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December 29, 2009

The Honorable Board of Supervisors
County of Los Angeles

383 Kenneth Hahn Hall of Administration
500 West Temple Street

Los Angeles, CA 90012

Dear Supervisors:

COMPREHENSIVE ANNUAL FINANCIAL REPORT
OF THE LOS ANGELES COUNTY FLOOD CONTROL DISTRICT

We are pleased to submit the Comprehensive Annual Financial Report of the
Los Angeles County Flood Control District (District) for the year ended June 30, 2009.
The District is a blended component unit of the County of Los Angeles. The report
contains financial statements that have been prepared Iin accordance with generally
accepted accounting principles prescribed for governmental entities and provides a
comprehensive overview of the District’s financial operations and financial position. The
accuracy, completeness, and fairness of the presentation of all information in this report
are the responsibility of the District.

The Independent Auditor's Report is located at the front of the Financial Section of this
report. Management’s Discussion and Analysis (MD&A) immediately follows the
Independent Auditor’'s Report and provides a narrative introduction, overview, and
analysis of the basic financial statements. The MD&A complements this letter of
transmittal and should be read in conjunction with it.

LOS ANGELES COUNTY FLOOD CONTROL DISTRICT AND ITS SERVICES

The District was established in 1915 under the Los Angeles County Flood Control Act.
The District's powers are exercised through your Board acting as the District's
governing body. The District's mission is to provide for the control and conservation of
the flood, storm and other waste waters of the district, to conserve such waters for
beneficial purposes and to protect the harbors, waterways, public highways and private
property within the district from damage from flood and storm waters.
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The District boundaries encompass approximately 2,752 square miles. The District
operates and maintains one of the most advanced systems of Flood Control and water
conservation in the Country. The District’s current infrastructure includes 14 major
dams, 483 miles of open channels, 2,953 miles of underground storm drain conduits,
more than 80,000 catch basins, 61 pump plants, 155 sediment entrapment basins,
253 crib dams, 29 sediment placement sites, 27 spreading grounds, 21 low flow
diversion structures, 1 constructed wetland and 3 seawater intrusion barriers. The
District's major programs are categorized as Flood Control, Water Conservation, and
Stormwater and Urban Runoff Quality. These programs are described as follows:

* Flood Control - This program includes planning, operation, maintenance, and
rehabilitation of flood control facilities, emergency preparedness, storm response,
floodplain management, regulatory compliance and public education.

e Water Conservation - This program includes the planning, operation,
maintenance, and rehabilitation of water conservation facilities.

¢ Stormwater and Urban Runoff Quality - This program includes compliance
activities of the District as mandated under the Los Angeles County National
Pollution Discharge Elimination System (NPDES) Permit.  The District's
responsibilities include conducting special water quality studies, water quality
monitoring of the District’'s channel system, enforcement of an illicit connection
and discharge program, and conducting annual public education on storm water

quality.
ECONOMIC OVERVIEW

The population growth in the County will place greater demands on the already limited
water supplies. To address this demand, the District continues to look toward
expanding I1ts water conservation program and identifying more opportunities for
stormwater capture, treatment, and recharge.

The District’'s revenue stream is primarily supported by benefit assessment and property
taxes. Due to a decline in property values, this revenue stream is expected to be lower
than in previous years. Other challenges to the District include increasing costs to
operate, maintain, and replace its aging infrastructure.

The District continues to seek grant opportunities to offset increasing costs as well as
partnerships and collaborative efforts with agencies and organizations to leverage
resources. On November 7, 2006, voters approved California State Propositions
1E and 84, which provide for the State to sell bonds to finance projects relating to
enhancing flood protection and improving urban runoff and stormwater quality. The

I
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District anticipates that both of these measures will provide considerable funding,
however, the full amount cannot be determined until the legislative process is completed
and funding guidelines are established.

MAJOR INITIATIVES

FUNDING

In May 2008, the Board of Supervisors approved a contract for a consultant to
determine the feasibility of the District imposing a fee on its rate payers (approximately
2.1 million parcels). The fee would allow the District to provide regional runoff urban
and stormwater runoff pollution treatment services. |[f feasible and the District's rate
payers approve the fee, revenue collected is proposed to provide regional treatment
facilities throughout the boundaries of the District. The revenue would be used by the
District, cities and unincorporated County communities to proactively and collaboratively
construct and maintain projects that improve the quality of urban and stormwater runoff.

FLOOD CONTROL

Dam Rehabilitation Program - The District has undertaken a program to upgrade its
dams that includes seismic and spillway improvements Since the 1994 Northridge
Earthquake, the District has spent approximately $142 million in construction costs for
the Dam Rehabilitation Program. Currently, the seismic rehabilitation and spiliway
modifications for the Big Tujunga Dam are under construction and are scheduled for
completion in October 2010. Anticipated future construction projects for other dams
include the Big Dalton Debris Dam, Eaton Dam, Morris Dam, Santa Anita Dam, Santa
Anita Debris Dam, and Sawpit Debris Dam.

Integrated Regional Water Management Plans (IRWMP) - This program initiated by the
State Department of Water Resources brings together agencies and organizations with
water resource interests to collaboratively address the water resource challenges in the
Los Angeles County area. This collaborative effort includes the District, cities, water
purveyors, water wholesalers, groundwater managers, environmental organizations,
open space, stormwater managers, and representatives from disadvantage
communities.
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Cooperative Projects with the Army Corps of Engineers - The District is currently
involved in several project studies being sponsored and conducted by the Army Corps
of Engineers.  Project objectives include flood protection, water conservation, and
stream restoration. The projects are spread throughout the District and are listed below:

Arroyo Seco Watershed Feasibility Study

Tujunga Wash Restoration 1135 Study Project

Phase Il Los Angeles County Drainage Area Stormwater Management Plan
Sun Valley Watershed Feasibility Study

Hansen, Whittier Narrows, Santa Fe Dams Water Conservation Study
Coyote Creek Feasibility Study

Santa Clara River Feasibility Study

Ballona Creek Ecosystem Restoration Study

Federal Emergency Management Agency (FEMA) — National Levee Certification
Program Compliance - The District has initiated a program to certify 105 miles of the
District-owned levees in compliance with the FEMA National Levee Certification
Program. The objective is to ensure that all flood control levees are evaluated and
certified as providing 100-year flood protection and meeting national current design and
construction standards.

Integrated Water Resource Planning - This program addresses flood protection and
water conservation goals of the District in an integrated fashion. The goal of this
program is to construct projects that provide multiple benefits to the communities served
by the District including flood protection, water conservation, water quality, and
community enhancements such as active and passive recreational facilities. Funding
for projects that go beyond the District’s purview are provided through multiple partners
such as State conservancies and local, State, and Federal agencies.

Reservoir Sediment Removal - The District’s 14 major dams and reservoirs are the
backbone of the District’'s flood protection and water conservation network. The
reservoirs also serve the function of debris control due to their location in the San
Gabriel Mountains, which are considered among the most erosive in the world. As a
result, sediment from the tributary watersheds washes into the reservoirs on an ongoing
basis. This accumulation of debris reduces the flood peak attenuation, water
conservation, and debris control capacity of the facilities. Recent fires have intensified
the potential for sediment and debris inflow into these facilities requiring the need to
accelerate their cleaning in the upcoming months.
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WATER CONSERVATION

Additional _Spreading Grounds Capacity - The District owns and operates
26 groundwater recharge facilities. These facilities allow for stormwater runoff, imported
water, and recycled water to be percolated back into the aquifers. The District is looking
to improve the storage and operational capacity of several spreading grounds and also
acquire additional land for new spreading grounds. For the latter, the District is in the
process of evaluating water conservation potential at various locations and collaborating
with cities and water agencies to cost share capital improvements.

Seawater Intrusion Barriers - This program consists of three separate projects designed
to prevent saltwater from contaminating underground freshwater supplies. The District
has constructed over 290 recharge wells to inject freshwater into underground aquifers
to form a wall of freshwater under enough pressure fo keep out the seawater. The
District also utilizes over 750 observation wells to monitor the purity of the groundwater
in the coastal areas. The District recently increased the number of injection wells at one
of the barriers in response to identified deficiencies along the barrier.

WATER QUALITY

System-Wide Water Quality Monitoring - This program involves the development of a
District-wide water quality monitoring system that will identify pollutants entering the
flood control system. The District proposes to use the results from this system to
identify the sources of pollutants so that municipalities and responsible parties could
make the best decisions regarding the implementation of cost-effective pollutant

reduction measures.

INTERNAL AND BUDGETARY CONTROLS

The District has a system of internal accounting controls designed to provide
reasonable, but not absolute, assurance that assets are safeguarded against loss from
unauthorized use and to provide reliable records for preparing financial statements and
maintaining accountability for assets. The concept of reasonable assurance recognizes
that the cost of a system of internal accounting controls should not outweigh related
benefits and that the evaluation of costs and benefits requires estimates and judgments
by management. All internal accounting control evaluations occur within the above
framework. We believe that the District's system of internal accounting controls
adequately safeguards assets and also provides reasonable assurance of the proper
recording of financial transactions.
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In accordance with the provisions of Section 29000-29144 of the Government Code,
commonly known as the County Budget Act, the District budgets are adopted on or
before August 30 of each fiscal year. Budgets are adopted for the District’s General
Fund and Debt Service Fund. For the fiscal year ended June 30, 2009, there was no
budget adopted for the Debt Service Fund. Expenditures are controlied at the object
level for all budget units within the District, except for capital asset expenditures, which
are controlled at the object class level.

Encumbrance accounting is utilized to ensure effective budgetary control and
accountability. Unencumbered appropriations lapse at year-end and encumbrances
outstanding at that time are reported as reservations of fund balance for subsequent

year expenditures.

Your Board approves all transfers of appropriations between budget units and transfers
exceeding $250,000 within budget units. Your Board must also approve necessary
supplemental appropriations normally financed by unanticipated revenues earned

during the year.

In addition to these procedural controls, the District is subject to periodic internal control
and operational and management audits performed by the County Auditor-Controller to
help ensure that prescribed procedures are followed and that operations are conducted
in an efficient manner. In addition, the Auditor-Controller operates a fraud hotline that
provides employees and citizens with a way to anonymously report perceived fraudulent
activities by employees, vendors, contractors, and inspectors. Allegations reported over
the hotline are evaluated and investigated by the Auditor-Controller as appropriate.

OTHER INFORMATION

INDEPENDENT AUDIT

The Continuing Disclosure Agreement dated January 1, 2003, by and between the
Los Angeles County Flood Control District and The Bank of New York Trust Company,
N. A, as Trustee, requires an annual audit of the basic financial statements of the
District. Moss, Levy & Hartzheim, LLP, audited the District’s basic financial statements
for the fiscal year ended June 30, 2009. The auditor's report on the basic financial
statements is included in the Financial Section of this report.

Vi



W

4

~

N v p8 77
%[Z/wﬁ%@,
 GAIL FARBER

The Honorable Board of Supervisors
December 29, 2009
Page 7

AWARD

The Government Finance Officers Association of the United States and Canada
(GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting to
the District for its comprehensive annual financial report for the fiscal year ended
June 30, 2008. This was the second year that the District has achieved this prestigious
award. In order to be awarded a Certificate of Achievement, a government must publish
an easily readable and efficiently organized comprehensive annual financial report.
This report must satisfy both generally accepted accounting principles and applicable
legal requirements.

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

ACKNOWLEDGEMENTS

This report could not have been prepared without the cooperative efforts of the staff of
Public Works’ Financial Management Branch; various Public Works' line divisions
including the Watershed Management, Water Resources, and Flood Maintenance
Divisions; and the Auditor-Controller. The District would also like to thank. our
independent auditors, Moss, Levy & Hartzheim, LLP, for their professional assistance.

Respectfully submitted,

Director of Public Works
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INDEPENDENT AUDITOR’S REPORT

Honorable Board of Supervisors
County of Los Angeles, California

We have audited the accompanying financial statements of the governmental activities and each major
fund of the Los Angeles County Flood Control District (District), as of and for the fiscal year ended
June 30, 2009, which collectively comprise the District’s basic financial statements, as listed in the
table of contents. These financial statements are the responsibility of the District'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 Govermment Auditing
Standards as 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

opinions.

In our opinion, the basic financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and each major fund of the Los Angeles
County Flood Control District as of June 30, 2009, and the respective changes in financial position
thereof, for the fiscal year then ended, in conformity with accounting principles generally accepted in
the United States of America.

As discussed in note 2 of the notes to basic financial statements effective July 1, 2008, the District
adopted the provisions of Government Accounting Standards Board (GASB) Statement No. 49,
Accounting and Financial Reporting for Pollution Remediation Obligations, GASB Statement No. 52,
Land and Other Real Estate Held as Investments by Endowments, GASB Statement No. 55, The
Hierarchy of Generally Accepted Accounting Principles for State and Local Governments, and GASB
Statement No. 56, Codification of Accounting and Financial Reporting Guidance Contained in the
AICPA Statements of Auditing Standards.

The accompanying Required Supplementary Information, such as the Management’s Discussion and
Analysis, budgetary comparison schedule for the General Fund, and the notes to the Required
Supplementary Information are not required parts of the basic financial statements but is supplementary
information required by the Governmental Accounting Standards Board. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of this information, however, we did not audit this information and we
express no opinion on it.

1
OFFICES: BEVERLY HILLS - SANTA MARIA

MEMBER AMERICAN INSTITUTE OF C.P.A'S - CALIFORNIA SOCIETY OF MUNICIPAL FINANCE OFFICERS - CALIFORNIA ASSOCIATION OF SCHOOL BUSINESS OFFICIALS



In accordance with the Government Auditing Standards, we have also issued a report dated December
17, 2009, on our consideration of the Los Angeles County Flood Control District’s internal control over
financial reporting and our tests of its compliance with certain provisions of 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 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Los Angeles County Flood Control District’s basic financial statements. The
Introductory Section, Schedule of Changes in Assets and Liabilities — Fiduciary Funds, and the
Statistical Section listed in the table of contents are presented for purposes of additional analysis and
" are not a required part of the basic financial statements. The Schedule of Changes in Assets and
Liabilities — Fiduciary Funds has been subjected to the auditing procedures applied in our audit of the
basic financial statements, and in our opinion is fairly stated in all material respects in relation to the
basic financial statements taken as a whole. The information included in the Introductory Section and
the Statistical Section has not been subjected to the auditing procedures applied in the audit of the basic
financial statements, and accordingly, we express no opinion thereon.

“BJrer, K¢7 v/,&gw

Moss, Levy & Hartzheim, LLP
Beverly Hills, CA
December 17, 2009



LOS ANGELES COUNTY
FLOOD CONTROL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the Los Angeles County Flood Control District’s (District)
financial performance provides a narrative overview and analysis of the District's
financial activities for the fiscal year ended June 30, 2009. We encourage readers to
consider the information presented here in conjunction with information contained in the
letter of transmittal and accompanying basic financial statements, notes, and
supplementary information.

The District is a component of a larger governmental unit, the County of Los Angeles
(County). We also encourage readers to use the Comprehensive Annual Financial
Report of the County of Los Angeles to provide perspective on the government-wide
and fund based statements and on how the District is a component of those statements.

FINANCIAL HIGHLIGHTS

At the end of the current year, the net assets (total assets less total liabilities) of the
District were $5.818 billion.

During the year, the District's net assets increased by $106 million. The increase was a
result of the District’'s governmental activities. The District has no business-type
activities to report.

At the end of the current year, the District’'s General Fund reported a total fund balance
of $185 million. The amount of unreserved and designated fund balance was
$50 million.

The District’s capital assets balance net of accumulated depreciation was $5.717 billion
at year-end, and increased by $66 million during the year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the District's
basic financial statements, which are comprised of the following three components:

o Government-wide financial statements
e [Fund financial statements
o Notes to the basic financial statements

This report also includes other supplementary information in addition to the basic
financial statements.



LOS ANGELES COUNTY
FLOOD CONTROL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

GOVERNMENT-WIDE FINANCIAL STATEMENTS

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

The Statement of Net Assets presents information on all of the District's assets and
liabilities, with the difference representing net assets. Over time, increases or
decreases In the District’'s net assets may serve as an indicator of whether its financial
health is improving or deteriorating.

The Statement of Activities presents information showing how the District’'s net assets
changed during the fiscal year. All changes in net assets are reported as soon as the
underlying events giving rise to the change occur, regardless of the timing of related
cash flows. Therefore, revenues and expenses are reported in this statement for some
items that affect cash flows in future periods. For example, property tax revenues have
been recorded that have been earned but not yet collected and workers’ compensation
expenses have been accrued but not yet paid.

The government-wide financial statements of the District report on one category,
governmental activities, as the District has no business-type activities or discretely
presented component units for which the District is financially accountable.

Govemmental Activities - All of the District’s basic services are included here. Property
taxes and benefit assessments finance almost all of the District's flood control activities.

FUND FINANCIAL STATEMENTS

The fund financial statements are designed to provide more detailed information about
the District's significant funds. Funds are accounting devices that the District uses to
keep track of specific sources of funding and spending for particular purposes. The
District has two kinds of funds:

Governmental Funds — All of the District's basic services are inciuded in the
governmental funds that focus on how resources flow in and out and show the balances
remaining at year-end that are available for spending. The governmental funds
statements provide a detailed short-term view that helps readers determine whether
there are more or fewer financial resources that can be spent in the near future on the
District's activities. Because this information does not encompass the additional
long-term focus of the government-wide statements, we show the relationship between
governmental activities and governmental funds using the reconciliations on pages 20
and 23 and the notes to the basic financial statements.



LOS ANGELES COUNTY
FLOOD CONTROL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

Fiduciary Funds — These funds are used to report assets held in an agency capacity for
others and cannot be used to support the District's activities. The District's agency
funds are reported in this fund category using the accrual basis of accounting.

NOTES TO THE BASIC FINANCIAL STATEMENTS

The notes to the basic financial statements provide additional information that is
essential to a full understanding of the data provided in the government-wide and the
fund financial statements. The notes can be found beginning on page 25 of this report.

REQUIRED SUPPLEMENTARY INFORMATION (RSI)

In addition to the basic financial statements and accompanying notes, this report
presents certain required supplementary information concerning the District's budget
and actual revenues and expenditures on a budgetary basis. The RSI can be found on
pages 42 through 44 of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

A comparative analysis of government-wide data is available and presented under the
reporting model required by Governmental Accounting Standards Board (GASB)
Statement No. 34. The District does not have business-type activities to report.

As noted earlier, net assets may serve over time as a useful indicator of a government's
financial position. In the case of the District, assets exceeded liabilities by $5.818 billion
at the close of the most recent fiscal year (see Table 1).
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Table 1

Summary of Net Assets
As of June 30, 2009 and 2008
(in thousands)

Governmental
Activities
2009 2008
Current and other assets $ 221,296 $ 193,914
Capital assets 5,717,438 5,651,796
Total assets $5.938,734 $56.845.710
Current and other liabilities $ 23,727 $ 21,904
L ong-term liabilities 97,282 102.210
Total liabilities 121.009 124 114
Net assets:
Invested in capital assets, net
of related debt 5,632,733 5,552,586
Restricted net assets 433 503
Unrestricted net assets 184,559 168,507
Total net assets 5,817,725 5,721,596
Total liabilities and net assets $5,938 734 $5.845 710

As indicated above, the District's total net assets consist of the following three
components:

Capital Assets, Net of Related Debt

The District's capital assets, net of related debt, are $5.633 billion. This represents its
investment in capital assets (e.g., land and easements, buildings and improvements,
infrastructure, and equipment), less any related debt used to acquire those assets that
is still outstanding. At June 30, 2009, the District reported bonds payable of $85 million
that were related to capital assets. It should be noted that the resources needed to
repay this debt must be provided from other sources since the capital assets
themselves cannot be used to liquidate these liabilities. The District uses these capital
assets to provide services to citizens; consequently, these assets are not available for
future spending.
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Restricted Net Assets

The District’s restricted net assets at year-end were under $1 million.
restrictions are imposed by bond covenants for construction, debt service, and reserve

purposes.

Unrestricted Net Assets

The asset

The District's unrestricted net assets, $185 million, may be used to meet the District’s
ongoing financial requirements.

Governmental Activities

Table 2 indicates the changes in net assets for the governmental activities.

Tabie 2

Summary of Changes in Net Assets

For the Years Ended June 30, 2009 and 2008

(in thousands)

Revenues:

Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions

General revenues:
Property taxes
Unrestricted grants and contributions
Investment earnings
Miscellaneous

Total revenues

Expenses:
Public protection
interest on long-term debt
Total expenses

Changes in net assets

Net assets — beginning,
as restated (Notes 2 & 12)

Net assets — ending

7

Governmental
Activities

2009 2008
$ 137,285 $ 129,778
9,757 8,630
1,797
100,136 95,272
6,978 5,588
4762 6,699
1,597 1,332
260,515 249097
149,882 208,861
4,379 4,933
154 261 213,794
106,254 35,303
5711471 5,686,293
$5.817.725 $5.721,596
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BBCharges forSomvices REVENUES BY SOURCE - ALL ACTMITIES
FOR THE YEAR ENDED JUNE 30, 2009

B Property Taxes

[JOperating Grants and Contributions

ClUnrestricted Grants and Confributions

Operating Grants and
Contributions
4%

[investment Earnings Property Taxes
38%

Unrestricted Grants and
Contributions
3%

[DMiscellaneous

Investment Earnings
2%

Miscellaneous
1%

Charges for Services
52%

The District’'s changes in net assets increased by'$71 million over the prior year.
Following are the major factors that contributed to the net asset changes:

e Revenues from governmental activities increased by $11 million (5%) over the prior
year. The most significant changes in revenue were in the following areas:

o Charges for services were $8 million (6%) higher than the previous year due to:
(1) $2 million reimbursement from the City of Long Beach for its share of the
costs of the Termino Avenue Drain Project, (2) $1 million reimbursement from the
County of Los Angeles Chief Executive Office for the costs of the Urban
Stormwater Runoff Improvement Program, (3) $4 million reimbursement from the
City of Los Angeles Department of Water and Power for its share of the cost of
water supply augmentation in the San Fernando Basin and the Big Tujunga Dam
Seismic Rehabilitation and Spillway Modification Project, and (4) $1 million
reimbursements from various cities for water quality projects
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o Operating grants and contributions were $1 million (13%) higher than the
previous year due to $4 million increase in grant reimbursements from the Los
Angeles Regional Water Quality Control Board, California State Coastal
Conservancy, and Department of Water Resources for various projects. This
increase is partially offset by a $3 million reduction in Hazard Mitigation Grant
Program reimbursement from the Federal Emergency Management Agency
(FEMA) for the Big Tujunga Dam Seismic Rehabilitation and Spillway
Modification Project.

o Capital grants and contributions were $2 million (100%) lower than the previous
year due to no reimbursement from FEMA since the District Headquarters
Seismic Retrofit Project was completed.

o Property taxes were $5 million (5%) higher than the previous year. The
continued growth in property taxes was attributable to the early lien date
(January 1, 2008), which preceded the start of the fiscal year by six months. This
gap, combined with the stabilizing effect of Proposition 13, enabled the District to
continue to experience growth in this area

o Unrestricted grants and contributions were $1 million (25%) higher than the
previous year due to tax increment payments from Community Redevelopment
Agencies pursuant to AB1290 provisions.

o Investment earnings decreased by $2 million (29%) as a result of the yield from
the County’s Treasury Pool declining from 4.62% in the prior year to 2.57% in the
current year. The District deposits all cash receipts in the County’s Treasury
Pool and the County manages the day-to-day investments of the District.

e Governmental activity expenses were $60 million (28%) lower than the previous year
due primarily to decreases in public protection spending and a slight decrease in
interest on long-term debt on scheduled debt service payments.

FINANCIAL ANALYSIS OF THE DISTRICT’S FUNDS

As noted earlier, the District uses fund accounting to ensure compliance with
finance-related legal requirements.

Types of governmental funds reported by the District include the General, Debt Service,
and Capital Projects Funds. The focus of the District’s governmental funds is to provide
information on near-term inflows, outflows, and balances of resources that are available
for spending.  Such information is useful in assessing the District's financing
requirements. In particular, unreserved fund balance may serve as a useful measure of
a government’s net resources available for spending at the end of the fiscal year.
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As of the end of the current fiscal year, the District's governmental funds reported a
combined fund balance of $185 million, an increase of $26 million in comparison with
the prior year. The current year-end fund balance consists of $119 million in reserves to
indicate the extent that the funds have been committed or are otherwise unavailable for
spending and $50 million in designations that have been set aside for specific
infrastructure improvements. The remaining $16 million is unreserved and
undesignated and is available for flood control purposes.

Revenues from the District's governmental funds, primarily the General Fund, were
$261 million, an increase of $15 million (6%) from the previous year. The benefit
assessment revenue of $111 million, included as charges for services, was the major
source of revenue for the governmental funds. The other significant source of revenue
for the governmental funds was property taxes, which were $101 million. Property
taxes increased $8 million (9%) from the previous year. Together, these two revenue
sources account for 81% of total revenues for all the governmental funds. Expenditures
for the governmental funds totaled $235 million, an increase of $2 million (1%) from the
previous year. In the current year, revenues for governmental activities exceeded
expenditures by $26 million.

GENERAL FUND BUDGETARY HIGHLIGHTS
Budgetary Summary — Revenues/Financing Sources

Table 3 is a summary of current year budgetary changes and actual results for the
District's General Fund revenues and other financing sources (in thousands).

Table 3
Increase
Category (Decrease) Final Variance -
From Original Budget Actual Positive
Budget Amount Amount (Negative)
Taxes $ 4,881 $ 98,625 $ 99459 $ 834
Intergovernmental revenues 19,545 16,735 (2,810)
Charges for services 19,664 142,361 126,679 (15,682)
All other revenues 17,000 16,605 (395)
Other sources and fransfers (12,832) 932 362 (570)
Changes in reserves/designations (21,000) (27,475) (20,085) 7,410
Total $(9,387) $250,988 $239,775 $(11,213)

Changes from Amounts Originally Budgeted

During the year, the net change in budgeted tax, charges for services, other sources
and transfers, and in reserves and designations is negative $9 million. The net change
resulted from the following areas:

10
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The budgeted tax revenues were increased by $5 million. The District's policy is to
increase the budget for certain tax revenues that exceed the amounts originally
budgeted. The revised budget action occurs at the end of the fiscal year and is
designed to demonstrate compliance with legal provisions related to the
appropriation of revenues from taxes.

The budgeted charges for services were increased by $20 million due to funding
from the County of Los Angeles Chief Executive Office (CEQ) for the Clean Water
Act and Urban Stormwater Runoff improvements.

The budgeted other sources and transfers were decreased by $13 million due to the
reclassification of funding from the CEO for the Clean Water Act and Urban
Stormwater Runoff improvements to charges for services.

The changes in reserves and designations were negative $21 million. This reflects:
(1) a $9 million release of the Termino Avenue Drain Project designation to finance
the construction of a storm drain system and water main in the City of Long Beach,
(2) a $20 million establishment of designation for the Pacoima Dam Sediment
Removal Project, and (3) a $10 million supplement to the Sun Valley Watershed
Management and Replenishment Project designation.

Actual Revenues/Financing Sources Compared With Final Budget Amounts

Actual revenues and other financing sources recognized by the District’'s General Fund
were $11 million (4%) less than budgeted. The variance mainly resulted from the
following:

Decrease in reimbursement from FEMA and the Office of Emergency Services
(OES) for various 2005 Winter Storm projects.

Funding not realized from the CEO for the Clean Water Act and Urban Stormwater
Runoff improvements.

Decrease in sale of {and.

Changes in reserves/designations totaling $7 million were decreased as a result of
the cancellation of existing contracts and purchase orders resulting in additional
unreserved funds.

11
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Budgetary Summary - Expenditures/Other Financing Uses

Table 4 is a summary of current year budgetary changes and actual results for the
District’'s General Fund expenditures and contingencies (in thousands).

Table 4
Increase
(Decrease) Final Variance -
Catedo From Original Budget Actual Positive
zaegory Budget Amount Amount (Negative)
Public Protection $(14,268) $274,507  $242,794 $31,713
Contingencies 4 881 7,886 7,886
Total $ (9,387) $282,393  $242,794 $39,599

Changes from Amounts Originally Budgeted

During the year, the net change in the District's General Fund budgeted public
protection and contingencies is negative $9 million. The net change resuited from the
following areas:

» Budgeted public protection expenditures were decreased by $14 million. The
decrease is primarily due to: (1) a $20 million establishment of a designation for
the Pacoima Dam Sediment Removal Project, (2) a $10 million supplement to the
Sun Valley Watershed Management and Replenishment Project designation, and
(3) a $27 million reduction in the requirement for the Los Angeles County
Drainage Area Project. The overall decrease of $57 million is partially offset by
(1) a $9 million release of the Termino Avenue Drain Project designation to
finance the construction of a storm drain system and water main in the City of
Long Beach, (2) a $20 million additional requirement for the Urban Stormwater
Runoff Improvement Plan Program, (3) a $5 million additional requirement for the
2005 Winter Storm projects, and (4) a $9 million additional requirements for
various water quality projects.

Actual Expenditures/Other Financing Uses Compared with Final Budget Amounts

Actual expenditures and other financing uses of the District's General Fund were
$40 million lower than budgeted. The variance primarily resulted from the transfer of
the Water Quality Services Program to the County’s General Fund and changes in the
District’s project schedule that occur as a result of various circumstances that delay the
award of a project for construction. Project delays are anticipated and an inventory of
projects is kept to replace projects that remain in the planning stage or are delayed.

12
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CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

At June 30, 2009, the District had $5.717 billion (net of depreciation) invested in capital
assets including land and easements, buildings and improvements, infrastructure, and
equipment (see Table 5).

The District’'s capital assets (net of depreciation) for the current fiscal year increased
$66 million (1%) from the prior fiscal year:

Table §

Changes in Capital Assets, Net of Depreciation (in thousands)

Current Prior Increase
Year Year (Decrease)

Land and easements $3,551,348 $3,498,609 $ 52,739
Buildings and improvements (B&I) 69,121 40,173 28,948
Infrastructure 1,976,299 1,873,695 2,604
Equipment 255 2685 (10)
Construction-in-progress - B&! 391 31,054 (30,663)
Construction-in-progress - infrastructure 120,024 108,000 12,024
Total $5,717,438 $5,651,796 $ 65,642

Current year infrastructure costs were capitalized for projects that remained in progress
at the end of the year. The value of construction-in-progress at June 30, 2009, was
$120 million and the value will remain classified within the Construction-in-Progress
category until the projects are completed.

Of the $65 million in infrastructure asset additions, $49 million were projects completed
this year under the Construction-in-Progress category These projects are listed below
and on the following page (asset addition values are shown before depreciation is
deducted).

Catch Basins improvement

e Colima Road Drain ($57,000)

Channel Improvements

e San Jose Creek — Invert Repair ($1,180,000)

e L.A River — Low Flow Channel Invert Repair at Tujunga Ave Gauging Station ($896,000)
¢ Santa Clara RV SF / PD No. 1300 — Rock Groins ($564,000)

» Verdugo Wash Lower — Repair Spalling Invert Panels ($206,000)

13
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Dam Improvements

» Puddingstone Dam Reservoir — Waterline Relocation ($724,000)

o Santa Anita Dam and Reservoir Access Road Repairs ($620,000)

e Big Dalton Dam and Reservoir — Sediment Removal, Subdrain Extension and Sluice Gate
Stem Rehabilitation Project ($579,000)

Debris Basin Improvement

e Cooks Canyon Crib Dam M1-A — Outlet Drain System ($1,103,000)

Pumping Plant Improvements

Paramount Pump Station Upgrade ($5,012,000)

El Segundo Pump Station Upgrade ($2,837,000)

Alamitos Bay Pump Station — Upgrade Pump & Engine ($946,000)
Manhattan Beach Pump Station Rehabilitation ($841,000)

Project No. 9036 Unit | Hill Street Pump Station Upgrade ($824,000)

Spreading Grounds Improvement

e Big Dalton Wash — Irwindale Spreading Basin ($2,226,000)

Storm Drain Improvements

» Combine Construction Contract (Holly Hills Unit 8B Phase 2 & Project No. 3881, Line E)
($14,837,000)

Ninth Avenue Drain ($5,691,000)

Project No. 500 & 501 Repair ($1,557,000)

L. A. River Trash TMDL Full Compliance Catch Basin Retrofit — Phase 3 ($1,316,000)
Bartolo Drain, Unit 2, Lateral B4 Extension ($1,092,000)

Colima Road Drain ($1,090,000)

CMP Lining, CDR Phase 1A ($1,080,000)

Various storm drain improvement projects ($3,856,000)

14



LOS ANGELES COUNTY
FLOOD CONTROL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS-Continued

Debt Administration

At June 30, 2009, the District had $97 million in long-term debt. The District’s long-term
debt consisted of $85 million in bonds and $12 million in other liabilities. The District’s
long-term debt decreased by approximately $5 million (5%) in the current year as a
result of $15 million in scheduled debt service payments. The debt payments were
partially offset by a $10 million increase in estimated poliution remediation obligation.
Specific disclosures related to long-term obligations appear in Notes 6 and 12

The following table indicates the changes in the District's long-term debt during the

year:
Table 6

Changes in Long-Term Debt (in thousands)

Current Prior (Increase)

Year Year Decrease
Capital Construction and Refunding Bonds $67,295 $ 81,035 $13,740
Revenue Bonds 17,410 18,175 765
Other Liabilities 12,577 3,000 (9,577)
Total $97,282 $102,210 $ 4,928

Bond Ratings

The District’s debt is rated by Moody's, Standard and Poor’s, and Fitch. The following is
a schedule of ratings:

Moody's Standard and Poor's Fitch

Revenue Bonds Aal AA- AA

Economic Conditions and Outiook

The Board of Supervisors adopted the District's 2009-10 Budget on June 17, 2009. The
Budget was adopted based on the estimated fund balance that would be available at
the end of 2008-09. The Board updated the Budget on September 22, 2009, to reflect
the final 2008-09 fund balances and other pertinent financial information. For the
District's General Fund, the 2009-10 Budget as updated in September 2009 utilized $28
million of available fund balance, which exceeded the previously estimated fund balance
of $8 million. The additional fund balance of $20 million was appropriated or designated
for flood control infrastructure improvement needs.
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The economic outlook for the District reflects the impact of the current recession just as
the rest of the nation is facing. The projected decline in assessed property values and
the increase in costs to operate, maintain, and replace the District's aging infrastructure
continue to pose major risks to the District. The drop in assessed property values
presents a great risk to the benefit assessment and property tax revenues as they are
the primary sources of local funding for the District. Since these vital sources of
revenues are not keeping pace with the increased costs, District management is closely
monitoring changes to these funding sources and adjusting revenue estimates as new
information becomes available.  The District continues to actively seek grant
opportunities to offset increasing costs and also partnerships and collaborative efforts
with agencies and organizations to leverage resources to help meet demands.

CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

This financial report is designed to provide citizens, taxpayers, customers, investors,
and creditors with a general overview of the District’s finances and to show the District’s
accountability for the money it receives. If you have questions about this report or need
additional financial information, please contact the District's Financial Management
Branch at the Department of Public Works, 900 South Fremont Avenue, 7th Floor,
Alhambra, California 91803-1331.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
STATEMENT OF NET ASSETS
JUNE 30, 2009 (in thousands)

GOVERNMENTAL
ACTIVITIES
ASSETS
Pooled cash and investments (Notes 1 and 4) $ 184,233
Advances to the County of Los Angeles 6,213
Other investments (Notes 1 and 4) 275
Taxes receivable 20,245
Interest receivable 671
Other receivables 9,659
Capital assets: (Notes 1 and 5)
Land and easements and construction-in-progress $ 3,671,763
Other capital assets, net of depreciation 2,045,675
Total capital assets 5,717,438
TOTAL ASSETS 5,938,734
LIABILITIES
Accounts payable 17,181
Other payables 62
Accrued interest payable 1,328
Unearned revenue 5,156
Noncurrent liabilities: (Notes 6 and 8) '
Due within one year 17,672
Due in more than one year 79,610
TOTAL LIABILITIES 121,009
NET ASSETS
Invested in capital assets, net of related debt 5,632,733
Restricted for:
Capital projects 374
Debt service 59
Unrestricted 184,559
TOTAL NET ASSETS $ 5,817,725

The notes to the basic financial statements are an integral part of this statement.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 200¢ (in thousands)

Net (Expense)
Revenue and
Changes in
Program Revenue Net Assets
Charges Operating Capital Total
for Grants and Grants and Governmental
Expenses Services Contributions Contributions Activities
Governmental activities:
Public protection $ 149,882 § 137,285 $ 9,757 § - 8 (2,840)
Interest on long-term debt 4,379 (4,379)
Total $ 154,261 § 137,285 § 8,757 § - (7,219)
General revenues:
Property taxes 100,136
Grants and contributions not restricted to special programs 6,978
Investment earnings 4,762
Miscellaneous 1,597 .
Total general revenues 113,473
Change in net assets 106,254
Net assets - July 1, 2008 5,721,596
Prior Period Adjustment (Notes 2 and 12) (10,125)
Net assets - July 1, 2008, as restated (Notes 2 and 12) 5,711,471
Net assets - June 30, 2009 $ 5,817,725

The notes to the basic financial statements are an integral part of this statement.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2009 (in thousands)

TOTAL
DEBT CAPITAL GOVERNMENTAL
GENERAL SERVICE PROJECTS FUNDS

ASSETS:
Pooled cash and investments (Notes 1 and 4) $ 184,134 § $ 99 $ 184,233
Advances to the County of Los Angeles 6,213 6,213
Other investments (Notes 1 and 4) 275 275
Taxes receivable 11,386 628 12,014
Interest receivable 671 671
Assessments receivable 8,231 8,231
Other receivables 9,659 9,659
TOTAL ASSETS $ 220,294 $ 628 § 374 § 221,296
LIABILITIES AND FUND BALANCES
LIABILITIES:
Accounts payable $ 17,181 § - $ - § 17,181
Other payable 62 62
Unearned revenue 18,430 507 18,937
TOTAL LIABILITIES 35,611 569 - 36,180
FUND BALANCES:
Reserved for:

Encumbrances 116,125 116,125

Special purposes 3,010 3,010

Debt service 59 59
Unreserved:

Designated for flood control projects 49,789 49,789

Undesignated 15,759 374 16,133
TOTAL FUND BALANCES 184,683 59 374 185,116
TOTAL LIABILITIES AND FUND BALANCES $ 220,294 $ 628 $ 374 § 221,296

The notes to the basic financial statements are an integral part of this statement.
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LLOS ANGELES COUNTY FLOOD CONTROL DISTRICT

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET ASSETS
JUNE 30, 2009 (in thousands)

Fund balance of total governmental funds (page 19)
Amounts reported for governmental activities in the Statement of
Net Assets are different because:

Capital assets in governmental activities are not current financial
resources and therefore are not reported in governmental funds:

«

3,551,348

Construction-in-progress 120,415

Land and easements

Buildings and improvements - net 69,121
Equipment - net 255

Infrastructure - net 1,976,299

Other long-term assets are not available to pay for current-
period expenditures and are deferred, or not recognized,
in governmental funds:
Unearned revenue
Accrued interest payable is not recognized in governmental funds
The following long-term liabilities are not due and payable in the

current period and therefore are not reported in the governmental funds:

Bonds payable (84,705)
Litigation/self insurance (12,577)

$ 185,116

5,717,438

13,781

(1,328)

(97,282)

Net assets of governmental activities (page 17)

The notes to the basic financial statements are an integral part of this statement.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2009 (in thousands)

REVENUES:
Taxes
Licenses and permits
Fines, forfeitures, and penalties
Iinterest
Rents and royalties
Intergovernmental revenues:
Federal
State
Other
Charges for services
Miscellaneous
TOTAL REVENUES

EXPENDITURES:
Current public protection:
Services and supplies
Debt service:
Principal
interest
Capital outlay
TOTAL EXPENDITURES

EXCESS (DEFICIENCY) OF

REVENUES OVER EXPENDITURES

The notes to the basic financial statements are an integral part of this statement.

TOTAL
DEBT CAPITAL GOVERNMENTAL

GENERAL SERVICE PROJECTS FUNDS
$ 100,611 §$ - 8 - 100,611
606 606
1,913 1,813
4,750 1 1 4,762
8,281 8,281
2,086 2,088
8,515 8,515
6,134 6,134
126,963 126,963
1,566 1,566

261,425 11 1 261,437 ‘

215,492 215,492
14,505 14,505
4,576 4,576
808 53 861
216,300 19,081 53 235,434
45,125 (19,070) (52) 26,003

Continued ...
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS - Continued

FOR THE YEAR ENDED JUNE 30, 2009 (in thousands)

OTHER FINANCING SOURCES (USES):
Sales of capital assets

Transfers in from County of Los Angeles
Transfers in

Transfers out

OTHER FINANCING SOURCES (USES)
NET CHANGE IN FUND BALANCES

FUND BALANCES - BEGINNING

FUND BALANCES - ENDING

TOTAL
DEBT  CAPITAL GOVERNMENTAL
GENERAL SERVICE PROJECTS FUNDS
281 $ - $ -8 281
32 32
19,078 19,078
(19,052) (26) (19,078)
(18,739) 19,078 (26) 313
26,386 8 (78) 26,316
158,297 51 452 158,800
184,683 § 59 § 374§ 185,116

The notes to the basic financial statements are an integral part of this statement.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2009 (in thousands)

Net change in fund balances - total governmental funds (page 22) $ 26,316

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 cost of those
assets is allocated over their estimated useful lives and
reported as depreciation expense:

Expenditures for general capital assets, infrastructure
and other related capital asset adjustments $ 130,899

Less - current year depreciation expense (64,976) 65,923

In the Statement of Activities, only the gain on the sale of

capifal assets is reported, whereas in the governmental

funds, the proceeds from the sale increase financial

resources, thus, the change in net assets differs from

the change in fund balance (281)

Revenue timing differences result in more revenue in
Government-wide Statements (854)

Repayment of bond principal is an expenditure in the
governmental funds but the repayment reduces long-term
liabilities in the Statement of Net Assets 14,505

Accrued interest for bonds payable; this is the net change in
accrued interest for the current period 197

Some expenses reported in the accompanying Statement of
Activities do not require (or provide) the use of current
financial resources and therefore are not reported as
expenditures in governmental funds:

Change in litigation/self insurance 548
Change in net assets of governmental activities (page 18) $ 106,254

The notes to the basic financial statements are an integral part of this statement.
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LLOS ANGELES COUNTY FLOOD CONTROL DISTRICT
STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
JUNE 30, 2009 (in thousands)

AGENCY
FUNDS

ASSETS
Pooled cash and investments (Notes 1 and 4) $ 3,699
TOTAL ASSETS $ 3,699
LIABILITIES
Deposits payable $ 3,699
TOTAL LIABILITIES 3,699
TOTAL NET ASSETS $ -

The notes to the basic financial statements are an integral part of this statement.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General

The Los Angeles County Flood Control District (District) is empowered to carry out the
objectives of the Los Angeles County Flood Control Act. Its objectives are to provide
for the control and conservation of flood, storm, and other wastewater as well as to
protect from damage the harbors, waterways, public highways, and property within the
District from such flood or stormwaters. District powers are exercised through the
County of Los Angeles Board of Supervisors (Board), which acts as the District's
governing body. The duties of the Board include approving the District's budget,
determining the District’s tax rates, approving contracts, and determining whether to
issue bonds authorized by the voters of the District.

Reporiing Entity

District management has determined that the Public Works Financing Authority
(PWFA) shouid be included in the basic financial statements of the District as a
blended component unit. The PWFA is dependent upon the District for funding. The
PWFA is a public agency organized pursuant to a Joint Exercise of Powers
Agreement between the District and the County dated May 18, 1993. The PWFA is
empowered to finance District capital assets through the issuance of bonds.

Blended component units are entities that, because of the closeness of the
relationship with the primary government, should be blended in the basic financial
statements as though they are part of the primary government. The District does not
have any component units that should be discretely presented. Additional financial
information for the PWFA may be obtained from the Department of Public Works at
900 South Fremont Avenue, Alhambra, California 91803.

The District is included as a blended component unit in the County financial reporting
entity and is included in the County’s Comprehensive Annual Financial Report for the
Fiscal Year Ended June 30, 2009. The financial resources and operations of the
District are accounted for in the fund types discussed below.

Basis of Accounting and Measurement Focus

The basic financial statements of the District are composed of the following:

e Government-wide financial statements
e Fund financial statements
¢ Notes to the basic financial statements

Financial reporting incorporates all GASB pronouncements.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS-Continued
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES-Continued

Government-wide Financial Statements

Government-wide financial statements display information about the District as a
whole. The Statement of Net Assets and Statement of Activities display information
about the District except for fiduciary activities.

Basis of Accounting

Government-wide financial statements are presented using the economic resources
measurement focus and the accrual basis of accounting. Under the economic
resources measurement focus, all (both current and long-term) economic resources
and obligations of the reporting government are reported. Basis of accounting refers
to when revenues and expenses are recognized in the accounts and reported in the
basic financial statements. Under the accrual basis of accounting, revenues,
expenses, gains, losses, assets, and liabilities resulting from exchange and
exchange-like transactions are recognized when the exchange takes place.
Revenues, expenses, gains, losses, assets, and liabilities resulting from nonexchange
transactions are recognized in accordance with the requirements of GASB Statement
No. 33.

Proceeds of long-term debt are recorded as a liability rather than as another financial
source. Amounts paid to reduce long-term indebtedness of the reporting government
are reported as a reduction of the related liability rather than as an expenditure.

Net assets are classified into the following three categories: (1) invested in capital
assets, net of related debt, (2) restricted, and (3) unrestricted. Net assets are reported
as restricted when their use has been constrained by externally imposed conditions.
Such conditions include limitations imposed by creditors (such as through debt
covenants), grantors, or laws or regulations of other governments and restrictions
imposed by law through constitutional provisions or enabling legislation. At June 30,
2009, there were no restricted assets impacted by enabling legislation.

When both restricted and unrestricted net assets are available, restricted resources
are used first and then unrestricted resources are used to the extent necessary.

Fund Financial Statements

The accounting system of the District is organized and operated on the basis of
separate funds, each of which is considered to be a separate accounting entity. The
operation of each fund is accounted for with a separate set of self-balancing accounts
that comprise its assets, liabilities, fund balances, revenues, and expenditures.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS-Continued
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES-Continued

Governmental resources are aliocated to and accounted for in individual funds based
upon the purposes for which they are to be spent and the means by which spending
activities are controlied.

Fund financial statements are presented after the government-wide financial
statements. These statements display information about major funds individually and
in the aggregate for governmental funds.

The fund financial statements provide information about the District’s funds, including
fiduciary funds. Separate statements for governmental and fiduciary fund categories
are presented.

The District reports on the following major governmental funds:

General Fund

The General Fund is available for any authorized purpose and is used to account
for all financial resources except those required to be accounted for in another
fund.

Debt Service Fund

The Debt Service Fund is used to account for the accumulation of resources for,
and the payment of, long-term debt principal and interest.

Capital Projects Fund

The Capital Projects Fund is used to account for financial resources to be used for
the acquisition or construction of flood control structures financed by long-term
debt.

The District also reports on the following funds:

Fiduciary Funds (Agency Funds)

The Agency Funds are used to account for assets held by the District in an
agency capacity pending ftransfer or distribution to individuals, private
organizations, other governmental entities, or other funds. Such funds have no
equity accounts since all assets are primarily made up of deposits due to
individuals or entities at some future time. The Agency Funds consist of funds for
the acquisition of rights-of-way for flood control projects and deposits received
from other governmental entities, private companies, and individuals as part of
agreements, permits, contractual obligations, or other pre-payment requirements
stemming from flood control construction projects or maintenance work.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS-Continued
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES-Continued

Basis of Accounting

In the fund financial statements, governmental funds are presented using the modified
accrual basis of accounting. Revenues are recognized when they become
measurable and available to finance operations during the year. Secured and
unsecured property taxes and benefit assessments estimated to be collectabie in
future years are recorded as receivables and deferred revenue. The accrual of
property tax revenues is generally limited to the extent that collection occurs within
60 days after the balance sheet date.

Interest income and charges for current services are accrued when earned and
determined available. Changes in the fair value of investments are recognized as
revenues at the end of each year. Federal and State grants are recorded as revenue
when determined to be available, entitiement occurs, and related eligible expenditures
are incurred. Revenues that are not accrued include licenses, permits, and
miscellaneous revenues. Expenditures are generally recognized under the modified
accrual basis of accounting when the related fund liability is incurred except for
interest on long-term debt, which is recognized when payment is due.

In the fund financial statements, governmental funds are presented using the current
financial resources measurement focus. This means that only current assets and
current liabilities are generally included on their balance sheets. Noncurrent portions
of long-term receivables due from governmental funds are reported on the District's
balance sheet and are offset by deferred revenue. The reported fund balance (net
current assets) is considered to be a measure of “available spendable resources.”
Governmental fund operating statements present increases (revenues and other
financing sources) and decreases (expenditures and other financing uses) in net
current assets. Accordingly, they are said to present a summary of sources and uses
of “available spendable resources” during a period.

As a result of its spending measurement focus, expenditure recognition for
governmental fund types excludes transactions involving noncurrent liabilities. Since
they do not affect net current assets, such long-term amounts are not recognized as
governmental fund type expenditures or fund liabilities.

Amounts expended to acquire capital assets are recorded as expenditures in the year
that resources were expended rather than as fund assets. The proceeds of long-term
debt are recorded as another financing source rather than as a fund liability. Amounts
paid to reduce long-term indebtedness are reported as fund expenditures.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS-Continued
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES-Continued

Property Taxes

All jurisdictions within California derive their taxing authority from the State
Constitution and various legislative provisions contained in the State’s Government
Code and Revenue and Taxation Code. Property is assessed at full cash or market
value (with some exceptions). Pursuant to such legislation, the Board levies a
property tax to support general operations of the various jurisdictions (ad valorem tax).
This tax is limited to one percent (1%) of full cash value of property and collections are
distributed in accordance with statutory formulae. The District receives an
apportionment from the property tax levy which is a major source of District revenue.

Property taxes are levied on both real and personal property. Secured property taxes
are levied during September of each year. They become a lien on real property on
January 1 preceding the fiscal year for which taxes are levied. These tax payments
can be made in two equal installments. the first is due November 1 and is delinquent
with penalties after December 10; the second is due February 1 and is delinquent with
penalties after April 10. Secured property taxes that are delinquent and unpaid as of
June 30 are declared to be tax defaulted and are subject to redemption penalties,
costs, and interest when paid. If the delinquent taxes are not paid at the end of five
(5) years, the property may be sold at public auction. The proceeds are used to pay
the delinguent amounts due and any excess is remitted, if claimed, to the taxpayer.

Unsecured personal property taxes are not a lien against real property. These taxes
are due on January 1 and become delinquent, if unpaid, on August 31. Unsecured
property tax receivables are reduced by an amount estimated to be uncollectible,
which is based on a five-year historical average collection percentage.

Benefit Assessments

The District, as authorized by the State’s Government Code, levies an assessment on
each parcel of real property within the District, except on property owned by Federal,
State, or local government agencies. The assessment, as approved by the Board, is
levied in proportion to benefits received and determined on the basis of the
proportionate stormwater runoff from each parcel. The purpose of benefit
assessments is to cover the cost of providing flood control services within the District
that are not offset by other available revenues.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS-Continued
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES-Continued

Deposits and Investments

in accordance with GASB Statement No. 31, “Accounting and Financial Reporting for
Certain Investments and for External Investment Pools,” the accompanying financial
statements reflect the fair value of investments. Changes in fair value that occur
during a fiscal year are recognized as investment income reported for the fiscal year.
Investment income includes interest earnings, changes in fair value, and any gains or
losses realized upon the liquidation, maturity, or sale of investments.

All cash and investment balances of the District are pooled and invested by the
County Treasurer and are subject to withdrawal from the pool upon demand. Each
fund’s share in the pool is displayed in the accompanying financial statements as
pooled cash and investments. Investment income earned by the pooled investments is
allocated to various funds based on the fund’s average cash and investment balance
as provided by Government Code Section 53647,

The fair value of pooled investments is determined annually and based on current
market prices. The method used to determine the value of participants’ equity
withdrawn is based on the book value of the participants’ percentage participation at
the date of such withdrawals rather than market value.

Other Investments

“Other Investments” represents investment and interest earnings related to the debt
issuance currently held in trust by the Bank of New York Trust Company, N. A.

Capital Assets

Capital assets, which include land and easements, buildings and improvements,
equipment, and infrastructure, are reported in the government-wide financial
statements. Capital assets are recorded at historical cost or estimated historical cost
if purchased or constructed. Donated capital assets are recorded at estimated fair
value at the date of donation.

Capital outlays are recorded as expenditures of the General and Capital Projects
Funds and as assets in the government-wide financial statements to the extent the
District’s capitalization threshold is met.

The County’'s policy is to record infrastructure costs as services and supplies

expenditures in the General Fund and capitalize as assets in the government-wide
financial statements to the extent the District’s capitalization threshold is met.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS-Continued
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES-Continued

The District's capitalization thresholds are $5,000 for equipment, $100,000 for
buildings and improvements, and $100,000 for infrastructure assets. Maintenance
and repairs are charged to operations when incurred  Betterments and major
improvements that significantly increase values, change capacities, or extend useful
lives are capitalized. Upon sale or retirement of capital assets, the cost and the
related accumulated depreciation, as applicable, are removed from the respective
accounts and any resulting gain or loss is included in the results of operations.
Specific disclosures related to capital assets appear in Note 5.

Capital assets are depreciated or amortized using the straight-line method over the
following estimated useful lives:

Buildings and Improvements 10 to 50 years
Equipment 2 to 35 years
Infrastructure 15 to 100 years

Use of Estimates

The preparation of financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of
certain assets and liabilities, disclosures of contingent assets and liabilities at the date
of the financial statements, and the reported amount of revenues and expenditures
during the reporting period. Actual results couid differ from those estimates.

ACCOUNTING CHANGES AND RESTATEMENT OF NET ASSETS

As discussed below, the District implemented the following GASB Statements in the
2008-2009 fiscal year:

Governmental Accounting Standards Board Statement No. 49

For the fiscal year ended June 30, 2009, the District implemented GASB Statement
No. 49, “"Accounting and Financial Reporting for Pollution Remediation Obligations.”
This Statement provides specific guidance on accounting and financial reporting for
poliution remediation obligations, including disclosure requirements. These
obligations address the current and potential detrimental effects of existing pollution
by participating in pollution remediation activities. This matter is further discussed in
Note 12.
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LOS ANGELES COUNTY FLOOD CONTROL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS-Continued
JUNE 30, 2009

ACCOUNTING CHANGES AND RESTATEMENT OF NET ASSETS-Continued

Governmental Accounting Standards Board Statement No. 52

GASB Statement No. 52, “Land, and Other Real Estate Held as Investments by
Endowments,” was implemented by the District for the fiscal year ended June 30,
2009 GASB No. 52 establishes standards for accounting and financial reporting for
land and other real estate held as investments by endowments. For the fiscal year
ended June 30, 2009, no District endowment held land or real estate as investments.
While GASB No. 52 is not applicable for the current period, the District will apply the
Statement as appropriate in the future.

Governmental Accounting Standards Board Statement No. 55

GASB Statement No. 55, “The Hierarchy of Generally Accepted Accounting Principles
for State and Local Governments,” was implemented by the District for the fiscal year
ended June 30, 2009. This Statement is effective as of April 2, 2009, and its objective
is to incorporate the hierarchy of generally accepted accounting principles (GAAP) for
state and local governments into the Governmental Accounting Standards Board’s
authoritative literature. The “GAAP hierarchy” consists of the sources of accounting
principles used in the preparation of financial statements of state and local
governmental entities that are presented in conformity with GAAP, and the framework
for selecting those principles.

Governmental Accounting Standards Board Statement No. 56

GASB Statement No. 56, “Codification of Accounting and Financial Reporting
Guidance Contained in the AICPA Statements of Auditing Standards,” was
implemented by the District for the fiscal year ended June 30, 2009. This statement is
effective as of April 16, 2009, and its objective is to incorporate into the Governmental
Accounting Standards Board’'s (GASB) authoritative literature certain accounting and
financial reporting guidance presented in the American Institute of Certified Public
Accountants’ Statements on Auditing Standards. This Statement addresses three
issues not included in the authoritative literature that establishes accounting
principles-related party transactions, going concern considerations, and subsequent
events. The presentation of principles used in the preparation of financial statements
is more appropriately included in accounting and financial reporting standards rather
than in the auditing literature.

Restatement of Net Assets

During the year, the District restated beginning balances to reflect the recording of the
estimated poliution remediation obligations due to the implementation of GASB
Statement No. 49. The effects of the changes are as follows (in thousands):
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NOTES TO THE BASIC FINANCIAL STATEMENTS-Continued
JUNE 30, 2009

ACCOUNTING CHANGES AND RESTATEMENT OF NET ASSETS-Continued

Net Assets Effect of
July 1, 2008, Including Net Assets
As Previously Remediation July 1, 2008,
Reported Obligation As Restated
Government-wide
Governmental activities $5,721,596 $(10,125) $5,711,471

TRANSACTIONS WITH THE COUNTY

Pursuant to an agreement between the District and the County, the County is
responsible for providing all necessary employees to the District for purposes of
performing District functions. Costs related to these employees are billed to the
District based on actual time spent providing services to the District. Supply and
equipment costs are also billed based on actual usage by the District. Accordingly,
the District has no supplies inventory or employee-related liabilities (e.g., pension,
compensated absences, and workers’ compensation). For the year ended June 30,
2009, the County’s billings to the District's General Fund approximated $106,579,000.
Costs associated with shared equipment and inventory funded through the
Department of Public Works Internal Service Fund are recorded in the District’s
financial statements as expense under “Public Protection.” For the year ended June
30, 2009, this expense from the District's General Fund was $1,425,000.

The District has numerous transactions with the other funds of the County in order to
finance operations, provide services, purchase assets, and apportion property taxes.
To the extent that certain transactions between the District and these funds have not
been paid or received as of June 30, 2009, the net balances of interfund amounts
receivable or payable have been converted to cash for financial statement
presentation.

On April 16, 1990, the District entered into a cost-sharing ag