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December 26, 2023

Honorable Mayor, City Council and Citizens of the City of Watsonville:

REPORT PURPOSE AND ORGANIZATION

We are pleased to present the City of Watsonville’s Annual Comprehensive Financial
Report (ACFR) for the fiscal year ended June 30, 2023. The ACFR is intended to
present information above, what is required by generally accepted accounting
principles and State law.

The Charter of the City of Watsonville and the State of California law require that all
general-purpose local governments publish within six months of the close of the fiscal
year a complete set of financial statements presented in conformity with accounting
principles generally accepted in the United States of America (U.S. GAAP). The
report should also be audited by an independent firm of certified public accountants
(CPA) in accordance with generally accepted government auditing standards
(GAGAS). Pursuant to the requirements, we hereby issue the comprehensive annual
financial report of the City of Watsonville for the fiscal year ended June 30, 2023.

The ACFR consists of management’s representation concerning the finances of the
City of Watsonville (City). Consequently, management assumes full responsibility for
the completeness and reliability of all of the information presented in this report. To
provide a reasonable basis for making these representations, management of the City
has established a comprehensive internal control framework that is designed both to
protect the government’s assets from loss, theft, or misuse and to compile sufficient
reliable information for the preparation of the City of Watsonville’s financial statements
in conformity to U.S. GAAP. Because the cost of internal controls should not outweigh
their benefits, the City of Watsonville’s comprehensive framework of internal controls
has been designed to provide reasonable rather than absolute assurance that the
financial statements will be free from material misstatement. As management, we
assert that, to the best of our knowledge and belief, this financial report is complete
and reliable in all material respects.

. 831-768-3100 Q@ Administration
B customerservice@watsonville.gov, 275 Main Street, Suite 400
@ www.watsonville.gov | Watsonville, CA 95076
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Audited Financial Statements

Certified Public Accountants have issued an unmodified (“clean”) opinion on the City
of Watsonwville’s financial statements for the fiscal year ending June 30, 2023. A copy
of this report is included in page 11 in the Financial Section of this report.

The independent audit involved examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements; assessing the accounting
principles used and significant estimates made by management; and evaluating the
overall financial statement presentation. The independent auditor concluded, based
upon the audit, that there was a reasonable basis for rendering an unmodified opinion
that the City’s financial statements for the fiscal year ended June 30, 2023, are fairly
presented in conformity with U.S. GAAP. The independent auditors’ report is
presented as the first component of the financial section of this report.

The independent audit of the financial statements of the City of Watsonville also
incorporates a broader, federally mandated Single Audit Uniform Guidance
designed to meet the special needs of federal grantor agencies. The standards
governing the Single Audit engagements require the independent auditor to report not
only on the fair presentation of the financial statements, but also on the audited
government’s internal controls and compliance with legal requirements, with special
emphasis on internal controls and legal requirements involving the administration of
federal awards. These reports are available in the City of Watsonville’'s separately
issued Single Audit Report.

GAPP requires that management provide a narrative introduction, overview, and
analysis to accompany the basic financial statements in the form of Management’s
Discussion and Analysis (MD&A). This letter of transmittal is designed to complement
MD&A and should be read in conjunction with it. The City of Watsonville’s MD&A can
be found immediately following the report of the independent auditors.

CITY OF WATSONVILLE PROFILE

The City of Watsonville was incorporated in 1868 and is located six miles inland from
the Monterey Bay in the State of California. The government has a land area of 6.19
square miles and a population of 52,590 people based on the US Census 2020
Census.

. 831-768-3100 Q@ Administration
B customerservice@watsonville.gov, 275 Main Street, Suite 400
@ www.watsonville.gov | Watsonville, CA 95076
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Watsonville became a charter City government in 1908. Policymaking and legislative
authority are vested in the governing City Council, which consists of seven Council
Members, one of whom serves as mayor. The mayor is appointed on a sequential
basis from each of the numbered City Council districts and serves for a term of one
year. The council is elected on a non-partisan basis from seven electoral districts.
Council members are elected to four-year terms. Elections are staggered with four
Council Members elected during one election and three Council Members elected in
the following election two years later. The governing City Council is responsible,
among other things, for passing ordinances, adopting the budget, appointing
committees, and hiring the government's City Manager, City Clerk, and Attorney. The
City Manager is responsible for carrying out the policies and ordinances of the
governing council, for overseeing the day-to-day operations of the government, and
for appointing the department heads.

City Services

The City of Watsonville provides a full range of services including police and fire
protection; water treatment and distribution; solid waste collection and disposal;
sanitary sewer collection and treatment; airport facilities; building inspection, planning,
economic development, housing rehabilitation, and general government services;
library; recreation; parks; street construction and maintenance; and general
administration.

The financial reporting entity of the City includes all the funds of the City of
Watsonville, as well as all of its component units. Component units are legally
separate entities for which the primary government is financially accountable. The
Successor Agency of the City of Watsonville Redevelopment Agency’s information in
this year’s financial report is presented separately as part of the fiduciary statements.
Additional information can be found on this entity starting on page 95 within the notes
to the financial statements.

Budgetary Process and Controls

The annual budget serves as the foundation for the City of Watsonville’s financial
planning and control. All departments of the City of Watsonville are required to submit
requests for appropriations to the government’s management on or before March 31
of each fiscal year. The Finance Department uses these requests as a starting point
for developing a proposed budget. The Finance Department then presents this
proposed budget to the Council for review prior to May 31. The Council is required to
hold public hearings on the proposed budget and to adopt a final budget by no later
than June 30, the close of the City of Watsonville’s fiscal year. The appropriated
budget is prepared by fund (i.e. General Fund, Water), department (i.e., police), and
division (i.e., investigation).

. 831-768-3100 Q@ Administration
B customerservice@watsonville.gov, 275 Main Street, Suite 400
@ www.watsonville.gov | Watsonville, CA 95076
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Department directors may make transfers of appropriations within a department.
Transfers of appropriations between departments, however, require the special
approval of the City Manager. Budget to actual comparisons is provided in this report
for each individual governmental fund for which an appropriated annual budget has
been adopted. The general fund, housing fund, and redevelopment and housing
grants fund comparisons are presented on pages 39 to 42 as part of the basic financial
statements for the governmental funds. For governmental funds, other than major
funds, with appropriated annual budgets, these comparisons can be found in the
governmental fund subsection of this report, which starts on page 112.

FACTORS AFFECTING FINANCIAL CONDITON

The budget for Fiscal Year 2022-23 assumed a return to normalcy with a normal level
of revenue growth after the unpredictability of the pandemic. As the economy remains
uncertain in the fourth year after the COVID-19 pandemic, we are optimistic about the
future but remain optimistic about the future. While the inflation rate peaked and
declined, it remains at about 3.7% nationally. The General Fund budget assumed a
normal level of growth. We have budgeted to spend some of our fund balance to fund
Ramsay Park. We ended the year with an increase to the fund balance in the General
Fund of $3MM. Controlled spending and moderate increases in our revenues have
contributed to this increase.

The CPI (Consumer Price Index) is used by the U.S. Bureau of Labor Statistics to
measure inflation. The September 2023 CPI-U (Consumer Price index for all Urban
Consumers) increased 3.7 percent over the last 12 months. Core CPI (CPI less food and
energy) is 4.1 percent compared to 6.6 percent in September 2022. Core CPI represents
a more accurate picture of underlying inflation trends since volatile food and energy
products are excluded. While the global economic activity remains uncertain, the U.S.
Bureau of Labor Statistics’ Employment Projections for 2022-2023 shows a projected
growth from 164.5 million to 169.1 million over the 2022-32 decade.

Local Economy

Despite the confusion brought by the pandemic, Watsonville was able to end the fiscal
year on a positive note, driven by year-over-year tax increases and responsible
spending and savings on the part of our departments.

Property taxes saw an increase of $824k from FY 2021-2022. Property tax collections
in FY 2022-23 were driven by assessments and increases in supplemental taxes that
were set the prior year. We saw less transfer taxes than in the prior years, which are
a direct result of higher interest rates. The doubling of the 30-year mortgage interest
rates to over 6.5% during the latter of calendar year 2022 and still to this day appears
to be reducing the demand to purchase homes.

. 831-768-3100 Q@ Administration
B customerservice@watsonville.gov, 275 Main Street, Suite 400
@ www.watsonville.gov | Watsonville, CA 95076
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In November 2022, voters approved Measure R, a half-cent sales tax on most goods
sold within Watsonville. This tax became effective April 1, 2023. While this is a
general-purpose tax, it will solely be used to primary support investment in street
maintenance, pothole repairs, parks and recreation, library services, employment
opportunities and services for seniors. There is an estimated $5 million that will be
generated annually from this tax.

The biggest increase continues to be Sales tax revenues, we saw an increase of
$930k from FY 2021-2022. We have recovered very well and are seeing the impact
of inflation on our increased revenue. Auto sales were strong in this fiscal year and
contributed to the increase in this revenue. The largest decreases came from fuel
service stations as falling fuel prices at the pump reduced receipts from gas stations
and petroleum providers. Consumption of goods is generally lower as general retail
is softening in our state. Sales tax for the remainder of 23 appears likely to follow the
recent trend of moderate declines before leveling off in 2024. Cooling consumer
confidence and greater pressure on household budgets may lead to a lackluster
upcoming holiday shopping period. Below is a graph that shows the percentage or
receipts by category for the Sales tax receipts in FY 2023 (provided by HDL):

REVENUE BY BUSINESS GROUP
Watsonville This Fiscal Year*

Fuel

Food/Drug

l:nn.:.'.'}nu-d:_r

10%
Bus/Ind.
B%

&
Building
13

Restaurants

AurtosiTrans. 1%
e *ADJUSTED FOR
248% ECOROMIC DATA

Watsonville is a strong and resilient community with a history of doing more with less.
We are on a good path and with slow and steady steps we will stay there.

. 831-768-3100 9 Administration
B customerservice@watsonville.gov, 275 Main Street, Suite 400
@ www.watsonville.gov | Watsonville, CA 95076
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Independent Audit

Each year the City requires an independent annual audit of the City's financial records,
the results of its operations, and cash flows. This report includes the opinion of the
City's independent auditors, Maze & Associates, for the basic financial statements of
the City. In addition, the document also contains the auditors' report on Internal
Control over Financial Reporting and on compliance and Other Matters Based on an
Audit of Financial Statements Performed in Accordance with Government Auditing
Standards.

Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Watsonville,
California for its annual comprehensive financial report (ACFR) for the fiscal year
ending June 30, 2022. This was the twentieth consecutive year that the government
has received this prestigious award. To be awarded a Certificate of Achievement, the
government must publish an easy, readable, and efficiently organized ACFR. The
report satisfies both U.S. GAAP and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our
current ACFR meets the Certificate of Achievement Program’s requirements, and we
are submitting it to GFOA to determine its eligibility for another certificate. In addition,
the City has received the GFOA’s Award for Distinguished Budget Presentation for its
biennial budget dated June 30, 2022. To qualify for the Distinguished Budget
Presentation Award, the government’s budget document was judged to be proficient
in several categories, including policy documentation, a financial plan, and a
communication device.

The preparation of this report could not have been accomplished without the efficient
and dedicated service of the Finance Department staff. We would like to express our
appreciation to all members of the department who assisted and contributed to the
preparation of this report. Brenda Castillo, llda Estrada, Jorge Ortiz, and Patricia
Rodriguez deserve special recognition for their contribution to the report. The following
remaining Finance Staff made this report possible through their dedicated service
throughout the fiscal year: Elizabeth Quiroz, Christine McGrath, Diana Rivas, and
Mary Stepovich. The mayor and the governing council should also be given due credit
for their interest and support in managing the City of Watsonville in a responsible and
progressive manner.

Respectfully submitted,

/”/‘ '\1/ L IR (/ Itk a

Administrative Services Director

. 831-768-3100 Q@ Administration
B customerservice@watsonville.gov, 275 Main Street, Suite 400
@ www.watsonville.gov | Watsonville, CA 95076
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INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and Members of the City Council
City of Watsonville, California

Report on the Audit of the Financial Statements
Opinions

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 Watsonville,
California (City), as of and for the year ended June 30, 2023, and the related notes to the financial
statements, which collectively comprise the City’s basic financial statements as listed in the Table of
Contents.

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, 2023, and the respective changes in
financial position and, where applicable, cash flows thereof and the respective budgetary comparisons listed
in the Table of Contents as part of the basic financial statements for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Basis for Opinions

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. Our responsibilities under those standards are
further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our
report. We are required to be independent of the City and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirement relating to our audit. We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our audit opinions.

Responsibilities of Management for the Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about the City’s ability to continue as a
going concern for twelve months beyond the financial statement date, including any currently known
information that may raise substantial doubt shortly thereafter.

Accountancy Corporation T 925.228.2800
3478 Buskirk Avenue, Suite 217 E maze@mazeassociates.com
Pleasant Hill, CA 94523 w mazeassociates.com
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinions. Reasonable assurance is a high level of assurance but is not absolute assurance and
therefore is not a guarantee that an audit conducted in accordance with generally accepted auditing
standards and Government Auditing Standards will always detect a material misstatement when it exists.
The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control. Misstatements are considered material if, there is a substantial likelihood
that, individually or in the aggregate, they would influence the judgment made by a reasonable user based
on the financial statements.

In performing an audit in accordance with generally accepted auditing standards and Government
Auditing Standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures in
the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the City’s internal control. Accordingly, no such opinion is
expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the City’s ability to continue as a going concern for a reasonable
period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related
matters that we identified during the audit.

Change in Accounting Principles

Management adopted the provisions of the Governmental Accounting Standards Board Statement No. 96 —
Subscription-Based Information Technology Arrangements (SBITA’s), which became effective during the
year ended June 30, 2023 and required the restatement of net position and required the City to record certain

subscription related balances and activity as discussed in Note III-F in the financial statements.

The emphasis of this matter does not constitute a modification to our opinions.

12



Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis and other required supplementary information as listed in the Table of Contents be
presented to supplement the basic financial statements. Such information is the responsibility of
management and, 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.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The accompanying Supplementary Information, as listed in
the Table of Contents, is presented for purposes of additional analysis and is not a required part of the basic
financial statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements. The
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the Supplementary Information is fairly
stated, in all material respects, in relation to the basic financial statements as a whole.

Other Information

Management is responsible for the other information included in the annual report. The other information
comprises the Introductory Section and Statistical Section listed in the Table of Contents, but does not
include the basic financial statements and our auditor’s report thereon. Our opinions on the basic financial
statements do not cover the other information, and we do not express an opinion or any form of assurance
thereon.

In connection with our audit of the basic financial statements, our responsibility is to read the other
information and consider whether a material inconsistency exists between the other information and the
basic financial statements, or the other information otherwise appears to be materially misstated. If, based
on the work performed, we conclude that an uncorrected material misstatement of the other information
exists, we are required to describe it in our report.

13



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 26,
2023, on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is solely 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
effectiveness of the City’s internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering the
City’s internal control over financial reporting and compliance.

me

Pleasant Hill, California
December 26, 2023
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CITY OF WATSONVILLE, CALIFORNIA
MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Watsonville, we offer readers of the City of Watsonville’ s financial
statements this narrative overview and analysis of the financial activities of the City of Watsonville
for the fiscal year ended June 30, 2023. We encourage readers to consider the information
presented here in conjunction with additional information that we have furnished in our letter of
transmittal, which can be found on pages 1 - 6 of this report. All amounts, unless otherwise
indicated, are expressed in thousands of dollars.

Fiscal Year 2023 Financial Highlights

e The assets and deferred outflows of the City of Watsonville exceeded its liabilities and deferred
inflows at the close of the most recent fiscal year by $287,546.

e The City’s deferred outflow of resources-Pension totaled $43,598 and its deferred inflow of
resources-Pensions totaled $8,675.

e The City’s liabilities totaled $163,419.

e The City’s total net position increased by $22,519. Governmental activities net position
increased by $9,420 most of this increase is due to the passage of Measure R by our voters in
November 2022. The city was able to collect one quarter of this new sales tax in the 2023
fiscal year. Absent this new tax, the City’s sales tax revenues would have been relatively flat.
As well as we saw increase in Property taxes due increases in supplemental tax receipts.
Business type activities net position increased by $13,098. Most of this increase was from
Water, Sewer and Solid Waste funds ending with positive operating income.

e As of the close of the current fiscal year, the City’s governmental funds reported combined
ending fund balances of $48,708, an increase of $3,361 in comparison with the prior fiscal
year’s balances. The restricted portion was $27,419 and the unassigned amount was $21,288
which is an increase of $3,442 from the prior fiscal year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City of Watsonville’ s
basic financial statements. The City of Watsonville’ s basic financial statements comprise 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.

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

The Statement of Net Position presents information on all of the City of Watsonville’ s assets and
liabilities, with the difference between the two reported as net position. Increases or decreases in
net position may serve as a useful indicator of whether the financial position of the City of
Watsonville is improving or deteriorating overtime.
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The Statement of Activities presents information showing how the City of Watsonville’s net
position changed during the most recent fiscal year. All changes in net position are reported as
soon as the underlying event giving rise to the change occurs, regardless of the timing or related
cash flows. Thus, revenues and expenses are reported in this statement for some items that will
result in cash flows in future periods (e.g. uncollected taxes).

Both of the government-wide financial statements distinguish functions of the City of Watsonville
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 of
Watsonville include general government, public safety, housing, streets, and culture and
recreation. The business-type activities of the City of Watsonville include water, sewer, solid
waste, airport, and fiber optic activities.

The government-wide financial statements can be found on pages 28 to 30 of this report.

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
Watsonville, 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 of
Watsonville 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 spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information may be useful in evaluation of a
government’ s near-term financing requirements.

Because the focus of governmental funds is narrower than that of 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. Both the governmental funds balance sheet and the governmental fund
statements of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The City of Watsonville maintains eighteen individual governmental funds. Information is
presented separately in the governmental funds balance sheet and in the governmental funds
statement of revenues, expenditures, and changes in fund balances for the general fund, impact
fees fund, housing fund, redevelopment and housing grants fund, American rescue plan act fund
and general debt service fund which are all major funds. Data for the other thirteen governmental
funds are combined into a single, aggregated presentation. Individual fund data for each of these
nonmajor governmental funds is provided in the form of combining statements elsewhere in this
report.

The City of Watsonville adopts a biennial budget (one year adopted and one year proposed) for all
its governmental funds.
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The basic governmental fund financial statements can be found on pages 32 to 38 of this report.

Proprietary funds. The City of Watsonville maintains two types of proprietary funds; Enterprise
and Internal Service funds. Enterprise funds are used to report the same functions presented as
business-type activities in the government-wide financial statements. The City of Watsonville
uses enterprise funds to account for Water, Sewer, Solid Waste, Airport and Fiber Optic
operations.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary funds financial statements provide separate
information for the water, sewer, solid waste, airport and fiber optic operations, all of which are
considered to be major funds of the City of Watsonville.

Internal service funds are an accounting device used to accumulate and allocate costs internally
among the City of Watsonville’s various functions. The City of Watsonville uses an internal
service fund to account for insurance activities of the City. The fund predominantly benefits
governmental funds rather than business-type functions, and it has been included within
governmental activities in the government-wide financial statements. Conversely, the internal
service fund is presented in the proprietary funds’ financial statements.

The basic proprietary funds financial statements can be found on pages 44 to 49 of this report.

Fiduciary fund. Fiduciary funds are used to account for resources held for the benefit of parties’
outside the government. Fiduciary funds are not reflected in the government-wide financial
statements because the resources of those funds are not available to support the City of
Watsonville’s own programs. The accounting used for fiduciary funds is much like that used for
proprietary funds.

The basic fiduciary fund financial statements can be found on pages 50 to 51.

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 53 to 97 of this report.

Other information. In addition to the basic financial statements and accompanying notes,
required supplementary information, combining statements and schedules referred to earlier in
connection with non-major governmental funds are presented immediately following the notes to
the financial statements. Combining and individual fund statements and schedules can be found
on pages 108 to 111 of this report.

Government-wide Financial Analysis
Statement of Net Position. As noted earlier, net position may serve over time as a useful indicator
of a government’ s financial position. In the case of the City of Watsonville, assets and deferred

outflows exceeded liabilities and deferred inflows by $287,546 at the close of the most recent fiscal
year.
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By far the largest portion of the City of Watsonville’s net position $213,386 reflects its investment
in capital assets (e.g., land, buildings and improvements, machinery, work in progress, and
infrastructure) less any related outstanding debt used to acquire those assets. The City of
Watsonville uses these capital assets to provide services to citizens; consequently, these assets are
not available for future spending. Although the City of Watsonville’s investment in its capital
assets is reported net of related debt, it should be noted that the resources needed to repay this debt
must be provided from other sources, since the capital assets themselves cannot be used to liquidate
these liabilities.

An additional portion of the City of Watsonville’s net position $27,082 represent resources that
are subject to external restrictions on how they may be used by creditors (such as through debt
covenants), grantors, contributions or laws or regulations of other governments. The remaining
balance of unrestricted net position $47,079 is unrestricted and available for next year’s operations
at the direction of the City Council.

City of Watsonville’s Net Position
June 30, 2023
(in thousands)

Governmental Business-type
Activities Activities Total
2023 2022 2023 2022 2023 2022
$ $ $ $

Current and other assets 113,308 113,479 106,080 66,399 219,388 179,878
Capital assets 115,364 113,358 81,291 101,659 196,655 215,017

Total Assets 228,672 226,837 187,371 168,058 416,043 394,895
Deferred outflows of resources 34,527 15,666 9,072 3,546 43,599 19,212

Total Defered Outlfows of Resources 34,527 15,666 9,072 3,546 43,599 19,212
Long-term liabilities outstanding 85,911 49,209 44,144 26,228 130,055 75,437
Other Liabilities 29,473 32,620 3,892 4,175 33,365 36,795

Total Liabilities 115,384 81,829 48,036 30,403 163,420 112,232
Deferred inflows of resources 4,279 26,558 4,397 10,288 8,676 36,846

Total Defered Outlfows of Resources 4,279 26,558 4,397 10,288 8,676 36,846
Net Position:
Net Investment in capital assets 113,121 111,205 100,264 96,016 213,385 207,221
Restricted 27,082 27,012 27,082 27,012
Unrestricted 3,333 (4,102) 43,746 34,895 47,079 30,793

Total Net Position 143,536 134,115 144,010 130,911 287,546 265,026

At the end of the current fiscal year, the City of Watsonville is able to report positive balances in
net investment in capital assets and restricted net position for the government as a whole.
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City of Watsonville
Summary of Changes in Net Position
For the Fiscal Year Ending June 30, 2023
(in thousands)

Governmental Business-type
Activities Activities Total
2023 2022 2023 2022 2023 2022
$ $ $ $
Revenues:
Program Revenues:
Charges for services 15,414 12,170 60,152 56280 75566 68450
Operating grants and
contributions 3621 3,541 464 26 4,085 3,567
Capital grants and
contributions - - 49 489 49 489
General Revenues
Property taxes 17,802 16,977 17,802 16977
Other taxes 37,924 34,436 37924 34436
Others 4,480 2,857 3,582 1,535 8,062 4,392
Total Revenues and Transfers 79,241 69,981 64,247 58,330 143,488 12831
Expenses:
General government 17,339 12,246 17,339 12,246
Public safety 35,379 33,149 35379 33148
Housing 1191 3,256 1191 3,256
Streets 3,895 6,050 3,895 6,050
Culture and recreation 12,397 10,264 12,397 10,264
Interest on debt 35 42 207 64 242 106
Water - - 16,473 16,095 16,473 16,095
Sewer - - 14,509 13633 14503 13633
Solid waste - - 15,640 14,355 15640 14,355
Airport - - 3974 4,470 3974 4,470
Fiber optic - - 61 64 61 64
Total Expenses 70,236 65,007 50,864 48,681 121100 113,688
Increase in net position
before transfers 9,005 4974 13,383 9643 22388 14823
Internal balances 285 284 (285) (284) - -
Change in net position 9,290 5,258 13,098 9,365 22388 14623
Net position - beginning 134,115 128,857 130,912 121546 265,027 250,404
Prior year adjustments 131 - 131 -
Net position - beginning restated 134,246 128,857 130912 121546 265158 250,404
Net position ending 143,536 134,115 144,010 © 130912 287546 265,027

Governmental Activities. Governmental activities increased the City of Watsonville’s Net
Position by $9,420. Key elements of this increase are as follows:

Governmental revenues saw an increase in charges for service at about $3,244 and a combined
increase in Sales Tax and Property Taxes at about $1,744. Investment Interest Revenue saw
an increase of $1,592, this is a result of a higher earnings rate than in the last year. There were
other minimal increases in other tax categories and charges for services were relatively flat
offset by increases in grants and contributions.

Governmental spending increased by $5,229 primarily in general government and streets and

public safety. The increase in spending is primarily due to the city being able to complete
street projects and increases in Public Safety costs.
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For the fiscal year ending June 30, 2023
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Business-type activities. Business-type activities increased the City of Watsonville’s net position
by $13,099. Key elements of this increase are as follows:

For the fiscal year ending June 30, 2023

Expenses and Program Revenues
Business-type Activities

525,000
520,000
515,000
M Expenses
510,000 B Revenues
55,000
50 e J F__J
Water Sewer Solid waste  Airport Fiberoptic Intereston
Debt

e Charges for services increased in comparison to last fiscal year by $3,872, this was mainly due
to a 7% rate increases for Sewer and Solid Waste Funds other revenues increased by $2,047,
this was mainly due to higher interest rates bringing in increases in investment interest.

e The Funds had an increase in spending, mostly due to more capital spending and an increase
in pension obligation costs.
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For the fiscal year ending June 30, 2023

Revenues by Source
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Financial Analysis of the City of Watsonville’s Funds

As noted earlier, the City of Watsonville uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.

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

As of the end of the current fiscal year, the City of Watsonville’ s governmental funds reported
combined ending fund balances of $48,708, an increase of $3,361 in comparison with the prior
year. The largest portion of fund balances is restricted for specific purposes and the largest
restricted portion is for impact fees in the amount of $6,990 and the housing fund at $3,420. This
balance is for projects that have been budgeted, planned or will be completed within the next five
years. The remainders of fund balances are either non-spendable or unassigned at year end. The
non-spendable portion of fund balances represents the amounts of funds that cannot be spent
because they are either not in spendable form or legally required to remain intact. Unassigned
fund balances represent amounts which are unconstrained in that they may be spent for any

purpose.
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The General Fund is the chief operating fund of the City of Watsonville. At the end of the current
fiscal year, the charter reserve of the General Fund was $2,450. As a measure of the General
Fund’s liquidity, it may be useful to compare both the charter reserve and total fund balance to
total fund expenditures. The City’s General Fund Reserve met the Charter Reserve this fiscal year
end. The required Charter Reserve fund balance would be 4.2 percent of total general fund
expenditures; the total fund balance represented 37.1 percent of the same amount.

The fund balance of the City of Watsonville’s General Fund increased by $3,398 during the current
year largely due to the City having passed Measure R sales tax measure and modest increases in
property taxes.

The changes in Governmental Fund balance can be attributed to:

The General Fund increase in fund balance was from increases in various revenue types, such as,
sales tax and property tax in lieu of vehicle license fees, decrease in operating costs from a
controlled spending initiative.

The Impact Fees Fund had a fund balance of $6,990, a decrease of $1,266 over the prior year’s
fund balance. This decrease was due to spending on repairs and reconstruction of the Highway

1/Harkins Slough project remaining revenues are reserved for future projects in fund balance.

The Housing Fund had a fund balance of $3,419, a decrease of $56 over the prior year’s fund
balance. This decrease is due to a new loan issued during the fiscal year.

The Redevelopment and Housing Grants Fund has a fund balance of $373, an increase of $19 from
the prior year’s fund balance. This increase is the result of loan payments.

The government’s Debt Service Fund had a fund balance of $324, an increase decrease of $78
during the fiscal year.

Proprietary funds. The City of Watsonville’s proprietary funds provide the same type of
information found in the government-wide financial statements, but in more detail.

Net position and changes of net position for the five major enterprise funds are as follows:

Proprietary Funds Change of Net Position

Fund FY 2023 FY 2022 FY 2021 Change |% Change
Water 73,881 66,873 61,793 7,008 11.34%
Sewer 51,546 47,378 44,420 4,168 9.38%
Solid Waste 8,794 7,085 5,326 1,709 32.09%
Airport 9,139 9,013 9,449 126 1.33%
Fiber Optic 650 562 558 88 15.77%
Totals 144,010 130,911 121,546 13,099 10.78%

Other factors concerning the finances of these funds have already been addressed in the discussion
of the City of Watsonville’s business-type activities.
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General Fund Budgetary Highlights

Watsonville’s finances remain on a steady path. For the most part, our revenue increases are able
to match our expenditure increases. The high levels of inflation seen in the economy at large are
impacting limited areas of our budget, both revenue and expenses. We do continue to see large
year-over-year increases in CalPERS retirement costs, although those expected to begin decreasing
in coming years. We also continue to have a backlog of unfunded capital needs and the inability
to expand service levels in some areas requested by the public and our departments. The steady
approach we have taken to budgeting in recent years has paid off in that our funds have the reserves
needed to manage future economic shocks should they occur. There is also room for optimism in
future years as the peak in CalPERS’ costs seems to be approaching.

Tax revenues were $1,997 over budget. The majority was due to Sales Tax revenues coming in
$1,392 over budget. This increase was mainly due to impacts on inflation and some because of
the passage of Measure R sales tax revenue measure. Other revenues were over budget by $9,277.
Most of this increase was due to reimbursements from the County of Santa Cruz payment of a
short-term $5,000 loan for the purchase of the Hospital.

Capital Asset and Debt Administration

Capital assets. The City of Watsonville’s capital assets, for its governmental and business type
activities as of June 30, 2023, was $221,444 (net of depreciation). This represents a $5,230 increase
from the prior year or 2.42%.

Total City of Watsonville Capital Assets FY 2022-23

Capital Asset FY 2023  FY 2022 Change % Change
Land 31,865 31,239 626 2.00%
Building and Improvements 116,253 120,949 (4,696) -3.88%
Machinery & Equipment 12.643 13.525 (882) -6.52%
Infrastructure 39,540 34,983 4 5aT 13.03%
Construction in progress 20,162 14,321 5,841 40.79%
Right to Use Subsciption Assets 981 1,197 (216) -18.05%
Totals 221,444 216,214 5,230 2.42%

Governmental Type Activities increased by 2.63% due to the additional projects in progress and
the addition of the right to use subscription assets category.

Governmental Activities Capital Assets FY 2022-23

Capital Asset FY 2023  FY 2022 Change % Change
Land 17,044 16,468 576 3.50%
Building and Improvements 67,079 69,678 (2,599) -3.73%
Machinery & Equipment 4,406 4,862 (456) -9.38%
Infrastructure 12,741 13,715 (974) -1.10%
Construction in progress 13,113 8,635 4478 51.86%
Right to Use Subsciption Assets 961 1,197 (216)  -16.05%
Totals 115,364 114 555 3,010 2.63%
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While Business Type Activities increased by 4.33% due to Infrastructure additions.

Business Type Activities Capital Assets FY 2022-23

Capital Asset FY 2023 FY 2022 Change % Change
Land 14,821 14,771 50 0.34%
Building and Improvements 49,174 51,271 (2,097) -4.05%
Machinery & Equipment 8,237 8,663 (426) -4.87%
Infrastructure 26,799 21,268 5,531 25.12%
Construction in progress 7,049 5,686 1,363 28.76%
Totals 106,080 101,659 4,421 4.33%

Additional information on the City of Watsonville’ s capital assets can be found in Note III-B on
pages 66 to 67 of this report.

Long-Term Debt. At the end of the current fiscal year, the City of Watsonville had total net debt
outstanding of $131,824. The debt for governmental activities is made up of notes payable of
$1,372, net OPEB liability of $1,178, compensated absences of $2,381, subscription liabilities of
$870 and net pension liability of $80,940. Business type activities have $5,234 in notes payable,
$7,399 in a loan, net OPEB liability of $1,405, compensated absences of $1,006, net pension
liability of $26,358 and landfill closure/post closure liability of $3,680.

State statutes limit the amount of general obligation debt a governmental entity may issue to 10
percent of its total assessed valuation. The current debt limit for the City of Watsonville is
$199,073 which is significantly more than the City of Watsonville’ s outstanding debt subject to
this limit.

Additional information on the City of Watsonville’ s long-term debt can be found on page 71 of
this report.

Economic Factors and Next Year’s Budget
e Budget will include using of the American Rescue Plan Act allocation.
e Full year of Measure R sales tax revenue and expenditures

e In non-General Fund departments, you will see the same cautious growth assumptions,
consistent with the revenue activity we have experienced and assumed for the General Fund.

e Taking advantage of healthy fund balances to move much needed capital and infrastructure
projects.

e Continued and accelerated increases in PERS contributions.
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After several years of improving position Watsonville appears poised to weather the immediate
impacts. Watsonville was fortunate to receive $18.2 million in direct funding as part of the
American Rescue Plan Act (ARPA). We will budget to use the remaining American Rescue Plan
Act (ARPA) funds to support improvements in streets, investment in economic development to
continue to grow and diversify our revenues, Ramsay Park, Nature Center, and opportunities for
our citizens to obtain valuable work experience, just to name a few. The 2021-23 Biennial Budget
utilized a limited amount of ARPA funding for restoring those departments hardest hit by the
pandemic. The ARPA funding plan will include opportunities for community input and will
prioritize areas of greatest community need. We still face ever increasing PERS contributions and
have a large pent up demand for capital investments. Watsonville will have to act cautiously to
balance increasing expenditure pressure with what is likely to be several years of flatter revenue
growth than we have recently experienced.

The City was successful in passing a new transaction and use tax. This new tax measure will be
used to meet community goals. The tax enables the City to invest in repair and expansion of aging
parks, playgrounds and trails; creating safe place for kids, maintaining after-school and gang
prevention programs, fixing potholes and maintaining streets; expanding library access and
services or seniors; and creating employment opportunities. Watsonville has an opportunity to
reset, restructure, and rebuild the budget in ways that we meet community goals, without recreating
structural deficits.

All these factors will be taken into consideration during the preparation of the City of
Watsonville’ s annual budget for the fiscal year 2023-24.

Request for Information

This financial report is designed to provide a general overview of the City of Watsonville’s
finances 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 Marissa Duran, Administrative Services Director, City of Watsonville, and 250
Main Street, Watsonville, CA 95076.
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CITY OF WATSONVILLE, CALIFORNIA
STATEMENT OF NET POSITION
JUNE 30, 2023

Primary Government

See accompanying notes to financial statements
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Governmental Business-type
Activities Activities Total
$ $ $
ASSETS
Cash and investments 75,316,508 59,166,933 134,483,441
Restricted cash - 776,340 776,340
Cash & investments with fiscal agent - 6,041,426 6,041,426
Receivables:
Interest 2,926,616 - 2,926,616
Taxes 5,648,195 - 5,648,195
Accounts 2,150,811 8,210,078 10,360,889
Intergovernmental 2,959,586 499,697 3,459,283
Internal balances (1,188,075) 1,188,075 -
Loans receivable 24,981,201 291,926 25,273,127
Inventories 302,819 557,201 860,020
Deposits 60,000 - 60,000
Land held for resale 150,000 - 150,000
Leases receivable - 4,560,341 4,560,341
Capital assets (net of depreciation and
amortization, where applicable):
Land 17,043,868 14,820,562 31,864,430
Construction in progress 13,113,415 7,049,342 20,162,757
Buildings and Improvements 67,079,997 49,173,521 116,253,518
Machinery and equipment 4,405,498 8,236,689 12,642,187
Infrastructure 12,740,976 26,799,460 39,540,436
Right to use subscription assets 980,222 - 980,222
Total Assets 228,671,637 187,371,591 416,043,228
DEFERRED OUTFLOWS OF RESOURCES
Deferred outflow of resources - Pensions 34,526,812 9,071,942 43,598,754
Total Deferred Outflow of Resources 34,526,812 9,071,942 43,598,754
Continued



CITY OF WATSONVILLE, CALIFORNIA
STATEMENT OF NET POSITION
JUNE 30, 2023

Primary Government

See accompanying notes to financial statements
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Governmental Business-type
Activities Activities Total
$ $ $
LIABILITIES
Accounts payable 3,952,556 2,341,065 6,293,621
Accrued personnel costs 986,931 428,140 1,415,071
Insurance claims payable 3,991,901 - 3,991,901
Interest payable 9,637 82,530 92,167
Retentions payable 187,812 - 187,812
Unearned revenue 17,616,153 67,430 17,683,583
Deposits payable 1,897,091 34,385 1,931,476
Noncurrent liabilities
Due within one year 830,480 938,829 1,769,309
Due in more than one year 85,911,212 44,143,661 130,054,873
Total Liabilities 115,383,773 48,036,040 163,419,813
DEFERRED INFLOWS OF RESOURCES
Leases related - 4,397,311 4,397,311
Deferred inflows of resources - pensions 4,278,575 - 4,278,575
Total Deferred Inflows of Resources 4,278,575 4,397,311 8,675,886
NET POSITION
Net investment in capital assets 113,121,379 100,264,142 213,385,521
Restricted for:
Debt service 324,294 - 324,294
Impact fee 6,990,439 - 6,990,439
Housing 3,419,674 - 3,419,674
Grants, contributions & fees for
specific purpose 16,347,223 - 16,347,223
Unrestricted 3,333,092 43,746,040 47,079,132
Total Net Position 143,536,101 144,010,182 287,546,283
Concluded



CITY OF WATSONVILLE, CALIFORNIA

STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2023

Functions/Programs
Primary Government:

Governmental activities:
General government
Public safety
Housing
Streets
Culture and recreation

Interest on long term debt

Total governmental activities

Business-type activities:
Water
Sewer
Solid Waste
Airport
Fiber Optic

Total business-type activities

Total primary government

Program Revenues

Primary Government

Operating Capital
Charges for Grants and Grants and Governmental Business-type
Expenses Services Contributions  Contributions Activities Activities Total
$ $ $ $ $ $ $

17,339,225 13,641,841 1,902,754 - (1,794,630) - (1,794,630)
35,379,428 914,219 353,943 - (34,111,266) - (34,111,266)
1,190,957 134,198 807,744 - (249,015) - (249,015)
3,894,564 244,356 (29,848) - (3,680,056) - (3,680,056)
12,397,560 479,062 586,071 - (11,332,427) - (11,332,427)
34,693 - - - (34,693) 207,328 (242,021)
70,236,427 15,413,676 3,620,664 - (51,202,087) 207,328 (51,409,415)
16,473,051 22,041,411 245,169 5,929 - 5,819,458 5,819,458
14,509,445 18,226,301 150,123 43,147 - 3,910,126 3,910,126
15,639,948 16,945,549 41,999 - - 1,347,600 1,347,600
3,973,807 2,798,950 27,218 - - (1,147,639) (1,147,639)
61,552 140,315 - - - 78,763 78,763
50,657,803 60,152,526 464,509 49,076 - 10,008,308 10,008,308
120,894,230 75,566,202 4,085,173 49,076 (51,202,087) 9,800,980 (41,401,107)

General revenues:
Property taxes 17,801,659 - 17,801,659
Sales taxes 25,337,276 - 25,337,276
Utility users taxes 4,358,302 - 4,358,302
Franchise taxes 571,674 - 571,674
Other taxes 3,693,757 - 3,693,757
Intergovernmental revenues not restricted to specific program 3,963,288 - 3,963,288
Unrestricted investment earnings 4,448,848 2,431,265 6,880,113
Other revenue 31,465 1,151,341 1,182,806
Transfers 285,056 (285,056) -
Total general revenues and transfers 60,491,325 3,297,550 63,788,875
Change in net position 9,289,238 13,098,530 22,387,768
Net position - beginning, as restated (Note IlI. F.) 134,246,863 130,911,652 265,158,515
Net position - ending 143,536,101 144,010,182 287,546,283

See accompanying notes to financial statements
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CITY OF WATSONVILLE, CALIFORNIA
GOVERNMENTAL FUNDS

BALANCE SHEET

JUNE 30, 2023

SPECIAL REVENUE FUNDS

REDEVELOPMENT AMERICAN

AND HOUSING RESCUE
GENERAL IMPACT FEES  HOUSING GRANTS PLAN ACT
$ $ $ $ $
ASSETS:
Cash and investments 23,905,029 7,262,655 3,280,443 2,721,553 16,162,714
Receivables:
Interest 409,636 - 978,396 1,301,320 -
Taxes 4,268,865 - - - -
Accounts 1,594,197 - 2,000 - -
Intergovernmental 2,506,116 - 2,205 101,949 -
Due from other funds 462,405 - - - -
Advances receivable - 46,864 - - -
Loans receivable 421,302 - 10,674,250 12,230,287 -
Land held for resale - - 150,000 - -
Total Assets 33,567,550 7,309,519 15,087,294 16,355,109 16,162,714
LIABILITIES:
Accounts payable 1,418,928 298,164 99 1,112 845,758
Accrued personnel costs 791,796 - 12,506 9,306 20,047
Retentions payable 111,293 - - 10,526 -
Due to other funds - 20,916 - 114,209 -
Advances payable 1,253,516 - - - -
Unearned revenue - - - 2,315,400 15,296,909
Deposits payable 1,896,620 - 471 - -
Total Liabilities 5,472,153 319,080 13,076 2,450,553 16,162,714
DEFERRED INFLOWS OF RESOURCES
Unavailable revenue 6,469,438 - 11,654,544 13,531,607 -
Total Deferred Inflows of Resources 6,469,438 - 11,654,544 13,531,607 -
FUND BALANCES:
Restricted for:
Debt service - - - - -
Streets - Impact fees - 6,990,439 - - -
Housing - - 3,419,674 372,949 -
Public safety - Narcotics assets seizure - - - - -
Housing - Business development - - - - -
Housing - Economic development - - - - -
Cultural and recreation - Library - - - - -
Cultural and recreation - Parks development - - - - -
General government - Retirement tax - - - - -
Public safety - Measure G/Y - - - - -
Public safety - Abandoned vehicle - - - - -
Housing - Inclusionary housing - - - - -
Streets - SB1 Gas tax - - - - -
Streets - Measure D - - - - -
Unassigned 21,625,959 - - - -
Total Fund Balances 21,625,959 6,990,439 3,419,674 372,949 -
Total Liabilities, Deferred Inflows of
Resources, and Fund Balances 33,567,550 7,309,519 15,087,294 16,355,109 16,162,714
Continued

See accompanying notes to financial statements
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OTHER TOTAL
DEBT GOVERNMENTAL GOVERNMENTAL
SERVICE FUNDS FUNDS
$ $ $

324,294 15,664,934 69,321,622
- 237,264 2,926,616
- 1,379,330 5,648,195
- 369,645 1,965,842
- 320,984 2,931,254
- - 462,405
- 18,577 65,441
- 1,655,362 24,981,201
- - 150,000
324,294 19,646,096 108,452,576
- 993,324 3,557,385
- 67,730 901,385
- 59,158 180,977
- 327,280 462,405
- - 1,253,516
- 3,844 17,616,153
- - 1,897,091
- 1,451,336 25,868,912
- 2,220,486 33,876,075
- 2,220,486 33,876,075
324,294 - 324,294
- - 6,990,439
- - 3,792,623
- 201,108 201,108
- 286,453 286,453
- 30,801 30,801
- 2,341,800 2,341,800
- 1,331,349 1,331,349
- 692,272 692,272
- 3,277,733 3,277,733
- 49,892 49,892
- 3,762,494 3,762,494
- 4,338,191 4,338,191
- (337,819) 21,288,140
324,294 15,974,274 48,707,589
324,294 19,646,096 108,452,576
Concluded

See accompanying notes to financial statements
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CITY OF WATSONVILLE, CALIFORNIA

GOVERNMENTAL FUNDS

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET POSITION

JUNE 30, 2023

Amounts reported for governmental activities in the Statement of Net Position
are different from those reported in the governmental funds because: $

Fund balances of governmental funds 48,707,589

Capital assets (gross) used in Governmental Activities are not financial resources and,
therefore, are not reported in the governmental funds. 228,412,753

Accumulated depreciation has not been included in the governmental funds
financial statements. (113,476,354)

The internal service fund is used by management to charge the costs of insurance
to individual governmental funds. The net current assets and liabilities of the
internal service fund are included in Governmental Activities on the Statement
of Net Position. (1,002,822)

Loans and intergovernmental receivables recorded as unavailable revenue in the
governmental funds are recorded as revenue on the Statement of Activities. 33,876,075

Interest payable is not due and payable in the current period and therefore,
not reported in governmental funds. (9,637)

Long-term liabilities are not due and payable in the current period and therefore,
not reported in governmental funds. (81,466,409)

Deferred outflows and inflows of resources relating to pensions: in governmental
funds, deferred outflows and inflows of resources relating to pensions are not
reported because they are applicable to future periods. In the Statement of Net
Position, deferred outflows and inflows of resources relating to pensions are

reported.
Deferred outflows of resources relating to pensions 32,773,481
Deferred inflows of resources relating to pensions (4,278,575)
Total Net Position - Governmental Activities 143,536,101

See accompanying notes to financial statements
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CITY OF WATSONVILLE, CALIFORNIA

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

FOR THE FISCAL YEAR ENDED JUNE 30, 2023

SPECIAL REVENUE FUNDS

REDEVELOPMENT AMERICAN
AND HOUSING RESCUE

GENERAL IMPACT FEES HOUSING GRANTS PLAN ACT
$ $ $ $ $
REVENUES:
Taxes 36,408,419 - - - -
Licenses, permits, and fees 2,436,035 161,616 - - -
Intergovernmental 3,485,959 44,000 - 605,902 2,394,311
Charges for services 3,910,505 - - - -
Fines 530,360 - - - -
Interest 3,365,394 261,504 24,000 36,967 -
Miscellaneous 7,732,476 - 124,654 272,331 -
Total revenues 57,869,148 467,120 148,654 915,200 2,394,311
EXPENDITURES:
Current:
General government 16,430,151 - - - 2,394,311
Public safety 29,585,373 - - - -
Housing - - 406,397 607,491 -
Streets 5,395,431 1,653,167 - - -
Culture and recreation 6,619,164 74,143 - - -
Debt service:
Principal 194,812 - - - -
Interest and fiscal charges 4,259 - - - -
Total expenditures 58,229,190 1,727,310 406,397 607,491 2,394,311
Excess (deficiency) of revenues over
(under) expenditures (360,042) (1,260,190) (257,743) 307,709 -
OTHER FINANCING SOURCES (USES)
Transfers in 4,122,071 - 201,985 - -
Transfers out (364,179) (5,000) - (288,376) -
Total other financing sources (uses) 3,757,892 (5,000) 201,985 (288,376) -
Net change in fund balances 3,397,850 (1,265,190) (55,758) 19,333 -
Fund balances, July 1 18,228,109 8,255,629 3,475,432 353,616 -
Fund balances, June 30 21,625,959 6,990,439 3,419,674 372,949 -
Continued

See accompanying notes to financial statements
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OTHER

TOTAL

DEBT GOVERNMENTAL GOVERNMENTAL
SERVICE FUNDS FUNDS
$ $ $

- 15,354,250 51,762,669

- 606,685 3,204,336

- 1,360,667 7,890,839

- 4,650 3,915,155

- - 530,360

- 594,345 4,282,210

- 47,420 8,176,881

- 17,968,017 79,762,450

- 175,787 19,000,249

- 5,324,384 34,909,757

- 177,069 1,190,957

- 1,922,944 8,971,542

- 4,907,602 11,600,909
781,123 - 975,935
33,070 - 37,329
814,193 12,507,786 76,686,678
(814,193) 5,460,231 3,075,772
892,498 93,195 5,309,749
- (4,367,138) (5,024,693)
892,498 (4,273,943) 285,056
78,305 1,186,288 3,360,828
245,989 14,787,986 45,346,761
324,294 15,974,274 48,707,589
Concluded

See accompanying notes to financial statements
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CITY OF WATSONVILLE, CALIFORNIA

GOVERNMENTAL FUNDS

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

FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2023

$
Amounts reported for governmental activities in the statement
of activities are different because of the following:
Net Change In Fund Balance - Total Governmental Funds 3,360,828
Capital Assets Transactions
Governmental Funds report capital outlay as expenditures
However, the cost of those assets is capitalized in the Statement of Activities and
allocated over their estimated useful lives and reported as depreciation expense.
The capital outlay expenditures are therefore added back to fund balance 6,372,295
Depreciation expense is deducted from the fund balance (5,959,483)
Long-Term Debt Proceeds and Payments
Debt and lease proceeds provide current financial resources to Governmental Funds
but increases long-term liabilities in the Statement of Net Position.
The repayment of the principal is an expenditure in the governmental funds,
but in the Statement of Net Position the repayment reduces long-term liabilities.
Repayment of debt and subscription principal is added back to fund balance 975,935
Interest accrued to principal is deducted from fund balance 2,636
Accrual of Non-Current Items
The amounts below included in the Statement of Activities do not provide or (require) the use of
current financial resources and therefore are not reported as revenue or expenditures in
governmental funds (net change):
Compensated Absences (179,336)
Net pension liabilities and pension-related deferred outflows/inflows of resources 2,784,464
Net OPEB liability 2,453,740
Unavailable revenue (129,561)
Internal Service Funds Are Used By Management To Charge The Costs
Of Insurance To Individual Funds. (392,280)
Change In Net Position Of Governmental Funds 9,289,238

See accompanying notes to financial statements
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CITY OF WATSONVILLE, CALIFORNIA

GENERAL FUND

STATEMENT OF REVENUES,

EXPENDITURES,

AND CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
FOR THE FISCAL YEAR ENDED JUNE 30, 2023

REVENUES:
Taxes
Licenses, permits, and fees
Intergovernmental
Charges for services
Fines
Interest
Miscellaneous

Total revenues

EXPENDITURES:
Current:
General government
Public safety
Streets
Culture and recreation
Debt service:
Principal
Interest

Total expenditures

Excess (deficiency) of revenues over

(under) expenditures

OTHER FINANCING SOURCES (USES)

Transfers in
Transfers out

Total other financing sources (uses)

Net change in fund balance
Fund balance, July 1

Fund balance, June 30

Variance With
Final Budget -
Budgeted Amounts Positive
Original Final Actual (Negative)
$ $ $ $

34,411,245 36,408,419 36,408,419 -
2,941,957 2,436,035 2,436,035 -
2,915,633 3,485,959 3,485,959 -
3,792,770 3,910,505 3,910,505 -
647,560 530,360 530,360 -
2,742,507 3,365,394 3,365,394 -
1,144,112 7,732,476 7,732,476 -
48,595,784 57,869,148 57,869,148 -
22,510,787 16,430,151 16,430,151 -
29,255,956 29,961,379 29,585,373 376,006
5,578,996 5,395,431 5,395,431 -
6,816,480 6,619,164 6,619,164 -
- 190,713 194,812 (4,099)
- 8,358 4,259 4,099
64,162,219 58,605,196 58,229,190 376,006
(15,566,435) (736,048) (360,042) 376,006
5,871,244 4,211,803 4,122,071 (89,732)
(180,956) (453,911) (364,179) 89,732
5,690,288 3,