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Statf Report
City of Manhattan Beach

TO: Honorable Mayor Tell and Members of the City Council
THROUGH:%Evid N. Carmany, City Manager

FROM: Bruce Moe, Director of Finance

DATE: January 17, 2012

SUBJECT: Fiscal Year 2010-2011 Financial Audit Results and Comprehensive Annual
Financial Report

RECOMMENDATION:
Staff recommends that the City Council receive and file this report.

FISCAL IMPLICATION:

There is no fiscal implication associated with the recommended action. The results of fiscal year
(FY) 2010-2011 are summarized below, and are included in the attached “Comprehensive Annual
Financial Report” (CAFR).

DISCUSSION:

Attached to this report is the City’s CAFR for the year ended June 30, 2011. This independent audit
report is prepared by the City’s auditor, Lance, Soll and Lunghard, the certified public accountancy
firm whose contract was renewed by the Council in FY 2008-2009. We would like to take this
opportunity to acknowledge the auditor’s professionalism and diligence in the completion of the FY
2010-2011 audit.

We are pleased to report that once again, the City has received an unqualified audit opinion,
meaning that the auditor believes that the City’s financial statements are fairly presented in all
material respects in conformity with Generally Accepted Accounting Principles (GAAP).

While last year (FY 2009-2010) we also received an unqualified opinion, the auditors identified a
deficiency in internal control that they considered to be a “material weakness.” A material
weakness is a deficiency, or combination of deficiencies, in internal control such that there is a
reasonable possibility that a material misstatement of the City’s financial statements will not be
prevented, or detected and corrected on a timely basis. The deficiency was in the area of Grant
Revenue recognition. We are pleased to report that last year’s deficiency was corrected. No other
deficiencies were reported as a result of the FY 2010-2011 audit.
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The attached report contains detailed information about the City’s financial results for FY 2010-
2011. The document, which is in industry-standard format, is organized as follows:

The Introductory Section includes the City’s transmittal letter providing an executive summary
of the financial and economic events characterizing FY 2010-2011. A review of the transmittal
letter will help the reader understand the City's organizational structure and provides performance
highlights of the City’s most significant funds and operations.

The Financial Section presents the independent auditor’s report. The auditor’s report contains
two main sections: the Audit Opinion and the Management Discussion & Analysis (MD&A).
The Audit Opinion, worded in an industry standard format, provides a statement by the auditor
attesting to the fair presentation of financial data in conformity with generally accepted
accounting principles and government accounting standards. The required MD&A is intended to
serve as an.introduction to the City’s basic financial statements, which comprise three
components: 1) Government Wide Financial statements, 2) Fund Financial statements, and 3)
notes to the financial statements, which is an overview and analysis of the financial activities of
the City of Manhattan Beach for the fiscal year ended June 30, 2011.

The Government-wide financial statements are designed to provide readers with a broad
overview of the City’s finances, in a manner similar to a private-sector business. These
statements utilize full accrual accounting as is done in private industry. The statements included
in this section are the statement of net assets and the statement of activities. Both government-
wide statements are designed to show the annual increase or decrease in net assets and, in doing
s0, distinguish functions of the City that are principally supported by taxes and intergovernmental
revenues (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). The
governmental activities of the City include general government, public safety, public works,
planning, building and safety, and recreation. The City’s business-type activities include water,
waste water, storm water, refuse and parking.

The Fund Financial Statements include governmental funds reported on a budgetary modified
accrual basis and proprietary funds reported on a full accrual basis. Major governmental funds
(General Fund, Capital Improvement Fund) and major enterprise funds (Water, Waste Water,
Refuse and Parking) are shown individually, while non-major funds are aggregated into a single
column. Internal service funds are considered minor proprietary funds and are aggregated
following enterprise funds.

The Notes to the Financial Statements section follows, which provides financial disclosures
about the City’s financial statements.

This section is followed by the Combining Financial Statements & Schedules and the
Statistical Section. The combining statements are presented in the traditional fund manner and
report on the detail of all non-major funds which appear on a combined basis in the front of the
document. The Statistical Section, not subject to audit investigation, provides general trend
information presenting financial and economic data over time.
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We recommend that the Council, at a minimum, review the Letter of Transmittal, and MD&A
portions of the report. These will provide an overview of the audit results and financial highlights.

The audit results were discussed with the Finance Subcommittee at their December 2011 meeting.
While there is not a formalized presentation of the audit results, the Auditor is available to answer
questions at the Council meeting.

Summary of Results

General Fund

Overall, General Fund results were better than budgeted projections. Revenues exceeded
expenditures by $2,261,948. When considering net transfers to and from other funds, and sale of
capital assets, General Fund balance increased by $1,658,789 over the prior year. Transfers out,
which totaled $724,350, included $542,684 to the Capital Improvement Project (CIP) Fund to
facilitate the purchase of the City’s share of the City Manager’s home as well as other scheduled
transfers (the list of transfers is detailed in the audit report in the MD&A).

By category, revenues exceeded the final (amended) budget by $2,585,477 in the following
classifications:

FY 2010-2011 General Fund Revenues - Actuals versus Budget

Fiscal Year 2010-2011 Adjusted Variance

General Fund Revenue Category Budget Actuals to Budget % Variance
Property Tax $19,528,792 $19,791,425 $262,633 1.3%
Other Taxes & Assessments 14,491,925 15,834,382 1,342,457 9.3%
Licenses & Pemits 1,020,450 1,281,400 260,950 25.6%
Fines 2,753,000 2,757,132 4,132 0.2%
Interest & Rents 2,510,720 2,569,397 58,677 2.3%
From Other Agencies 466,559 499,736 33,177 7.1%
Senices 5,406,597 5,818,102 411,505 7.6%
Interfund Charges & Transfers 3,034,280 3,025,305 (8,975) (0.3%)
Miscellaneous Revenues 230,000 450,921 220,921 96.1%

i kF $49

osmve variance indicates Actuals have exceeded the Adjusted Budget.
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Expenditures came in under final (amended) budget by $1,946,735. The results by classification
are as follows:

FY 2010-2011 General Fund Expenditures - Actuals versus Budget

Fiscal Year 2010-2011 Adjusted Variance

General Fund Expenditures by Class Budget Actuals from Budget % Variance
Personnel Senices $34,945,022 $34,245,893 $699,129 2.0%
Operating Expenses 14,939,231 13,997,138 942,093 6.3%
Capital Outlay 9,700 - 9,700 100.0%
Debt Senice 1,798,203 1,507,586 290,617 16.2%
Interfund Transfers 20,431 15,235 5,196 25.4%

rakEunidEpendittires i

Positive variance indicates Actuals are under budget.

Fiscal Year 2010-2011 Adjusted Variance
General Fund Expenditures by Subclass Budget Actuals from Budget % Variance
Salary & Wages $24,685,667 $24,489,075 $196,592 0.8%
Employee Benefits 10,259,355 9,756,818 502,537 4.9%
Subtotal Personnel Services $34,945,022 $34,245,893 $699,129 2.0%
Contract & Professional Senices $5,343,493 $5,350,808 ($7,315) {0.1%)
Materials & Senices 3,014,627 2,212,696 801,931 26.6%
Utilities 882,555 874,544 8,011 0.9%
Interal Senice Charges 5,698,556 5,559,090 139,466 2.4%
Subtotal Operating Expenses $14,939,231 $13,997,138 $942,093 6.3%
Property & Equipment $9,700 - $9,700 100.0%
Subtotal Capital Outlay $9,700 - $9,700 100.0%
Bond Debt $1,798,203 $1,507,586 $290,617 16.2%
Subtotal Debt Services $1,798,203 $1,507,586 $290,617 16.2%
Transfers Out $20,431 $15,235 $5,196 25.4%
Subtotal Interfund Transfers $20,431 $15,235 $5,196 25.4%

Personnel costs and Debt Service were $699,129 and $290,617 below budget respectively.
Operating Expenses came in $942,093 under budget, and included Materials and Services (under
by $801,931)! and Internal Service Charges (under by $139,466). Debt Service was under
budget by $290,617 because the variable rate debt utilized for Marine Avenue Sports Fields and

1

The final budget included an appropriation (budget adjustment)
for $432,000 for the City Manager's home loan. However, the loan
is not included in the actual expenditures because it is
capitalized as a non-spendable long term note receivable.
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the South Bay Regional Public Communications Authority requires that we budget payments tied
to a certain bond index while the actual interest rate paid has been well below that threshold.

The total fund balance in the General Fund as of June 30, 2011 was $19,904,622. Utilizing the
recent governmental accounting standards classifications for governmental type funds (GASB
54), the fund balance is as follows:

Unassigned $18,270,832
Restricted $ 1,182,271
Non-Spendable $ 451,519

The Unassigned category includes the City Council financial policy reserve of 20% ($9.9
million) and the Economic Uncertainty Reserve of $4 million. Once all City Council established
internal reserves and designations have been accounted for, the General Fund, had an available
balance as of June 30, 2011 of $4.4 million (please note that this amount does not reflect
subsequent appropriations from the available fund balance including those in the fiscal year
2011-2012 budget).

Other Funds of Note
While most funds performed as expected, several are worth mentioning.

* The Water Fund showed improvement from prior years. Net income from operations
totaled $1,359,368, an improvement from the prior year which had a net operating loss of
$186,809. Revenue from sales increased by 21%, while operating expenses (labor,
materials, services, etc.) rose by 1.4%. The new water rates, which became effective half
way through fiscal year 2010-2011 contributed to the results which will be used to fund
planned capital improvements to the utility’s infrastructure, estimated at $27.3 million
over the next five years.

e The Waste Water fund net operating income for FY 2010-2011 was $1,000,284 versus
$209,160 in fiscal year 2009-2010 — a net increase of $791,124. This improvement is
primarily due to the new waste water rates implemented along with the water rates in
January 2011. Similar to the water utility, the new rates are being utilized to fund needed
capital improvements to the waste water system, estimated at $11.3 million over the next
five years.

* The Refuse Fund continued to operate at a deficit, realizing a net operating loss in FY
2011 of $195,092. Operating expenses increased by 2.5% ($104,664) while revenues rose
by only $79,279 (1.9%). The continued losses in this enterprise are due to insufficient
rates to cover total operating costs. However, with the implementation of a new refuse
hauling contract in late fiscal year 2011 along with a new rate structure, such losses are
expected to be mitigated.

e The Street Lighting Fund continues to run deficits each year. For FY 2010-2011,
expenditures exceeded revenues by $172,666. Because there is no fund balance to draw
upon, the General Fund contributed $172,666 to make up for the deficit in the Street
Lighting Fund. These contributions will be necessary until a Proposition 218 assessment
vote is successful in raising the assessment rates and revenues.
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CONCLUSION:

Staff is pleased to report that the fiscal year 2010-2011 financial audit resulted in the City once
again receiving an unqualified opinion. The General Fund performed better than expected, with
revenues exceeding expenditures by $2.26 million, and fund balance increasing by $1.66 million.
City Council policy reserves remain fully funded.

The Water and Wastewater Funds are improving with the new rate structure which is needed to
support capital projects. Due to new rates, the Refuse Fund is expected to improve, but may
require further attention given a shortfall in operating cost recovery. The Street Lighting Fund
continues to operate in a deficit manner, pending a future assessment vote.

The City Manager and Finance Director wish to recognize the dedication, hard work and
attention to detail of all departments during the year that enables the City to achieve the
unqualified opinion. Special recognition is in order for Finance staff, particularly Henry Mitzner,
Jeanne O’Brien, Eden Serina, Eugene Wee and Julie Chan.

Attachments: A. Comprehensive Annual Financial Report for FY 2010-2011
B. Management Letter
C. Audit Committee Letter
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City Hall 1400 Highland Avenue Manhattan Beach, @266-4795
Telephone (310) 802-5000 FAX (310) 802-5001 TDDOj3346-3501

January 17, 2012

Honorable Mayor, Councilmembers and Citizens of Mdtan Beach
Manhattan Beach City Hall
Manhattan Beach, California 90266

We are pleased to present the Comprehensive Arkinahcial Report of the City of Manhattan
Beach for the Fiscal Year ended June 30, 2011. ifEmsert has been prepared in accordance with
generally accepted accounting principles as séh fior the pronouncements of the Governmental
Accounting Standards Board (GASB).

The City’'s financial policies require an externaflépendent audit be performed annually, and that
the auditor’s opinions be included in the ComprehenAnnual Financial Report (CAFR). Further,
it states that the results be reviewed with theak@e Subcommittee, and presented to the City
Council no later than February' bf the following year. The Finance Subcommitteet mith the
auditor and discussed the results in December 2011.

Responsibility for the accuracy of the data andftieess of presentation, including all footnotes
and disclosures, rests with the City. To the béstun knowledge and belief, the enclosed data are
accurate in all material respects and are repantedmanner designed to present fairly the findncia
position and results of operations of the variousdé of the City. All material, statements and
disclosures necessary for the reader to obtainoeotigh understanding of the City's financial
activities have been included.

City management is responsible for establishingraathtaining fiscal internal controls designed to
safeguard the assets of the government from loe&,dr misuse, and to ensure that accounting data
is accurately compiled to allow for the preparatioinfinancial statements in conformity with
generally accepted accounting principles. The matercontrol structure is designed to provide
reasonable, but not absolute, assurance that titgeetives are met. The concept of reasonable
assurance recognizes that the cost of controlddinot exceed the benefits likely to be derived] an
the valuation of costs and benefits require esesand judgments by management.

The City’s financial statements have been auditetance, Soll & Lunghard, CPAs, an accounting
firm selected by the City Council, based on a rem@mdation from the Finance Subcommittee. The

Fire Department Temporary Facility Address: 1598ayaDrive, Manhattan Beach, CA 90266 FAX (310) &r01
Police Department Temporary Facility Address: 180Peck Ave., Manhattan Beach, CA 90266 FAX (31M3-8101
Public Works Department Address: 3621 Bell Averianhattan Beach, CA 90266 FAX (310) 802-5301
Visit the City of Manhattan Beai;h Web Sitenatrw.citymb.info



goal of the independent audit was to provide reaslenassurance that the financial statements of the
City are free of material misstatement. The indepain audit involved examining, on a test basis,
evidence supporting the amounts and disclosureshén financial statements, assessing the
accounting principles used and significant estismateade by management, and evaluating the
overall financial statement presentation. The ietej@nt auditor concluded, based upon the audit,
that there was a reasonable basis for renderingngnalified opinion that the City of Manhattan
Beach’s financial statements for the fiscal yeadesh June 30, 2011, are fairly presented in
conformity with generally accepted accounting ppies (GAAP).

The independent auditor’s report is presented aditst component of the financial section of this
report. Due to the amount of Federal grant fuhesQity received in FY 2010-2011, the City is not
required to conduct a “single audit.”

GAAP requires that management provide a narratiteoduction, overview, and analysis to
accompany the basic financial statements in then fof Management’s Discussion and Analysis.
This letter of transmittal is designed to completm#re Management Discussion & Analysis
(MD&A) and should be read in conjunction with ithd City’s MD&A can be found immediately

following the report of the independent auditor.

Profile of the Gover nment

The City of Manhattan Beach is located in South Bagion of Los Angeles county. The current
populatiort is 35,248. The City encompasses approximatelysquare miles.

Incorporated in 1912 under the general laws ofStade of California, the city operates under the
Council-Manager form of government. The City Caureccomprised of five members elected at-

large for overlapping four-year terms. Each memhbay serve as Mayor for a nine month period
once during his or her four year term in officeheTCity Treasurer is also elected to a four year
term, and serves as the chairperson for the FinBnbeommittee. City Councilmembers are limited

to two terms.

The City Council is responsible for, among othendk, passing ordinances, adopting the budget,
appointing committees, and appointing the City Mpara and City Attorney. The City
Councilmembers also serve as the governing bodheotManhattan Beach Capital Improvements
Corporation (please see Note 1 in the CAFR for nmdfiggmation).

In addition, the City Council appoints the memberfs the following advisory Boards and
Commissions:

Planning Commission Parking and Public Improveisi€@ommission
Parks & Recreation Commission Cultural Arts Cominiss
Library Commission Board of Building Appeals

Environmental Task Force

! State of California Department of Finance, Jan@ax/1
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The city is a full-service municipality, and proesl a variety of services to the community,
including:

Police services Fire and paramedic services
Culture and recreation Building and safety

Solid waste and recycling Water and waste wdthties
Storm water management Parking facilities

Street and landscape maintenance General governmen

Budget Process

The City’'s budget process begins in January of egedr. Line-item budget development is

accomplished through the City’s financial systerhjoh allows each department to build its budget
using computerized worksheets. The departmentseaponsible for developing the Materials &

Supplies line items and part-time employees’ se¢ariThe remaining Salary & Benefit information

is calculated and entered by the Finance Departm@htsupplemental budget requests (new
personnel, service or equipment) are subject tp Kanager review and approval before becoming
part of the operating budget. This process apphiedl governmental and enterprise funds.

The Finance Director provides the City Manager witbposed revenue projections. These revenue
estimates are then reviewed with the departmengdtucequests to determine available funding
levels for the fiscal year. The City Manager andalfice Director then hold meetings with the
departments to review the operating and supplerheuatiyet requests.

After final review and approval by the City Managire proposed budget document is presented to
the City Council in May. At least one study seasamd public hearing are held by the City Council,
and then the budget is adopted by resolution poidune 30.

During the fiscal year, the budget can be amendetkcaessary to meet the City’'s needs. The City
Council has the legal authority to amend the budgeany time. Department Heads and their
designated representatives may only authorize ehifoees based on appropriations approved by
City Council action, and only from accounts undeeiit organizational responsibility. Actual
expenditures may exceed budget appropriationsngyifem, but may not exceed the department’s
budget. The City Manager has the authority to eppinterdepartmental appropriation transfers as
long as they are within the same fund. Inter ftradsfers require a budget amendment by the City
Council.

Economic Condition

Local Economy

The South Bay region is home to a number of intesincluding aerospace, entertainment, leisure
and tourism, and manufacturing. Economists refhaitt the South Bay area has strong fundamentals
including high levels of education, high incomesl @ompetitive industries. Further, the area has
fared better during the economic crisis than sothercareas of the state. Case in point, the most
recently available figures indicate that ManhatBaach has a 4.7% unemployment rate, while the
county and state are in the 11% range.
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Long Term Planning

Each year during the budget process, the City dpgeh five year forecast of General Fund
revenues and expenditures. During the most relsedget cycle (FY 2011-2012), the forecast
concluded that unassigned General Fund balancésantinue to grow from an estimated $15.6
million at the end of FY 2011-2012 to $24.3 millionFY 2015-2016. It is important to note that
those estimates assume no change in the existiag/ sand benefit levels (with the exception of
certain contractual adjustments) over the ternmeffbrecast. Labor contracts have been extended on
the existing terms through December 2012 which ipes/some predictability in labor costs through
mid FY 2012-2013. The City Council’s Financial glto maintain a balance of 20% of General
Fund expenditures will remain funded. The compliete year forecast can be found in the FY 2011-
2012 budget document, available on linevatw.citymb.infa. It will be updated for the FY 2012-
2013 budget to reflect FY 10-11 results as preskintéhis audit report.

Financial Policies

In 1997-1998, the City Council approved the Citfiist set of financial policies, designed to
promote sound financial management and ensurethbaCity’s fiscal integrity remains intact as
staff and Councilmembers change. This CAFR refléabese financial guidelines. While new
governmental accounting standards do not classffigrves specifically, and list such designations as
“unassigned” assets due to the spendable natute dtinds, please note that the City’s unassigned
assets do include those funds previously classdgedesignated for reserves in an effort to define
fund balance as of the financial report date.

It is the City’s policy to maintain AAA/Aaa ratingsom all three credit rating agencies: Standard &
Poor’s, Fitch and Moody’s. This rating, the highpsssible, indicates the City's strong capacity to
meet financial commitments, low debt, healthy resdevels and conservative budgeting and fiscal
policies.

Major Initiatives

Library Improvements. During the year, the City continued with the Cgurglanning the
construction of a new library in the location oétbxisting facility. This project, estimated tosto
$22.75 million, will be funded with the surplus pesty tax currently paid by Manhattan Beach
property owners to the County Library District. e€Tproject includes expanding the library from its
current 12,500 square feet to approximately 224fitare feet. Construction is expected to begin in
December 2012.

Water and Waste Water Systems. During FY 2009-2010, the City Council acted on phi®r year’'s
infrastructure and rate studies of the City’s waiied waste water (sewer) utilities. The studiesewe
ordered to ensure funding for the timely mainteeaand repair of these mission critical systems.
Additionally, with the cost of imported water rigim response to drought conditions, adjustments in
rates were necessary in order to maintain the éiahimtegrity of the utilities. A Proposition 218
protest vote was held in Fall 2009 which authorieel implementation of a five year tiered rate
plan for these utilities. The first increase todleet in January 2010. Annual increases in water an
sewer rates are scheduled until 2014, which witbeimage conservation, and allow for cash funding
of the majority of maintenance costs going forwaslwell as the funding of increased reserves for
the enterprises.
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Centennial Celebration: The City will celebrate its 10b birthday in 2012. The City Council
approved the formation of a 10-member resident €emél Committee to guide the planning effort
for the year of celebration. A separate non-prGintennial Foundation was established for fund
raising purposes, with many community events pldnfeg the year leading up to the actual
Centennial anniversary.

Open Government: The City remains committed to open, transparentinoldisive government.
This is achieved by strengthening effective commatian with the public, maximizing informed
engagement, and encouraging a sense of commongeurpo that end, enhancements include
improved transparency and accessibility to the ’'€itgublic meetings, additional broadcast
capability of public meetings, and improved oppoityr for community input on issues. New
technology to enable these improvements has beboraed and will be installed in the near term.

Executive Financial Overview

This top level overview is presented as a suppléenerthe more detailed and comprehensive
analysis presented in the MD&A. As such, it semeelighlight key financial performance indicators
for our major funds. We encourage readers to revimnMD&A for a further analysis of the City’s
financial condition.

General Fund

The General Fund is the primary operating funchef€ity of Manhattan Beach. In comparing year
end 2011 to 2010, the total fund balance incredsefil,658,789. This change was the result of
General Fund revenues exceeding expenditures b363$348, and Other Financing Sources
(transfers-in, transfers-out and sale of capitaét netting out to a negative $603,159, this arhou
largely due to the transfer of funds from the Gaheund to the CIP Fund ($542,684) to effect the
purchase the City’s share of the City Manager’s éot the end of fiscal year 2011, the total
General Fund balance equaled $19.9 million. Thessigaed fund balance is $18.3 million. Within
the unassigned fund balance, City Council has bksieo earmarks for financial policies and
economic uncertainties of $13.9 million, which v@#able for use at City Council’s discretion.

General Fund transfers included:

> $542,684 to the Capital Improvement Project (CIRNnd-to purchase the City’'s joint
ownership share of the City Manager's home in M#anaBeach

> $172,666 to the Street Lighting Fund to relievesfiait fund balance.

> $115,362 of excess reserves from the County LodRanline with the contract with the
County of Los Angeles.

> $9,000 to the Refuse Fund for increased frequeh&jrand sweeping services

The City’s General Fund revenues showed improverfrent the prior year, particularly in Other
Taxes (sales, transient occupancy, business licensg, Charges for Services (plan check fees,
ambulance fees, parks and recreation fees, etd.Jrdaerest and Rents. This can be noted by the
trends below:



General Fund Revenues by Category - Fiscal Year 2011

Increase/
Revenue Category 2010 Actual 2011 Actual (Decrease) %
Property Tax $20,006,557  $19,791,425 ($215,132) (1.1%)
Other Taxes (Sales, Hotel, Business License) 14,648,932 15,834,382 $1,185,450 8.1%
Licenses and Permits (Building, Construction, Film Permits) 1,196,714 1,281,400 $84,686 7.1%
Fines (Parking Citations, Vehicle Code Fines) 2,871,972 2,757,132 ($114,840) (4.0%)
Interest and Rents (including Ground Leases) 2,250,729 2,569,397 $318,668 14.2%
Received From Other Agencies (Vehicle License Fees, Grants) 430,453 499,736 $69,283 16.1%
Senvice Charges (Plan Check Fees, P&R Class, Ambulance Fees) 4,799,259 5,818,102 $1,018,843 21.2%
Interfund Charges (Admin Service Charge) 3,035,600 3,025,305 ($10,295) (0.3%)
Miscellaneous 164,104 450,9217 $286,817 174.8%

$49,404,320 $52,027,800 $2,623,480

Sales tax was up $879,300 (12%) from the prior’'gesmatual receipts, and came in above budgetary
estimates by 9.4%. Interest earnings exceededeburlg44% due to higher fund balances than
projected during budget preparation. Plan Check éxeeeded budget by 70% and the prior year by
43% due to the adoption of increased building @dna used for fee setting, resulting in a year-
over-year revenue increase of $239,400. Similarltesvere achieved in Building Permits, up 15%
from the prior year and 42% above budgetary esémdeal Estate Transfer Tax revenue exceeded
prior year by 33% and budget by 53% due to an ivmpgpreal estate market. On an overall basis,
General Fund revenues ($52 million) were $2.63iomll(5.3%) ahead of last year and exceeded
budget estimates by $2.59 million (5.2%).

Other Funds

Capital | mprovement Fund

The Capital Improvement Projects Fund (CIP) is glesil to manage general governmental
infrastructure and facilities capital projects. AN 2011, the CIP Fund had total revenues of $1.21
million, and expenditures of $1.64 million. At JuB@, 2011 the total balance in the CIP Fund was
$5.6 million. Of this balance, $3.2 million is conttad for planned infrastructure projects, and
$817,075 is restricted for debt service for thadeok Fire facility. $1.12 million is non-spendabl
due to a long term advance to the Parking Fund 1007 million and $42,744 for the City's
Underground Assessment District Loan Program. Cdtachifund balance totals $3,679,671.
Committed funds for defined capital projects t&al2 million at year end, and include:

> $1,982,000 for City facility renovations

» $797,253 for the Safe Routes to School Program
> $320,000 for the Strand Stairs Project

» $115,000 for the Public Works Facility Yard Cover
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Special Revenue, Internal, and Enterprise Funds

This group includes the City's enterprises such\&ger, Waste Water and Storm Water funds;
internal service funds such as fleet, insurancéding maintenance and information systems; and
Special Revenue funds including Gas Tax, Propasfi& C, Grants, Measure R, Asset Forfeiture,
etc. Among this group, several funds deserve tadten

The Water Fund showed improvement from prior ye&tet income from operations totaled

$1,359,368, an improvement from the prior year Whitad net operating income of negative
$186,809. Revenue from sales increased by 21%.ewdylerating expenses (labor, materials,
services, etc.) rose by 1.4%. The new water rathgh became effective half way through fiscal
year 2009-2010 contributed to the results which gl used to fund planned capital improvements
to the utility’s infrastructure.

The Waste Water fund net operating income for FY(2R011 was $1,000,284 versus $209,160 in
fiscal year 2009-2010 — a net increase of $791,TA#k improvement is primarily due to the new

waste water rates implemented along with the wedts in January 2010. Similar to the water
utility, the new rates are being utilized to funeeded capital improvements to the waste water
system.

The Refuse Fund continued to operate at a defedtlizing a net operating loss in FY 2011 of
$195,092. Operating expenses increased by 2.5%1@34) while revenues rose by only $79,279
(1.9%). The continued losses in this enterprisedareto insufficient rates to cover total operating
costs. However, with the implementation of a nefuse hauling contract in late fiscal year 2011
along with a new rate structure, such losses grea&d to be mitigated.

The Street Lighting Fund, continues to run defi@gech year. For FY 2010-2011, expenditures
exceeded revenues by $172,666. Because therefismddbalance to draw upon, the General Fund
contributed the entire amount needed for continopdrations. These contributions will be
necessary until a Proposition 218 assessment sataccessful in raising the assessment rates and
revenues.

The Proposition A Fund also continues to run desfiand requires support through the purchase of
additional Proposition A funds from other L.A. Coyibased transportation agencies. For FY 2011,
the City purchased $247,200 in Proposition A funtiszing $173,040 of General Funds (seventy
cents on the dollar). At year end, the Proposifiofund had a fund balance of $80,284, providing
some cushion. Continued purchases of Propositiciunls will be necessary to sustain current
service levels.

Trust and Agency Funds

In several cases, the City acts as a custodianrafsf held for the benefit of others which mostly
relates to the administration of employee pensimh401(a) deferred compensation plans. All such
plan funding requirements have been maintained. Rans include the supplemental retirement and
single highest year programs - dormant plans whvelne previously offered by the City. It is
significant to note that this financial report doast include the value of trust holdings in the
employees' 457 deferred compensation plan at JOn2@.1, thus recognizing enacted legislation
establishing the City as a plan trustee and priogdhese employee-owned assets from external
creditors.
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The trust and agency fund group also includes debt service funds held in trust on behalf of the under-
grounding assessment districts. This fund accounts for assessment collections and the related debt
service payments. The cash held as of June 30, 2011, will be used to pay bondholders in FY 2011-
2012.

Please refer to the MD&A in the Financial Section that follows.
CURRENT TRENDS AND EVENTS

After several years of recessionary effects, there are signs the economy is improving. As expected, in
fiscal year 2010-2011, the City’s biggest General Fund revenue source, property tax, declined from
prior year receipts by 2%, primarily due to a decline in prior year secured property tax collections.
However, with real estate sales continuing to improve, and historically low interest rates spurring
buyers, FY 2011-2012 property tax revenues are expected to grow 1%-2%.

Retail sales activity appears as be improving as well, with some stability in related revenues.
Transient Occupancy Tax revenues also are expected to grow moderately as the economy improves
and tourism and travel continue to rebound. Building related fees such as building permits and plan
check fees, showed improvement in FY 2010-2011 from increased building activity and increased
fees — a trend expected to continue in the next year.

As a service organization, labor accounts for majority of costs - approximately 70% in the General
Fund. The previous long term labor agreements with the three bargaining units (Police, Fire and
Miscellaneous) expired in mid 2011. Extensions of those agreements were approved, providing
predictability in labor costs through December 2012. A new round of labor negotiations will
commence in 2012, providing the opportunity to set the course for long term cost structure
sustainability.

While the past few years have been challenging, Manhattan Beach has weathered the storm and
remains in sound financial condition. Established reserves remain funded, and the City continues to
operate efficiently and effectively, all while continuing to provide outstanding services for the
community.

OTHER INFORMATION

Acknowledgments: This report was made possible through the efforts and teamwork of the highly
dedicated Finance staff. Special thanks to Henry Mitzner, Jeanne O’Brien, Eden Serina, Eugene Wee
and Julie Chan. Appreciation is also expressed to the City Council and City Treasurer for their
interest and support, which made this presentation possible. Finally, to the City’s auditing firm of
Lance, Soll & Lunghard, LLP for their professional and diligence in preparing this year end financial
report.

David N. Carma[l{y, City Manager B€e Moe, Finance Director
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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and Members of the City Council
City of Manhattan Beach, California

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of the City of Manhattan Beach,
California, (the City), as of and for the year ended June 30, 2011, which collectively comprise the City's
basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the City’s management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund
and the aggregate remaining fund information of the City as of June 30, 2011, and the respective
changes in financial position and cash flows, where applicable, and the respective budgetary comparison
for the General Fund for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
November 29, 2011, on our consideration of the City’s internal control over financial reporting and our
tests of its compliance with certain laws, regulations, contracts, grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis as listed in the table of contents 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 required supplementary information 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.

Lance, Soll & Lunghard, LLP 203 North Brea Boulevard « Suite 203 « Brea, CA 92821 « TEL: 714.672.0022 » Fax: 714.672.0331 www.Islcpas.com

41185 Golden Gate Circle » Suite 103 « Murrieta, CA 92562 « TEL: 951.304.2728 » Fax: 951.304.3940
1
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To the Honorable Mayor and Members of the City Council
City of Manhattan Beach, California

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the City of Manhattan Beach, California’s basic financial statements as a whole. The
introductory section, combining and individual nonmaijor fund financial statements, and statistical section
are presented for purposes of additional analysis and are not a required part of the financial statements.
The combining and individual nonmajor fund financial statements are the responsibility of management
and were derived from and relate directly to the underlying accounting and other records used to prepare
the financial statements. The information has been subjected to the auditing procedures applied in the
audit of the financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole. The introductory
and statistical sections have not been subjected to the auditing procedures applied in the audit of the
basic financial statements and, accordingly, we do not express an opinion or provide any assurance on
them.

%,&%WW

November 29, 2011



CITY OF MANHATTAN BEACH
MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Manhattan Beach, we offer our readers of these financial statements this
narrative overview and analysis of the financial activities of the City of Manhattan Beach for the fiscal year
ended June 30, 2011. We encourage readers to consider this information in conjunction with additional
information that we have furnished in our letter of transmittal, which can be found on pages i to viii of this
report.

FINANCIAL HIGHLIGHTS

Government Wide Financial Basis

» As of June 30, 2011, the City’s total net assets citywide (including all governmental and business
type activities) totaled $177,010,773. This is an increase from the prior fiscal year of $4,168,445,
or 2.4%.

o Governmental net assets increased by $1,546,248 (1.2%) to $134,788,251.
o0 Business type activity net assets increased by $2,622,196 (6.6%).

« Unrestricted net assets, which may be used to meet the government’s on-going obligations within
certain parameters and requirements, totaled $44,899,195. This is an increase of $2,598,684
(6.1%) from FY 2009-2010 levels. A General Fund year end surplus contributed to this increase.

» Citywide capital assets, net of depreciation, decreased by $337,900 from the prior year.
Governmental net capital assets decreased by $1,539,199; net capital additions of $2,094,114
were offset by accumulated depreciation of $3,633,312. Business type net assets increased by
$1,201,301; additions were $2,136,497 and accumulated depreciation was $935,196.

» The City’'s bond and capital lease debt decreased by $1,881,000 during FY 2010-2011. This
decrease is attributable to the scheduled principal pay down of issued bonds and leases by both
governmental activities ($1,461,000) and business type activities ($420,000).

» Long term insurance claim reserves increased by $754,897 primarily attributable to new claims
activity.

Fund Financial Basis — Governmental Funds

e As of June 30, 2011, the General Fund balance was $19,904,622. Fund revenues exceeded
expenditures by $2,261,948.

» Total Governmental Fund revenue totaled $56,452,978, an increase of $2,160,882 (4%) from the
prior year. An improving economic climate contributed to higher tax revenue. Increased building
related fees and other service charges also added to total revenue.

» Governmental Fund expenditures totaled $54,010,853, up $298,735 (.6%) from FY 2010-2011.
Decreases in personnel services of $435,753 and capital outlay and debt of $80,574 was offset
by an increase in operating expenses of $815,062.

» General Fund transfers out totaled $724,350. This included transfers to the Capital Improvement
Project (CIP) Fund of $542,684, Street Lighting Fund of $172,666, and $9,000 to the Refuse
Fund. General Fund transfers in equaled $115,362 from the County Parking Fund.



USING THIS ANNUAL REPORT

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City’s basic financial
statements, which is comprised of three components: 1) government-wide financial statements, 2) fund
financial statements, and 3) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

Reporting on the City as a Whole

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

The statement of net assets presents information on all of the City’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 City of Manhattan Beach is improving or
deteriorating.

The statement of activities presents information showing how the government's net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the underlying event
giving rise to the change occurs on a full-accrual basis, regardless of the timing of related cash flows.
Thus, revenues and expenses are reported in this statement for some items that will only result in cash
flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

The government wide statement of activities has two components:

Governmental Activities

This is a consolidation of all governmental funds and includes the General Fund, Capital Projects Funds,
Special Revenue Funds and Internal Service Funds. These funds are supported by taxes,
intergovernmental revenues, grants, and charges for services. Expenses include materials and labor,
depreciation, and amortization of prepaid pension obligations. Governmental fund expenditures for
payment of principal on long term debt and capital assets are excluded. All intra-governmental charges
and expenses and transfers within governmental funds are eliminated.

All internal service fund expenses and depreciation on capital assets are fully allocated to each functional
program. Expenses are classified among the following programs: general government, public safety,
culture and recreation, and public works. Program activities that produce revenues or receive grant
support are applied against program expenses to yield the net expenses. Revenues that cannot be
attributed to a specific program, such as taxes and interest (e.g. General Revenues), are shown
separately. The total of General Revenues, less net program expenses, generates the change in net
assets. Total net assets of governmental activities differs from fund balances of governmental funds by
long term assets (capital and prepaid pension), long term liabilities and the total of internal service fund
net assets.

Business Type Activities

This includes all enterprise funds (Water, Waste Water, Storm Water, Refuse and Parking Funds). These
activities have been traditionally presented as enterprise funds and tie directly to the Statement of
Revenues, Expenses, and Change in Net Assets — Proprietary Funds, as shown in the Funds section of
this report.

The government-wide financial statements can be found on pages 17 to 19 of this report.



Reporting on the City’s Most Significant Funds

Fund financial statements: A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The City of Manhattan
Beach, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the City can be divided into three
categories: governmental funds, proprietary funds and fiduciary funds.

Governmental funds: Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term inflows
and outflows of spend-able resources, as well as on balances of spend-able resources available at the
end of the fiscal year. In effect, the budgetary government fund statements are working capital flow of
funds statements.

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. Following the governmental funds Balance Sheet, and Statement of Revenues, Expenditures
and Changes in Fund Balances, there are respective reconciliations of the fund balance to Statement of
Net Assets, and Net Change in Fund Balances — total governmental funds to change in net assets of
governmental activities. As discussed above, the reconciliations include treatment of capital expenditures,
depreciation, changes in capital assets, long term debt, prepaid pension costs, full accrual versus
modified accrual and change in net assets of internal service funds.

The City of Manhattan Beach maintains twelve individual governmental funds. Information is presented
separately in the governmental fund balance sheet and in the governmental fund statement of revenues,
expenditures, and changes in fund balances for the General fund and the Capital Projects fund, both of
which are considered to be major funds. Data from the other ten governmental funds are combined into a
single, aggregated presentation. Individual fund data for each of these non-major governmental funds is
provided in the form of combining statements elsewhere in the fund financial statements section of this
report.

The City of Manhattan Beach adopts an annual appropriated budget for each of its governmental funds. A
budgetary comparison statement has been provided for each governmental fund to demonstrate
compliance with this budget.

The basic governmental fund financial statements can be found on pages 21 to 25 of this report.

Proprietary funds:  Proprietary funds account for goods and services provided to customers and for cost
recovery via service charges. There are two types of proprietary funds: enterprise funds which provide
services to outside users (residents and businesses of Manhattan Beach), and internal service funds,
which provide services to City departments. The City uses internal service funds to account for its fleet of
vehicles, computer systems, shared building and maintenance costs, and City-wide insurance costs.
Because these services predominantly benefit the governmental function, they have been included within
governmental activities in the government-wide financial statements and related intra-governmental
charges and transfers have been eliminated accordingly, except for charges and transfers to the
enterprise funds, which are quasi-internal transactions.

Proprietary fund financial statements provide the same type of information as the government-wide
financial statements, only in more detail. All four internal service funds are combined into a single,
aggregated presentation in the proprietary fund financial statements. Individual fund data for the internal
service funds is provided in the form of combining statements. Four of the City's seven enterprise funds
are considered major funds and presented as such in the fund financial statements. The three non-major



funds, Storm Water, County and State parking lots, are presented individually in the combining
statements.

The combining statements referred to earlier in connection with non-major governmental funds,
proprietary and internal service funds are presented immediately following the notes to the financial
statements. Combining and individual fund statements and schedules can be found on pages 80 to 107 of
this report.

Notes to the financial statements: The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 35 to 77 of this report.

The City as Trustee

Other information:  In addition to the basic financial statements and accompanying notes, this report
also presents certain required supplementary information concerning the City’s progress in funding its
obligation to provide pension benefits to its employees and budget-to-actual financial comparisons for the
General Fund. The City has elected to present this information within the basic financial statement and
financial statement sections of the report. Note 9 provides detailed analysis of City retirement plans.

All of the City’s fiduciary activities are reporting distinctly in a separate Statement of Fiduciary Assets and
Liabilities. These figures are not combined with other financial statements because the City cannot use
these assets to finance present or future operations. The City is responsible for ensuring that the assets
reported in these funds are used for their intended purposes.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

As noted earlier, net assets (assets in excess of liabilities) may serve over time as a useful indicator of a
government’s financial position. In the case of the City of Manhattan Beach, net assets totaled
$177,010,773 at June 30, 2011.

By far, the largest portion of the City’s net assets (68%) reflects its investment in capital assets (e.g., land,
infrastructure, buildings and equipment). The City uses these capital assets to provide services to

citizens; consequently, these assets are not available for future spending.

City of Manhattan Beach Net Assets

Governmental Activities Business Type Activities Total
2011 2010 2011 2010 2011 2010

Current Assets $49,691,017 $45,731,703 $15,120,144  $14,358,255 $64,811,161  $60,089,958
Non-Current Assets 125,415,271 128,073,533 43,591,279 42,731,876 169,006,550 170,805,409
Total Assets 175,106,288 $173,805,236 $58,711,423  $57, 090,131 $233,817,711 $230,895,367
Current Liabilities $12,281,082  $11,186,200 $2,039,248  $2,600,992 $14,320,330  $13,787,192
Non-Current Liabilities 28,036,955 29,377,033 14,449,653 14,888,813 42,486,608 44,265,846
Total Liabilities $40,318,037  $40,563,233 $16,488,901  $17,489,805 $56,806,938  $58,053,038
Invested in Capital Assets Net

of Related Debt $93,795,303  $94,713,693 $27,111,091 $25,485,791 $120,906,394 $120,199,484
Restricted 9,479,279 8,611,954 1,725,905 1,730,380 11,205,184 10,342,334
Unrestricted 31,513,669 29,916,356 13,385,526 12,384,155 44,899,195 42,300,511

Total Net Assets $134,788,251 $133,242,003 $42,222,522  $39,600,326 $177,010,773 $172,842,329



Net assets of the City’'s Governmental activities amounted to $134.8 million, an increase over the prior
year of $1.5 million. Of the $134.8 million, $93.8 million is invested in capital assets net of related debt
such as land, buildings, machinery, infrastructure, equipment and other improvements; $9.5 million is
restricted for debt service or for Special Revenue Fund resources that are subject to external restrictions
on use. The balance of unrestricted net assets ($31.5 million) is available to the City. A significant portion
of this remaining balance is subject to internal policy reserves regarding working capital.

Net assets of the City’'s Business-type activities totaled $42.2 million. This represents an increase from
FY 2009-2010 of $2.6 million. $27.1 million is invested in capital assets (land, buildings, machinery,
equipment, etc.) net of related debt, while $1.7 million is reserved for debt service and for business
improvement district use. $13.4 million is unrestricted to the City.

The City's total change in net assets amounts to an increase of $4,168,444. The following is the
condensed Statement of Activities and Changes in Net Assets for the fiscal years ending June 30, 2010
and June 30, 2011:

City of Manhattan Beach Changes in Net Assets

Governmental Activities

2011

2010

Business Type Activities

2011

2010

Program Rewvenues:
Charges for Senices $15,119,489 $13,751,699 $19,723,833  $16,724,758 $34,843,322  $30,476,457
Operating Contributions and Grants 1,322,867 2,224,949 19,638 1,342,505 2,224,949
Capital Contributions and Grants 1,504,759 1,399,366 - 57,398 1,504,759 1,456,764
General Revenues:
Property Taxes 19,791,425 20,006,558 19,791,425 20,006,558
Other Taxes 16,133,746 15,180,607 16,133,746 15,180,607
Motor Vehicle in Lieu 118,296 108,815 118,296 108,815
Other 2,725,421 2,552,587 153,713 260,234 2,879,134 2,812,821
Total Revenues $56,716,003 "$55,224,581 $19,897,184 "$17, 042,390 $76,613,187 $72,266,971
Expenses:
General Government $9,464,347  $10,308,925 $9,464,347  $10,308,925
Public Safety 30,686,086 28,879,836 30,686,086 28,879,836
Public Works 8,338,105 7,906,172 8,338,105 7,906,172
Culture & Recreation 6,018,205 5,853,076 6,018,205 5,853,076
Interest on Long-Term Debt 769,374 811,710 769,374 811,710
Water, Waste, Storm - - 10,429,398 10,274,644 10,429,398 10,274,644
Refuse - - 4,386,842 4,282,026 4,386,842 4,282,026
Parking - - 2,352,386 2,190,580 2,352,386 2,190,580
Total Expenses $55,276,117  $53,759,719 $17,168,626  $16,747,250 $72,444,743  $70,506,969
Revenues Over Expenses 1,439,886 1,464,862 2,728,558 295,140 4,168,444 1,760,002
Transfers In (Out) 106,362 134,753 (106,362) (134,753) - -
Increase (Decrease) in Net Assets $1,546,248 $1,599,6 15 $2,622,196 $160,387 $4,168,444 $1,760,002
Net Assets - Beginning $133,242,003 $131,642,388 $39,600,326  $39,439,939 $172,842,329 $171,082,327
Net Assets - June 30 (Year End) $134,788,251 $133,242 ,003 $42,222,522  $39,600,326 $177,010,773 $172,842,329




Changes in Net Assets - Governmental Activities

The City’s governmental activities in FY 2010-2011 increased net assets by $1,546,248, which was a
1.2% increase from FY 2009-2010.

Total governmental revenues of $56,716,003 are broken out as follows:

Revenue by Source- Governmental Activities FY 2011

Ope.ratlpg Transient Occupancy Business License Tax
Contributions 6% 5%
and Grants Interest Income and

5% Rents
5%
Franchise Fees
2%
Other Taxes

1%

Intergovenmental
0%
Vehicle in Lieu

0%

Sales Tax
14%

Charges for Services
27%

Property Tax
35%

Functional expenses (excluding interest on debt) for the years ending June 30, 2011 and 2010 were as
follows:

Governmental Activities - Cost of Services
Excludes Interest on Long-Term Debt

Total Cost of Services Net Cost of Services

2011 2010 2011 2010
General Government 9,464,347 10,308,925 (5,568,937) (6,215,804)
Public Safety 30,686,086 28,879,836 (25,711,686) (23,827,646)
Public Works 8,338,105 7,906,172 (2,876,195) (2,963,407)
Culture and Recreation 6,018,205 5,853,076 (2,402,810) (2,565,138)

$54,506,743 $52,948,009 ($36,559,628) ($35,571,995)

The total cost of services increased from the prior year by $1,558,734 (2.9%), while the net cost of
services increased by $987,633, or 2.8% from the prior year. Public Safety net costs increased
$1,884,040 while General Government, Public Works, and Culture and Recreation net costs decreased
by a combined $896,407.



The following chart illustrates governmental revenues and expenses by function for the year ended
June 30, 2011.

Governmental Activities Revenue and Expenses by Function/Program
Year Ended June 30, 2011
(excludes interest on long-term debt)
$35,000,000
$28,000,000
$21,000,000
$14,000,000
$7,000,000
General Government Public Safety Public Works Culture & Recreation
W Expenses $9,464,347 $30,686,086 $8,338,105 $6,018,205
M Program Revenue $3,895,410 $4,974,400 $5,461,910 $3,615,395

Change in Net Assets - Business Type Activities

In fiscal year 2010-2011, total revenues for the City’'s business type activities amounted to $19,897,184.
Operating revenues totaled $19,679,279, while non-operating revenues (primarily interest income) totaled
$217,905. Expenses totaled $17,168,626, of which operating expenses equaled $16,352,969, and non-
operating expenses (primarily debt interest expense) totaled $815,657. Total income from operations
was $3,326,310, while net income before transfers was $2,728,558. After net transfers out totaling
$106,362, net assets increased by $2,622,196.

Operating Revenues by Source - Business Type Activities FY 2011

Total Operating Revenue - $19,679,279

Refuse Parking
$4'1890'639 Operations
21% (All Funds)
$2,992,871

Waste Water

0,
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Operating Income varied across the business-type activities in FY 2011. A year-over-year comparison is

presented below. Further analysis of the major funds is discussed later in this report.

Net Operating Income/(Loss) for Business-Type Activities

$1,500,000
$1,200,000 -
$900,000 -
$600,000 -
$300,000 -
SO -
($300,000)
Waste Storm County State Pier
Water Parking Refuse Water (non Parking .
Water . . (non major)
major) (non major)
2011 $1,359,368 | $1,000,284 | $1,105,855 | (5195,092) | (S61,179) $115,361 $1,713
H2010| ($186,809) $209,160 $605,488 (5169,725) | (526,890) $158,206 $167,669

FUND FINANCIAL STATEMENTS
Governmental Funds

As of the end of the 2011 fiscal year, the City’'s governmental funds ending fund balances totaled $33.4
million, an increase of $2.6 million in comparison with the prior year.

Approximately $18.2 million (55%) of the Governmental Funds total constitutes unassigned fund balance.
The remainder of the fund balance ($15.1 million) is non-spendable, restricted or committed to indicate
that it is not available for new spending because it has already been committed for on-going capital
projects, advanced to other funds, or for legally-required debt service reserves.

Notwithstanding Governmental Accounting Standards Board (GASB) pronouncements, the City Council
has established earmarks within the unassigned category for working capital and budgetary capital
planning initiatives. Of the $18.2 million unassigned governmental fund balance noted above, $13.9
million has been designated by City Council actions. Considering these designations, $4.3 million in
governmental fund balances (General, Capital Projects, and Special Revenue Funds) remain unassigned.

General Fund

The General Fund is the chief operating fund of the City of Manhattan Beach. At the end of the 2010-
2011 fiscal year, unassigned fund balance of the General Fund was $18.27 million, while total fund
balance was $19.9 million. As a measure of the General Fund’s liquidity, it may be useful to compare both
unassigned fund balance and total fund balance to total fund expenditures. Unassigned fund balance
represents 4.4 months of total General Fund expenditures, while total fund balance represents 4.8
months of General Fund expenditures.

During the year, General Fund revenues exceeded expenditures by $2,261,948.
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Net transfer activity in this fund totaled negative $608,988, and included the following transfers:

» The Capital Improvement Project (CIP) Fund received $542,684 to fund the City’s share of the
purchase of the City Manager's home

» The Street Lighting Fund received $172,666 to relieve a deficit fund balance.

» $115,362 of excess reserves from the County Lot Fund was transferred to the General Fund in
line with the contract with the County of Los Angeles.

> $9,000 was transferred to the Refuse Fund for increased Strand sweeping.

Please see Note #4 for more information.

Capital Improvement Fund

The Capital Improvement Fund serves to plan and manage the construction and maintenance of non-
enterprise projects which are funded through dedicated revenue sources as well as General Fund
surpluses which may arise from year to year. Along with its operating budget, the City adopts a five-year
capital project plan on an annual basis in which City Council priorities are planned. The Capital
Improvement Fund is one of the major funds covered in that City-wide plan.

At the end of fiscal year 2011, total fund balance of the Capital Improvement Fund was $5,612,490. Of
the total fund balance, $1,115,744 includes non-spendable funds in the form of loans to other funds or
outside parties for the City’'s Underground Loan Program, $817,075 restricted for the debt service reserve
and $3,679,671 committed to capital projects (please see Note 8 to these financial statements).

Project commitments, which total $3,679,671 at year-end include:

* $1,982,000 for the renovation of City facilities

» $797,253 for the Safe Routes to School program
* $320,000 for the Strand stairs project

» $115,000 for the City Yard fuel island cover

»  $465,418 for future capital projects

During Fiscal Year 2010-2011, the Capital Improvement Project Fund balance increased by $104,677.

Total revenues to the Capital Improvement Fund totaled $1,206,211. Certain dedicated revenues
described below amounted to $1,126,353 in FY 2010-2011. These revenues are earmarked for funding
general government capital improvement projects in the effort to maintain and enhance City
infrastructure. A breakdown of these follows:

Hotel Tax: 15% of the Transient Occupancy Tax has been dedicated to funding CIP’s. This has
resulted in the generation of $475,400 in revenue for the year. This is $7,494 (1.6%) above prior year
levels.

Parking Meter Rates: A twenty-five cent per hour increment of on-street parking meter rates,
dedicated to capital improvements, generated revenue of $541,013 this fiscal year. This was up
$96,128 or 21.6% from the prior year levels.

Parking Citation Rates: Four dollars of most parking citations is dedicated to the CIP fund. For FY
2010-2011, revenue of $109,940 was realized; a decrease of $2,956 (2.6%) from the prior year.

This fund realized $79,858 in permits, interest and other revenue.
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Capital Improvement Fund expenditures equaled $1,644,218 which included:

* $542,092 for the City’'s share of the City Manager's Home
+ $813,511 for Police & Fire facility debt service

« $137,263 for the Live Oak fencing project

*  $69,125 for the Strand Stairs project

e $59,511 for Sand Dune restoration

* $20,161 for the Safe Routes program

*  $2,555 for an energy improvement audit

Other Governmental Funds

Other non major governmental funds include all Special Revenue funds used exclusively to account for
intergovernmental and assessment proceeds which are restricted in use by law. This group of funds
includes the Street Lighting Fund, Gas Tax Fund, Federal and State Grants Fund, Propositions A and C
Funds, Measure R Fund, Asset Forfeiture Fund, Police Safety Grant Fund, the Air Quality Management
Fund and Underground Assessment Fund. The majority of the dollars which flow through these funds are
used for the maintenance of streets, parks, local transportation programs and the purchase of safety and
fuel efficient equipment.

The Street Lighting Fund, continues to run deficits each year. For FY 2010-2011, expenditures exceeded
revenues by $172,666. Because there is no fund balance to draw upon, the General Fund contributed
$172,666 to make up for the deficit in the Street Lighting Fund. These contributions will be necessary until
a Proposition 218 assessment vote is successful in raising the assessment rates and revenues.

Proprietary Funds

The City's proprietary funds consist of enterprise funds and internal service funds. The enterprise funds
include Water, Wastewater, Refuse and Parking Funds (major funds), as well as Storm Water, and both
the County and State Parking Lot Funds (which are considered non-major). Internal service funds include
Insurance Reserve, Information Systems, Fleet Management and Building Maintenance and Operations.

Enterprise Funds

At year-end, total net assets of all enterprise funds amounted to $42,222,522. $13.4 million of the total is
unrestricted. The remaining balance is invested in capital assets net of related debt ($27.1 million),
restricted for debt service ($1.2 million) and restricted for business improvement district funds $.5 million).

Overall, enterprise funds combined net income was $2,728,558 before transfers. Net assets increased for
all funds by $2,622,196. This includes an operating transfer of $115,362 from the County Lots enterprise
fund to the General Fund.

Several enterprise funds are worth noting this year:

 The Water Fund showed improvement from prior years. Net income from operations totaled
$1,359,368, an improvement from the prior year which had a net operating loss of $186,809.
Revenue from sales increased by 21%, while operating expenses (labor, materials, services, etc.)
rose by 1.4%. The new water rates, which became effective half way through fiscal year 2010-
2011 contributed to the results which will be used to fund planned capital improvements to the
utility’s infrastructure, estimated at $27.3 million over the next five years.
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 The Waste Water fund net operating income for FY 2010-2011 was $1,000,284 versus $209,160
in fiscal year 2009-2010 — a net increase of $791,124. This improvement is primarily due to the
new waste water rates implemented along with the water rates in January 2011. Similar to the
water utility, the new rates are being utilized to fund needed capital improvements to the waste
water system, estimated at $11.3 million over the next five years.

» The Refuse Fund continued to operate at a deficit, realizing a net operating loss in FY 2011 of
$195,092. Operating expenses increased by 2.5% ($104,664) while revenues rose by only
$79,279 (1.9%). The continued losses in this enterprise are due to insufficient rates to cover total
operating costs. However, with the implementation of a new refuse hauling contract in late fiscal
year 2011 along with a new rate structure, such losses are expected to be mitigated.

During FY 2010, the City Council approved increased water and waste water rates to support system
infrastructure needs as well as to bolster the fiscal integrity of those funds (the new rate structure became
effective in January 2010 and provides for annual increases each January through 2014). A new refuse
hauler contract was awarded in FY 2010-2011 with a corresponding rate adjustment effective June 2011.

Internal Service Funds

Unrestricted net assets of the internal service funds at the end of the year amounted to $5.23 million with
net assets total of $7.53 million. Total net assets increased by $338,300.

The Insurance Fund net assets declined by $559,355 due to increased claims cost. FY 2010-2011
workers compensation and liability claims totaled $3.59 million compared to $1.69 million in FY 2009-
2010, $2.98 million in FY 2008-2009, and $3.5 million in FY 2007-2008. The unpredictable nature of
workers compensation and liability causes these fluctuations in claims expense from year to year. The
City continually looks for ways to proactively manage risk and reduce these costs.

Net assets in the Fleet Fund increased by $989,540 due to a reinstatement of departmental fleet rental
charge-outs (revenue) which had been temporarily suspended for budgetary purposes in the two prior
years.

General Fund Budgetary Highlights

Estimated Revenues

Total revenues including the sale of capital assets totaled $52,033,629, outperforming the final budget by
$2,591,306. Tax revenues were $1,605,090 over budget. Charges for Services exceeded budget by
$402,530, while Licenses and Permits came in $260,950 over estimates. Miscellaneous revenue came in
$222,421 above estimates.

Appropriations

The final amended budget reflects a net increase of $2,458,360 over the adopted appropriations.

Significant budget adjustments included:

» $1,255,630 for fleet rental allocations

*  $432,000 for the City Manager Home loan

*  $199,708 for re-appropriations for open purchase orders from fiscal year 2009-2010
*  $155,800 for the energy efficiency program

»  $140,000 for the purchase of Prop A funds

»  $120,435 for professional services for library improvements
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Capital Asset and Debt Administration

Capital Assets:

Government wide, the City’s investment in capital assets (net of accumulated

depreciation) as of June 30, 2011 is $156,646,393. This is a decrease from the prior year of $337,900 or

.2%.

storm drains, vehicles, computer equipment, furniture and other equipment.

2011 2010 2011 2010
Land $34,072,066 $33,634,566 $1,757,434 $1,757,434 $35,829,500 $35,392,000
Buildings 37,340,548 38,009,707 15,798,471 15,983,766 53,139,019 53,993,473
Machinery & Equipment 1,570,324 1,884,788 588,626 295,321 2,158,950 2,180,109
Vehicles 2,297,864 2,685,860 - - 2,297,864 2,685,860
Infrastructure 35,293,689 36,781,320 23,609,402 21,974,883 58,903,091 58,756,203
Invested in Joint Venture (RCC) 2,009,415 1,796,951 - - 2,009,415 1,796,951
Work in Progress 2,146,397 1,476,310 162,158 703,386 2,308,555 2,179,696

City of Manhattan Beach Capital Assets
(Net of depreciation)

Governmental Activities

$114,730,303 $116,269,502

Business-Type Activities

$41,916,091

$40,714,790

This investment in capital assets includes land, buildings, park improvements, roadways, sewer,

$156,646,394 $156,984,292

Governmental

During Fiscal Year 2010-2011, governmental capital expenditures included:

o $743,792 for street and sidewalk improvements

«  $540,000 for the City’s portion of the City Manager’s home purchase
»  $137,263 for the Live Oak fencing project

*  $69,125 for the Strand Stairs project
e $59,511 for Sand Dune restoration
* $20,161 for the Safe Routes program

Business Type

During the current fiscal year, Business Type capitalized expenses totaled $2,136,497. Major items were
$1,707,089 in water system improvements and $331,736 in parking meters. These were offset by
scheduled depreciation, resulting in a net decrease in assets of $1,201,301.

Please refer to footnote 5 for additional information on the City’s capital assets.

Long-Term Liabilities: ~ Total long-term liabilities citywide (excluding unamortized bond premiums) equal
$49,726,661, a decrease of $1,136,062 from fiscal 2009-2010. Governmental liabilities decreased by
$717,392 (2%) while business type liabilities decreased by $418,670 (2.7%). The following table is a
condensation of footnote 6.
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City of Manhattan Beach Outstanding Liabilities

Governmental Activities Business-Type Activities Total
2011 2010 2011 2010 2011 2010
Marine Avenue COPs $7,715,000 $7,945,000 $7,715,000 $7,945,000
Capital Equipment Lease 35,807 - 35,807
Police & Fire Facility COPs 11,725,000 11,990,000 - - 11,725,000 11,990,000
Accrued Employee Leave & Benefits 2,533,972 2,533,778 109,226 $107,896 2,643,198 2,641,674
Supplemental Leave 4,607 16,283 - - 4,607 16,283
Water and Wastewater COPs - - 3,370,000 3,490,000 3,370,000 3,490,000
Metlox Parking COPs - - 11,435,000 11,735,000 11,435,000 11,735,000
Pension Obligation Bonds 3,795,000 4,635,000 - - 3,795,000 4,635,000
So Bay Communications (RCC) 1,495,000 1,585,000 1,495,000 1,585,000
Insurance Claim Reserves 7,543,856 6,788,959 7,543,856 6,788,959
Total Liabitilities $34,812,435 '$35,529,827 [$14,914,22 6 " $15,332,896 $49,726,661  $50,862,723
Current (due within one year) 6,915,605 " 6,300,228 464,573" 444,083 7,380,178 6,744,311

Long Term Liabilities

$27,896,830

$29,229,599

$14,449,653

$14,888,813

$42,346,483

$44,118,412

Governmental

Principal obligations for existing long-term bonded debt were reduced in accordance with existing debt
service schedules. The total decrease in debt was $1,460,807. No new debt was issued in FY 2010-
2011.

Business Type

Liabilities decreased as a result of the reduction in bond principal of $420,000 ($120,000 in Water/Waste
Water bonds and $300,000 in Metlox Public Improvement bonds). No new debt was issued in FY 2010-
2011.

For the details regarding components of long term liabilities refer to Note 6.

State statutes limit the amount of general obligation debt a governmental entity may issue to 3.75% of its
total assessed valuation. The current debt limitation for the City of Manhattan Beach is $439,410,087.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The City Council adopted the FY 2011-2012 General Fund operating budget in June 2011. The original
budget estimates General Fund revenues at $51,170,408 and expenditures of $50,657,495, resulting in a
budgeted surplus of $512,913.

The City’'s major General Fund revenue sources continue to improve after the affects of the recession.
Property tax, the single biggest General Fund revenue source, which dramatically slowed with the
housing market the past few years, is expected to increase in FY 2011-2012 by 1% to 2%. Sales tax is
also projected to be up slightly from FY 2010-2011 due to an improved economy and retail sales
environment. A pickup in building-related activity coupled with increased fees are expected to generate
additional building permit and plan check revenues.

As a service organization, labor accounts for most of our costs - approximately 70% in the General Fund.
The previous long term labor agreements with the three bargaining units (Police, Fire and Miscellaneous)
expired in mid 2011. Extensions of those agreements were approved, providing predictability in labor
costs through December 2012 while long term cost structure sustainability can be determined.

The City continues its focus on capital improvements. $85.1 million has been allocated over the next five
years for utility, street and facility projects. $40.2 million of that amount is for water, wastewater,
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stormwater and other utility projects. An additional $38.5 million has been budgeted for street and
roadway needs, and $6.4 for general facilities. These projects will ensure continued functionality of vital
systems, traffic flow and community facilities.

Requests for Information
This financial report is designed to provide a general overview of the financial position of the City of
Manhattan Beach for all those with an interest in the government’s finances. Questions concerning any of

the information provided in this report or requests for additional financial information should be addressed
to the Finance Department, 1400 Highland Avenue, Manhattan Beach, CA 90266.
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CITY OF MANHATTAN BEACH

STATEMENT OF NET ASSETS
JUNE 30, 2011

Assets:
Cash and investments
Receivables:

Accounts

Taxes

Accrued interest
Internal balances
Prepaid costs
Prepaid other post-employment benefits
Due from other governments
Inventories

Total Current Assets

Restricted assets:

Cash with fiscal agent
Notes and loans receivable
Prepaid other post-employment benefits
Prepaid pension obligation
Unamortized debt issuance costs
Capital assets not being depreciated
Capital assets, net of depreciation

Total Noncurrent Assets
Total Assets

Liabilities:

Accounts payable

Accrued liabilities

Accrued interest

Unearned revenue

Deposits payable

Long-term liabilities due within one year

Total Current Liabilities

Noncurrent liabilities:

Long-term liabilities due in more than one year

Total Liabilities

Net Assets:
Invested in capital assets,
net of related debt

Restricted for:

Public safety

Parks and recreation

Public works

Capital projects

Debt service

Business improvement districts
Unrestricted

Total Net Assets

See Notes to Financial Statements

Primary Government

Governmental Business-Type

Activities Activities Total
$ 43,478,346 $ 14,900,331 $ 58,378,677
589,178 1,145,091 1,734,269
3,259,449 - 3,259,449
223,554 - 223,554
1,073,000 (1,073,000) -
19,519 5,392 24,911
504,942 32,605 537,547
410,163 - 410,163
132,866 109,725 242,591
49,691,017 15,120,144 64,811,161
2,756,149 1,208,833 3,964,982
474,744 - 474,744
3,175,997 205,081 3,381,078
3,986,846 3,986,846
291,232 261,274 552,506
36,218,463 1,919,592 38,138,055
78,511,840 39,996,499 118,508,339
125,415,271 43,591,279 169,006,550
175,106,288 58,711,423 233,817,711
1,736,865 1,130,452 2,867,317
1,566,975 - 1,566,975
365,922 336,843 702,765
994,136 - 994,136
701,579 107,380 808,959
6,915,605 464,573 7,380,178
12,281,082 2,039,248 14,320,330
28,036,955 14,449,653 42,486,608
40,318,037 16,488,901 56,806,938
93,795,303 27,111,091 120,906,394
1,247,014 - 1,247,014
80,284 - 80,284
3,324,947 - 3,324,947
2,827,688 2,827,688
1,999,346 1,208,833 3,208,179
- 517,072 517,072
31,513,669 13,385,526 44,899,195
$ 134,788,251 $ 42,222,522 $ 177,010,773
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CITY OF MANHATTAN BEACH

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2011

Functions/Programs
Primary Government:
Governmental Activities:
General government
Public safety
Culture and recreation
Public works
Interest on long-term debt

Total Governmental Activities

Business-Type Activities:
Water
Stormwater
Wastewater
Refuse
Parking
County Parking Lot
State Pier and Parking Lot

Total Business-Type Activities

Total Primary Government

See Notes to Financial Statements

Program Revenues

Operating Capital

Charges for Contributions Contributions

Expenses Services and Grants and Grants
$ 9,464,347 $ 3883959 $ 11,451 $ -
30,686,086 4,765,404 208,996 -
6,018,205 3,029,554 585,841 -
8,338,105 3,440,572 516,579 1,504,759
769,374 - - -
55,276,117 15,119,489 1,322,867 1,504,759
8,326,398 9,557,717 - -
410,188 347,602 - -
1,692,812 2,620,669 - -
4,386,842 4,189,639 19,638 -
1,570,246 2,110,118 - -
348,397 463,195 - -
433,743 434,893 - -
17,168,626 19,723,833 19,638 -
$ 72,444,743 $ 34,843,322 $ 1,342,505 $ 1,504,759

General Revenues:
Taxes:
Property taxes, levied for general purpose
Transient occupancy taxes
Sales taxes
Franchise taxes
Business licenses taxes
Other taxes
Intergovernmental, unrestricted:
Motor vehicle in lieu
Homeowner property tax
Investment earnings and rent
Transfers

Total General Revenues and Transfers
Change in Net Assets
Net Assets at Beginning of Year

Net Assets at End of Year
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Net (Expenses) Revenues and Changes in

Net Assets

Primary Government

Governmental Business-Type

Activities Activities Total
$ (5,568,937) - $ (5,568,937)
(25,711,686) - (25,711,686)
(2,402,810) - (2,402,810)
(2,876,195) - (2,876,195)
(769,374) - (769,374)
(37,329,002) - (37,329,002)
- 1,231,319 1,231,319
- (62,586) (62,586)
- 927,857 927,857
- (177,565) (177,565)
- 539,872 539,872
- 114,798 114,798
- 1,150 1,150
- 2,574,845 2,574,845
(37,329,002) 2,574,845 (34,754,157)
19,791,425 - 19,791,425
3,229,823 - 3,229,823
8,148,688 - 8,148,688
1,289,443 - 1,289,443
2,844,066 - 2,844,066
473,275 - 473,275
118,296 - 118,296
148,451 - 148,451
2,725,421 153,713 2,879,134
106,362 (106,362) -
38,875,250 47,351 38,922,601
1,546,248 2,622,196 4,168,444
133,242,003 39,600,326 172,842,329
$ 134,788,251 42,222,522 $ 177,010,773

See Notes to Financial Statements
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CITY OF MANHATTAN BEACH

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2011

Capital Projects

Funds
Other Total
Capital Governmental Governmental
General Improvement Funds Funds
Assets:
Pooled cash and investments $ 19,545,360 $ 3,636,354 $ 7,691,785 $ 30,873,499
Receivables:
Accounts 413,219 - 175,959 589,178
Taxes 3,215,761 43,688 - 3,259,449
Notes and loans 432,000 42,744 - 474,744
Accrued interest 223,554 - - 223,554
Prepaid costs 19,519 - - 19,519
Due from other governments 205,184 1,995 202,985 410,164
Due from other funds 22,488 - - 22,488
Advances to other funds - 1,073,000 - 1,073,000
Restricted assets:
Cash and investments with fiscal agents 1,277,355 1,087,912 390,882 2,756,149
Total Assets $ 25,354,440 $ 5,885,693 $ 8,461,611 $ 39,701,744
Liabilities and Fund Balances:
Liabilities:
Accounts payable $ 1,231,922 $ 370 $ 386,091 $ 1,618,383
Accrued liabilities 1,566,975 - - 1,566,975
Deferred revenues 1,025,021 - 22,488 1,047,509
Unearned revenues 830,978 1,995 161,163 994,136
Deposits payable 699,838 - 1,741 701,579
Due to other funds - - 22,488 22,488
Interest payable 95,084 270,838 - 365,922
Total Liabilities 5,449,818 273,203 593,971 6,316,992
Fund Balances:
Nonspendable:
Prepaid costs 19,519 - - 19,519
Notes and loans 432,000 42,744 - 474,744
Advances to other funds - 1,073,000 - 1,073,000
Restricted for:
Public safety - - 1,247,014 1,247,014
Parks and recreation - - 80,284 80,284
Public works - - 3,324,947 3,324,947
Capital projects - - 2,827,688 2,827,688
Debt service 1,182,271 817,075 - 1,999,346
Committed to:
Capital projects - 3,679,671 410,195 4,089,866
Unassigned 18,270,832 - (22,488) 18,248,344
Total Fund Balances 19,904,622 5,612,490 7,867,640 33,384,752
Total Liabilities and Fund Balances $ 25,354,440 $ 5,885,693 $ 8,461,611 $ 39,701,744

See Notes to Financial Statements
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CITY OF MANHATTAN BEACH

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
JUNE 30, 2011

Fund balances of governmental funds $ 33,384,752

Amounts reported for governmental activities in the statement of net assets are
different because:

Capital assets net of depreciation have not been included as financial resources
in governmental fund activity. 112,432,439

Long-term liabilities are not due and payable in the current period and,
therefore, are not reported in the governmental funds. (27,117,472)

Revenues reported as deferred revenue in the governmental funds and recognized
in the Statement of Activities. These are included in the intergovernmental revenues
in the governmental fund activity. 1,047,508

Prepaid pension benefit obligation is not reported in the governmental funds;
however, it is reported in the government-wide statements. 3,986,846

Prepaid other post-retirement benefit obligation is not reported in the governmental funds;
however, it is reported in the government-wide statements. 3,526,172

Internal service funds are used by management to charge the costs of certain

activities, such as equipment management and self-insurance, to individual funds.

The assets and liabilities of the internal service funds must be added to the

statement of net assets. 7,528,006

Net assets of governmental activities $ 134,788,251

See Notes to Financial Statements
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CITY OF MANHATTAN BEACH

STATEMENT OF REVENUES,

EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2011

Revenues:
Taxes

Licenses and permits
Intergovernmental
Charges for services

Use of money and property
Fines and forfeitures

Miscellaneous

Total Revenues

Expenditures:
Current:

General government

Public safety

Parks and recreation

Public works
Capital outlay
Debt service:

Principal retirement

Interest

Total Expenditures

Excess (Deficiency) of Revenues
Over (Under) Expenditures

Other Financing Sources (Uses):

Transfers in
Transfers out

Proceeds from sale of capital asset

Total Other Financing Sources
(Uses)

Net Change in Fund Balances

Fund Balances, Beginning of Year

Fund Balances, End of Year

See Notes to Financial Statements

Capital Projects

Funds
Other Total
Capital Governmental Governmental
General Improvement Funds Funds
35,625,807 $ 475,400 $ 1,596,430 $ 37,697,637
1,281,400 7,783 - 1,289,183
499,736 17,951 1,231,695 1,749,382
8,843,407 541,013 12,186 9,396,606
2,569,397 52,374 101,895 2,723,666
2,757,132 109,940 - 2,867,072
450,921 1,750 276,761 729,432
52,027,800 1,206,211 3,218,967 56,452,978
8,658,773 2,092 - 8,660,865
28,999,907 - 176,234 29,176,141
5,501,841 - 690,630 6,192,471
5,097,745 62,066 990,128 6,149,939
- 766,550 743,791 1,510,341
1,160,000 265,000 - 1,425,000
347,586 548,510 - 896,096
49,765,852 1,644,218 2,600,783 54,010,853
2,261,948 (438,007) 618,184 2,442,125
115,362 542,684 172,666 830,712
(724,350) - - (724,350)
5,829 - - 5,829
(603,159) 542,684 172,666 112,191
1,658,789 104,677 790,850 2,554,316
18,245,833 5,507,813 7,076,790 30,830,436
$ 19,904,622 $ 5,612,490 $ 7,867,640 $ 33,384,752
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CITY OF MANHATTAN BEACH

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2011

Net change in fund balances - total governmental funds $ 2,554,316

Amounts reported for governmental activities in the statement of activities are
different because:

Governmental funds report capital outlays as expenditures. However, in the statement
of activities, the costs of those assets is allocated over their estimated useful lives

as depreciation expense or are allocated to the appropriate functional expense when
the cost is below the capitalization threshold. This activity is reconciled as follows:

Cost of assets capitalized 1,866,615
Depreciation expense and loss on disposal (3,017,818)

Repayment of bond principal is an expenditure in the governmental funds, but the
repayment reduces long-term liabilities in the statement of net assets. 1,425,000

Unamortized of bond principal is an expenditure in the governmental funds, but the
repayment reduces long-term liabilities in the statement of net assets.

Amortization for the current fiscal year (30,914)
Compensated absences expenses reported in the statement of activities do not
require the use of current financial resources and, therefore, are not reported as
expenditures in governmental funds. 11,482
Certain revenues are reported as deferred revenue in the governmental funds and recognized
in the Statement of Activities. These are included in the intergovernmental revenues

in the governmental fund activity. (122,199)

Amortization of long-term assets is reported only at the government-wide level:

Prepaid PERS (197,530)
Prepaid police/fire side fund payoff (832,084)
Prepaid other post-employment benefits (448,920)

Internal service funds are used by management to charge the costs of certain

activities, such as equipment management and self-insurance, to individual funds.

The net revenues (expenses) of the internal service funds is reported with

governmental activities. 338,300

Change in net assets of governmental activities $ 1,546,248

See Notes to Financial Statements
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CITY OF MANHATTAN BEACH

BUDGETARY COMPARISON STATEMENT
GENERAL FUND
YEAR ENDED JUNE 30, 2011

Budgetary Fund Balance, July 1
Resources (Inflows):
Taxes
Licenses and permits
Intergovernmental
Charges for services
Use of money and property
Fines and forfeitures
Miscellaneous
Transfers in
Proceeds from sale of capital asset
Amounts Available for Appropriation

Charges to Appropriation (Outflow):
General government
Public safety
Parks and recreation
Public works
Debt service:

Principal retirement

Interest and fiscal charges
Transfers out

Total Charges to Appropriations

Budgetary Fund Balance, June 30

See Notes to Financial Statements

Variance with

Final Budget
Budget Amounts Actual Positive

Original Final Amounts (Negative)
$ 18,245,833 $18,245,833 $ 18,245,833 $ -
34,020,717 34,020,717 35,625,807 1,605,090
1,020,450 1,020,450 1,281,400 260,950
298,259 466,559 499,736 33,177
8,440,877 8,440,877 8,843,407 402,530
2,510,720 2,510,720 2,569,397 58,677
2,753,000 2,753,000 2,757,132 4,132
228,500 228,500 450,921 222,421
117,906 117,906 115,362 (2,544)
1,500 1,500 5,829 4,329
67,637,762 67,806,062 70,394,824 2,588,762
8,754,521 9,624,809 8,658,773 966,036
28,131,882 29,139,212 28,999,907 139,305
5,265,545 5,495,471 5,501,841 (6,370)
5,413,275 5,764,091 5,097,745 666,346
1,160,000 1,160,000 1,160,000 -
529,003 529,003 347,586 181,417
144,700 696,384 724,350 (27,966)
49,398,926 52,408,970 50,490,202 1,918,768
$ 18,238,836 $15,397,092 $ 19,904,622 $ 4,507,530
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CITY OF MANHATTAN BEACH

STATEMENT OF FUND NET ASSETS
PROPRIETARY FUNDS
YEAR ENDED JUNE 30, 2011

Business-Type Activities - Enterprise Funds

Water Wastewater Refuse Parking
Assets:
Current:
Cash and investments $ 5,735,506 $ 1,779,371 $ 573,234 $ 2,775,444
Receivables:

Accounts 596,342 187,486 344,319 975
Prepaid costs 5,392 - - -
Inventories 109,725 - - -
Prepaid OPEB - short-term 20,852 4,928 2,275 1,820

Total Current Assets 6,467,817 1,971,785 919,828 2,778,239
Noncurrent:
Prepaid other post-employment benefits 131,156 31,000 14,309 11,446
Restricted:

Cash with fiscal agent 226,097 111,236 - 871,500
Unamortized debt issuance costs 51,485 25,323 - 184,466
Capital assets - net of

accumulated depreciation 15,033,459 5,406,849 - 17,828,913

Total Noncurrent Assets 15,442,197 5,574,408 14,309 18,896,325
Total Assets $ 21,910,014 $ 7,546,193 $ 934,137 $ 21,674,564
Liabilities and Net Assets:
Liabilities:
Current:
Accounts payable $ 493,709 $ 40,229 $ 333,676 $ 37,126
Accrued interest 43,271 21,293 - 272,279
Deposits payable 2,315 - - 105,065
Workers' compensation claims - - - -
Accrued compensated absences 24,573 - - -
Accrued claims and judgments - - - -
Bonds, notes, and capital leases 87,140 42,860 - 310,000
Total Current Liabilities 651,008 104,382 333,676 724,470
Noncurrent:
Advances from other funds - - - 1,073,000
Accrued leave long-term 84,653 - - -
Workers' compensation claims - - - -
Accrued claims and judgments - - - -
Bonds, notes, and capital leases 2,171,599 1,068,401 - 11,125,000
Total Noncurrent Liabilities 2,256,252 1,068,401 - 12,198,000
Total Liabilities 2,907,260 1,172,783 333,676 12,922,470
Net Assets:
Invested in capital assets, net of related debt 12,774,720 4,295,588 - 6,393,913
Restricted for debt service 226,097 111,236 - 871,500
Restricted for business improvement district - - - 517,072
Unrestricted 6,001,937 1,966,586 600,461 969,609
Total Net Assets 19,002,754 6,373,410 600,461 8,752,094
Total Liabilities and Net Assets $ 21,910,014 $ 7,546,193 $ 934,137 $ 21,674,564

See Notes to Financial Statements
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CITY OF MANHATTAN BEACH

STATEMENT OF FUND NET ASSETS
PROPRIETARY FUNDS
YEAR ENDED JUNE 30, 2011

Assets:
Current:
Cash and investments
Receivables:
Accounts
Prepaid costs
Inventories
Prepaid OPEB - short-term

Total Current Assets

Noncurrent:
Prepaid other post-employment benefits
Restricted:
Cash with fiscal agent
Unamortized debt issuance costs
Capital assets - net of
accumulated depreciation

Total Noncurrent Assets

Total Assets

Liabilities and Net Assets:

Liabilities:

Current:
Accounts payable
Accrued interest
Deposits payable
Workers' compensation claims
Accrued compensated absences
Accrued claims and judgments
Bonds, notes, and capital leases

Total Current Liabilities

Noncurrent:
Advances from other funds
Accrued leave long-term
Workers' compensation claims
Accrued claims and judgments
Bonds, notes, and capital leases

Total Noncurrent Liabilities

Total Liabilities

Net Assets:

Invested in capital assets, net of related debt
Restricted for debt service

Restricted for business improvement district
Unrestricted

Total Net Assets

Total Liabilities and Net Assets

See Notes to Financial Statements
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Eusiness-fype Activities -

Enterprise Funds Governmental

Other Activities-
Enterprise Internal

Funds Totals Service Funds

$ 4,036,776 $ 14,900,331 $ 12,604,847

15,969 1,145,091 -

- 5,392 -

- 109,725 132,866

2,730 32,605 21,231

4,055,475 16,193,144 12,758,944

17,170 205,081 133,536

- 1,208,833 -

- 261,274 -

3,646,870 41,916,091 2,297,864

3,664,040 43,591,279 2,431,400

$ 7,719,515 $ 59,784,423 $ 15,190,344

$ 225,712 $ 1,130,452 $ 118,482

- 336,843 -

- 107,380 -

- - 4,551,909

- 24,573 -

- - 390,431

- 440,000 -

225,712 2,039,248 5,060,822

- 1,073,000 -

- 84,653 -

- - 2,022,384

- - 579,132

- 14,365,000 -

- 15,522,653 2,601,516

225,712 17,561,901 7,662,338

3,646,870 27,111,091 2,297,864

- 1,208,833 -

- 517,072 -

3,846,933 13,385,526 5,230,142

7,493,803 42,222,522 7,528,006

$ 7,719,515 $ 59,784,423 $ 15,190,344




CITY OF MANHATTAN BEACH

STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS

YEAR ENDED JUNE 30, 2011

Business-Type Activities - Enterprise Funds

Water Wastewater Refuse Parking
Operating Revenues:
Sales and service charges $ 9,528,498 $ 2,604,946 $ 4,069,414 $ 2,092,113
Miscellaneous - 15,723 120,225 2,670
Total Operating Revenues 9,528,498 2,620,669 4,189,639 2,094,783
Operating Expenses:
Administration and general 900,163 219,629 116,607 41,457
Employee benefits 481,331 71,212 43,832 20,074
Contract and professional services 3,206,408 238,500 3,696,903 318,847
Materials and services 1,417,943 176,858 116,465 200,149
Utilities 372,627 23,582 344 83,236
Administrative service charges 1,403,640 718,980 410,580 101,439
Leases and rents - - - -
Claims expense - - - -
Depreciation expense 387,018 171,624 - 223,726
Total Operating Expenses 8,169,130 1,620,385 4,384,731 988,928
Operating Income (Loss) 1,359,368 1,000,284 (195,092) 1,105,855
Nonoperating Revenues (Expenses):
Intergovernmental - - 19,638 -
Interest revenue 61,917 15,541 5,509 27,492
Interest expense (130,544) (64,226) - (550,184)
Bond administrative fees (2,673) (1,315) - (2,800)
Bond amortization (4,699) (2,312) - (11,448)
Miscellaneous 436 - - 15,335
OPEB amortization (19,352) (4,574) (2,111) (1,689)
Interest on interfund loan - - - (15,197)
Gain (loss) on disposal of capital assets 28,783 - - -
Total Nonoperating
Revenues (Expenses) (66,132) (56,886) 23,036 (538,491)
Income (Loss) Before Capital
Contributions and Transfers 1,293,236 943,398 (172,056) 567,364

Capital contributions - - -
Transfers in - - 9,000 -
Transfers out - - - -

Changes in Net Assets 1,293,236 943,398 (163,056) 567,364
Net Assets:
Beginning of Year 17,709,518 5,430,012 763,517 8,184,730
End of Fiscal Year $ 19,002,754 $ 6,373,410 $ 600,461 $ 8,752,094

See Notes to Financial Statements
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CITY OF MANHATTAN BEACH

STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS

YEAR ENDED JUNE 30, 2011

Operating Revenues:
Sales and service charges
Miscellaneous

Total Operating Revenues

Operating Expenses:
Administration and general
Employee benefits

Contract and professional services
Materials and services

Utilities

Administrative service charges
Leases and rents

Claims expense

Depreciation expense

Total Operating Expenses
Operating Income (Loss)

Nonoperating Revenues (Expenses):
Intergovernmental

Interest revenue

Interest expense

Bond administrative fees

Bond amortization

Miscellaneous

OPEB amortization

Interest on interfund loan

Gain (loss) on disposal of capital assets

Total Nonoperating
Revenues (Expenses)

Income (Loss) Before Capital
Contributions and Transfers

Capital contributions
Transfers in
Transfers out

Changes in Net Assets
Net Assets:

Beginning of Year

End of Fiscal Year

See Notes to Financial Statements

Business-Type Activities -

Enterprise Funds Governmental
Other Activities-
Enterprise Internal

Funds Totals Service Funds

$ 1,245,543 $ 19,540,514 $ 8,399,704

147 138,765 87,523

1,245,690 19,679,279 8,487,227

101,351 1,379,207 1,156,417

38,455 654,904 412,684

352,640 7,813,298 636,174

208,342 2,119,757 1,609,190

51,654 531,443 109,376

29,766 2,664,405 152,321

254,759 254,759 -

- - 3,590,070

152,828 935,196 681,561

1,189,795 16,352,969 8,347,793

55,895 3,326,310 139,434

- 19,638 -

43,254 153,713 -

- (744,954) (176)

- (6,788) -

- (18,459) -

- 15,771 34

(2,533) (30,259) (19,705)

- (15,197) -

- 28,783 15,104

40,721 (597,752) (4,743)

96,616 2,728,558 134,691

- - 203,609

- 9,000 -

(115,362) (115,362) -

(18,746) 2,622,196 338,300

7,512,549 39,600,326 7,189,706

$ 7,493,803 $ 42,222,522 $ 7,528,006
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CITY OF MANHATTAN BEACH

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
YEAR ENDED JUNE 30, 2011

Cash Flows from Operating Activities:
Cash received from customers and users

Cash received from/(paid to) interfund service provided

Cash paid to suppliers for goods and services
Cash paid to employees for services

Net Cash Provided (Used) by Operating Activities

Cash Flows from Non-Capital
Financing Activities:

Cash transfers out

Cash transfers in

Nonoperating revenue

Nonoperating expenses

Net Cash Provided (Used) by
Non-Capital Financing Activities

Cash Flows from Capital
and Related Financing Activities:
Purchase of capital assets
Principal paid on capital debt
Interest paid on capital debt
Miscellaneous
Cash from sale of assets
Bond administration fee

Net Cash Provided (Used) by
Capital and Related Financing Activities

Cash Flows from Investing Activities:
Interest received

Net Cash Provided (Used) by
Investing Activities

Net Increase (Decrease) in Cash
and Cash Equivalents

Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Reconciliation of Operating Income to Net Cash

Provided (Used) by Operating Activities:
Operating income (loss)

Adjustments to reconcile operating income (loss)
net cash provided (used) by operating activities:

Depreciation

(Increase) decrease in accounts receivable
(Increase) decrease in inventory

(Increase) decrease in prepaid expense
Increase (decrease) in accounts payable
Increase (decrease) in deposits payable
Increase (decrease) in claims and judgments
Increase (decrease) in compensated absences

Total Adjustments
Net Cash Provided (Used) by
Operating Activities

See Notes to Financial Statements

Business-Type Activities - Enterprise Funds

Water Wastewater Refuse Parking
$ 9,514,409 $ 2,595,590 $ 4,145,036 $ 2,271,942
(2,152,309) (851,486) (454,569) (262,715)
(4,848,683) (392,595) (3,768,497) (765,788)
(1,124,007) (271,294) (149,926) (54,487)
1,389,410 1,080,215 (227,956) 1,188,952
- - 9,000 823,000
436 - 19,638 15,335
- - - (15,197)
436 - 28,638 823,138
(1,707,089) (97,673) - (331,736)
(80,430) (39,570) - (300,000)
(131,992) (64,938) - (555,809)
28,783 - - -
(2,673) (1,315) - (2,801)
(1,893,401) (203,496) - (1,190,346)
61,917 15,541 5,509 27,492
61,917 15,541 5,509 27,492
(441,638) 892,260 (193,809) 849,236
6,403,241 998,347 767,043 2,797,708
$ 5,961,603 $ 1,890,607 $ 573,234 $ 3,646,944
$ 1,359,368 $ 1,000,284 $ (195,092) $ 1,105,855
387,018 171,624 - 223,726
(21,878) (25,076) (44,459) (480)
16,565 - - -
15,608 - - -
(368,602) (66,617) 11,595 (134,489)
- - - (5,660)
1,331 - - -
30,042 79,931 (32,864) 83,097
$ 1,389,410 $ 1,080,215 $ (227,956) $ 1,188,952
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CITY OF MANHATTAN BEACH

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
YEAR ENDED JUNE 30, 2011

Cash Flows from Operating Activities:

Cash received from customers and users

Cash received from/(paid to) interfund service provided
Cash paid to suppliers for goods and services

Cash paid to employees for services

Net Cash Provided (Used) by Operating Activities

Cash Flows from Non-Capital
Financing Activities:

Cash transfers out

Cash transfers in

Nonoperating revenue

Nonoperating expenses

Net Cash Provided (Used) by
Non-Capital Financing Activities

Cash Flows fr