6,313 3,621 2,587 41.0% 2,692 74.3%
Non-Operating Income (Expenses):
Interest income 352 526 774 174) -33.1% (248) -32.0%
Interest expense (1,864) (1,922) (2,078) 58 -3.0% 156 -7.5%
Gain (Loss) on disposition of property (170) (42) (108) (128) 304.8% 66 -61.1%
Rents 1,345 1,181 1,382 164 13.9% (201) -14.5%
Land Sales 10,000 - - 10,000 100.0% -
Other income (expenses), net (1,878) (514) (456) (1,364)  265.4% (58) 12.7%
Income before contributed capital 16,685 5,542 3,135 11,143 201.1% 2,407 76.8%
Capital contributions 2,573 2,221 3,746 352 15.8% (1,525) -40.7%
Change in net assets 19,258 7,763 6,881 11,495 148.1% 882 12.8%
Beginning net assets 296,538 288,775 281,894 7,763 2.7% 6,881 2.4%
Ending net assets $ 315,796 _$ 296,538 $ 288,775 _$ 19,258 6.5% $ 7,763 2.7%
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The Department's operations are further broken down as follows between the
Department’'s Water Enterprise Fund and the Sewer Enterprise Fund for the years ended
September 30, 2010, 2009 and 2008:

Water Enterprise Fund
Condensed Schedules of Revenues, Expenses, and Changes in Fund Net Assets
Fiscal Years Ended September 30, 2010, 2009 and 2008
(in thousands)

Variance
2010/2009 2009/2008
2010 2009 2008 Amount % Amount %
Operating Revenues:
Metered water sales $ 58169 $ 53,798 $ 48,976 $ 4,371 81% $ 4822 9.8%
Reclaimed water sales 2,806 2,458 2,413 348 14.2% 45 1.9%
Service charges 19,983 17,299 15,156 2,684 15.5% 2,143 14.1%
Other services 6,193 7,222 4,839 (1,029) -14.2% 2,383 49.2%
Total operating revenues 87,151 80,777 71,384 6,374 7.9% 9,393 13.2%
Operating Expenses:
Cost of water 21,588 19,509 18,036 2,079 10.7% 1,473 8.2%
Personal services 16,855 15,654 14,974 1,201 7.7% 680 4.5%
Maintenance and other 21,371 19,225 17,197 2,146 11.2% 2,028 11.8%
Depreciation and amortization 12,331 12,434 10,628 (103) -0.8% 1,806 17.0%
Permit fees 5,568 5,393 5,107 175 3.2% 286 5.6%
Other 1,709 1,701 1,705 8 0.5% (4) -0.2%
Total operating expenses 79,422 73,916 67,647 5,506 7.4% 6,269 9.3%
Operating income 7,729 6,861 3,737 868 12.8% 3,124 83.6%
Non-Operating Income (Expenses):
Interest income 302 456 602 (154) -33.8% (146) -24.3%
Interest expense (1,773) (1,891) (2,078) 118 -6.2% 187 -9.0%
Gain (Loss) on disposition of property (170) (42) (108) (128)  304.8% 66 -61.1%
Rents 1,345 1,181 1,382 164 13.9% (201) -14.5%
Land Sales 10,000 - - 10,000 100.0% -
Other income (expenses), net (1,402) (733) (458) (669) 91.3% (275) 60.0%
Income before contributed capital 16,031 5,832 3,077 10,199 174.9% 2,755 89.5%
Capital contributions 2,263 2,221 3,746 42 1.9% (1,525 -40.7%
Change in net assets 18,294 8,053 6,823 10,241 127.2% 1,230 18.0%
Beginning net assets 244,898 236,845 230,022 8,053 3.4% 6,823 3.0%
Ending net assets $ 263,192 $ 244,898 $ 236,845 $ 18,294 7.5% $ 8,053 3.4%
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Sewer Enterprise Fund

(in thousands)

Variance
2010/2009 2009/2008
2010 2009 2008 Amount % Amount %

Operating Revenues:
Metered water sales $ 5290 $ 4540 $ 3,958 750 16.5% $ 582 14.7%
Service charges 8,944 7,422 6,211 1,522 20.5% 1,211 19.5%
Maintenance services 173 252 442 (79) -31.3% (190) -43.0%
Other services 779 241 1,148 538 223.2% (907) -79.0%
Total operating revenues 15,186 12,455 11,759 2,731 21.9% 696 5.9%

Operating Expenses:
Personal services 3,735 3,440 3,067 295 8.6% 373 12.2%
Maintenance and other 2,396 2,871 2,371 (475) -16.5% 500 21.1%
Permit fees 4,293 4,152 3,936 141 3.4% 216 5.5%
Depreciation 2,167 1,200 1,173 967 80.6% 27 2.3%
Other 1,424 1,340 1,328 84 6.3% 12 0.9%
Total operating expenses 14,015 13,003 11,875 1,012 7.8% 1,128 9.5%
Operating income (expenses) 1,171 (548) (116) 1,719 -313.7% (432) 372.5%

Non-Operating Income (Expenses):
Interest income 50 70 172 (20) -28.6% (102) -59.3%
Interest expense (91) (31) (60) 193.5% (31) -100.0%
Other income (expenses), net (476) 219 2 (695) -317.4% 217  10850.0%
Income (loss) before

contributed capital 654 (290) 58 944 -325.5% (348) -600.2%
Capital contributions 310 - - 310 - - -
Change in net assets 964 (290) 58 1,254 -432.4% (348) -600.2%
Beginning net assets 51,640 51,930 51,872 (290) -0.6% 58 0.1%
Ending net assets $ 52604 $ 51640 $51930 $ 964 1.9% $ (290) -0.6%
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Sources of Revenues
Sources of revenue for fiscal years 2010 and 2009 are shown on the following charts.

Water Enterprise Fund

2010 2009
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Management Review of the Department’s Revenues

Water Enterprise Fund

Fiscal Year Ended September 30, 2010 compared to 2009

Total operating revenues were $87,151 a net increase of $6,374 (+7.9 %) over FY2009.
The major elements of this net increase are as follows:

Metered potable water sales increased by $4,371 (+8.1%) and reclaimed water sales
increased by $348 (+14.2%) compared to FY2009, primarily due to a 16% increase in
potable water and reclaimed water rates effective October 1, 2009. The increase in
sales was partially offset by the Department’s effective water conservation campaigns
and programs.

Daily service charges increased by $2,684 (+15.5%) over FY2009 which reflects the
16% rate increase imposed on October 1, 2009.

Revenue from other services totaled $6,193, a decrease of $1,029 (-14.2%) from the
prior year. The major factors to this net decrease are as follows:

= Revenue received from operating the Water Replenishment District of Southern
California (WRD) Leo Vander Lans Reclaimed Water Treatment facility
decreased by $978 (-46.1%) compared to FY2009 due to the renegotiated
operations contract during FY2010.

= Revenue from Unmetered Water sales increased by $1,058 (+31.7%) mainly
due to water purchases used to replenish the Central Basin aquifer as part of
the agreements between the Department and Central Basin Municipal Water
District (CBMWD).

= Revenue received mainly from sales of potable water to WRD to replenish the
central groundwater basin for Alamitos Barrier operations decreased by
$1,036 (-100.0%) in FY2010.

Fiscal Year Ended September 30, 2009 compared to 2008

Total operating revenues were $80,777, a net increase of $9,393 (+13.2%) over
FY2008. The major factors to this net increase are as follows:

Metered potable water sales increased by $4,822 (+9.8%) and reclaimed water sales
increased by $45 (+1.9%) compared to FY2008, primarily due to the 15% increase in
potable water and reclaimed water rates effective October 1, 2008. The increase in
sales was offset by the Department’'s effective water conservation campaigns and
programs.
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