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CITY OF WATSONVILLE

“Opportunity through diversity; unity through cooperation”

December 31, 2016

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 Comprehensive Annual
Financial Report (CAFR) for the fiscal year ended June 30, 2016. The CAFR 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, 2016.

The CAFR 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.

Audited Financial Statements
Moss, Levy and Hartzheim L.L.P., Certified Public Accountants, have issued an
unqualified (“clean”) opinion on the City of Watsonville’s financial statements for the
fiscal year ending June 30, 2016. A copy of this report is included in page 15 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 unqualified
opinion that the City’s financial statements for the fiscal year ended June 30, 2016,
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.

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 52,891 people as of July 1, 2015.

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 and is elected annually by the City Council.
The council is elected on a non-partisan basis from seven electoral districts. Council
members are elected to four-year terms. Selections 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 landfill
disposal; sanitary sewer collection and treatment services; airport facilities; building
inspection, planning, economic development, housing rehabilitation, and general



government services; library services; recreational services; 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. In the
case of the City, 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 90 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).

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 are provided in this
report for each individual governmental fund for which an appropriated annual
budget has been adopted. The general fund, impact fee fund, housing fund, and
redevelopment and housing grants fund comparisons are presented on pages 38 to
41 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 106.

FACTORS AFFECTING FINANCIAL CONDITON

Information presented in the financial statements is perhaps best understood when it
is considered from a broader perspective of the specific environment within which
the City of Watsonville operates.

Local Economy

The Pajaro Valley has a long tradition as an agricultural center. In the late 1800s,
the area harvested staples such as wheat and sugar beets. In 1868, the same year
Watsonville was incorporated; Martinelli's Sparkling Apple Cider was founded and
led the change for Watsonville to become a major food processing center.
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Agriculture has remained the heart of the Pajaro Valley through today, with the base
shifting towards the production of strawberries and flowers. At the same time,
various light manufacturing firms have expanded Watsonville's economic base to
include electronics, high-tech, marine supplies, and construction, such as Applied
Motion Products, CSC Group, West Marine, Fox Racing Shox, Annieglass, Granite
Construction, and Granite Rock, biodiesel plant, and a FedEx regional shipping
center which opened its doors in early 2016.

Although Watsonville is located in Santa Cruz County, it doesn’t share the same
characteristics as the rest of the County. Watsonville tends to have a median
household income significantly lower than the County average due to the high
number of farm workers and service workers who live in the City. This puts limits on
the consumer tax base not found in other areas. As comparison, Watsonville median
income in 2015 was $46,000 while Santa Cruz County’s median income was
$67,000. Accordingly, the poverty level is more prevalent in Watsonville than in the
State and Santa Cruz County. According to figures from census.gov the percentage
of persons living in poverty in Watsonville is 19.7%, while the same number for
California and Santa Cruz County were 15.3% and 15.4% respectively.

Also, home values are often 58% of those throughout other parts of the County,
which in turn helps establish Watsonville as a bedroom community for those working
in farming or service industries throughout our region.

The Great Recession’s impact of higher unemployment rates and declining home
values hurt the Watsonville economy to a greater extent than the surrounding
communities. Since its peak in 2006, the annual, median sale price for a single
family home has dropped 32% (from a revised $649,500 to $457,000 in 2015). This
rapid decline resulted from the extraordinary rise in Watsonville’s foreclosure rates.
According to data collected from RealtyTrac.com, the number of foreclosed
properties at the beginning of fiscal year 2007/08 was 220 but reached a peak in
August 2008 of 1,053 properties. More recent data collected from Zillow.com
indicates foreclosure filings have decreased over the 2014 calendar year from a high
of approximately 56.27 per 10,000 in 2009 to about 3 per 10,000 in November of of
2015. Although this points to some signs of recovery, the property assessed values
are only projected to increase by 2-3% in FY 2015-16 compared to assessed values
in FY 2014-15. This increase is minimal and is not keeping pace with the regional
increases.

Watsonville also has a higher unemployment rate in comparison to the rest of Santa
Cruz County and the nation. According to the State Employment Development
Department, the average estimated unemployment rate at the end of November
2015 was 7.9% for Watsonville and 6.1% for the County as a whole. Watsonville’s
rate has started to improve over the last three years.



In addition to the housing and unemployment trends, certain revenue streams
provide a supporting indication of how the local economy is doing. Property tax
provides a glance of how strong housing prices are increasing or decreasing. Sales
tax specifically is a good barometer of residential and visitor's ability to have and
willingness to spend their resources. Community development (planning and
building) fees provide a glimpse of what the development sector expects for demand
in the near future.

Total Property Tax collections (excluding Redevelopment Property Taxes)
experienced abnormally high growth rates between 2001-02 and 2006-07 (12.3%
annual average). The recession’s impact was felt in 2008-09 when total receipts
dropped 5.3% followed by a 14.0% drop in 2009-10. Collections for FY 2010-11
declined by 1.5% while FY 2012-13 shows a 10.8% decrease and FY 2013-14
shows an increase of 11%. FY 2014-15 shows another increase of approximately
3%. The increase in FY 2013-14 is due to the receipt one time revenues associated
with the dissolution of the former RDA. Once these one-time revenues are
subtracted, the net increase is close to 2%.

Given the earning power of local residents, total retail sales transactions in the City
lag behind the total sales in the County. Watsonville accounted for $2.2 billion in
local retail sales compared to $4.3 billion in the County. This affects Sales Tax
revenue used to provide local service. This revenue source had been a relatively
stable revenue source prior to the recession. Total sales tax collections (modified
accrual) grew annually at a 6.6% average rate from 2002-03 through 2006-07. This
was followed by three years of declines that averaged <7.8%> annually through
2009-10 (after adjusting out a 2007 ¥s-cent sales tax increase from a local ballot
measure revenue swap). However, 2011-12 collections reversed and grew 1.1%
from the prior year and in FY 2013-14, sales tax revenue grew nearly 12% but it is
projected to grow by 1 to 2% for the next couple of years.

Community development fees appear to have reached the bottom for this decade
following annual declines of 30%, 16.1%, 41.5% and 16.3% in each of the fiscal
years from 2004-05 through 2007-08. For 2008-09, total fees increased slightly by
4.5% to just over $800,000 in total but experienced another big decline in 2009-10 of
24.9% to just over $600,000. Fiscal year 2010-11 fees rebounded to nearly
$740,000 on the strength of code enforcement citations but declined to $712,000 in
FY 2012-13. In FY 2013-14 these revenues increased by about 16%, and in FY
2014-15 these same revenues experienced a 21% increase. However, as
construction begins to stabilize these fees grew about 1% in FY 2015-16 and are
anticipated to remain at similar levels in FY 2016-17.

Long-term financial planning

Although the City’s long-term revenue projections may stabilize, there is still
considerable risk for declines as the national economy continues its recover from the
Great Recession. Property taxes continue to increase nationwide, but Watsonville
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has seen smaller percentages increases due to the composition of the local
economy. While small increases in sales have sustained over the last few years,
and property taxes are projected to also grow by a small percentage; the high
unemployment rates will continue to suppress revenue growth to lower than those of
neighboring communities.

Property tax revenue trends may fluctuate in the upcoming years. The overall
inventory of sales has diminished significantly, including the inventory of
foreclosures. There are multiple offers being made for properties bidding the prices
up. Nevertheless, this increase in pricing is not significant, as the assessed property
values are projected to increase by only 2-3% in the upcoming fiscal year.
According to Zillow.com data, average home prices in Watsonville are at $484,500
in 2016, as compared to a lower $457,000 a year ago. If home values continue to
increase, it will result in higher assessed valuation and higher property tax revenues
for the City. If the balance is positive, the projected decrease in assessed valuation
may be offset by increased housing prices and its related supplemental tax.

Sales tax collections increased in FY 2015-16 by an estimated 4% in comparison to
the same period in FY 2013-14. Although there remains vacant retail space within
the City, it is anticipated that in FY 2016-17 there will be small increases in sales tax
of almost 3% over the previous year. However, collections could drop as
surrounding communities compete for sales tax consumers and if the City’s
unemployment rate worsens. In addition, due to the global changes in how
consumers buy more items online, the sales tax base could deteriorate further.

Changes in Vehicle license fees indicate consumer’s willingness for larger capital
purchases. According to the California New Car Dealer Association, new car sales
have increased in six consecutive years since 2010. However, this trend is slowing
down and shows some elements of contraction. The first two quarters for 2016
showed smaller gains in new car sales while the third quarter showed a decrease
from the same quarter the previous year. If these trends continue, contraction in new
car sales could have a significant impact on the upcoming fiscal year and it could
lead to decreases in vehicle license fees in the coming years along with lower sales
taxes.

Utility user taxes are driven by consumer utility prices and demand. As demand
lessened during the recession, receipts declined as well. Increases in utility rates
from higher energy prices and planned capital improvements to pipeline
infrastructure may lead to increased tax collection in the coming years. This source
of funding was relatively stable in FY 2014-15 and it is projected to remain at similar
levels in FY 2015-16 but it is projected to have a slight increase in FY 2016-17 as
the City voters recently adopted a new utility user tax ordinance which expanded the
types of technologies which could be taxed.



The FY 2015-16 and FY 2016-17 budgets were approved as balanced by the City
Council while ending the furloughs which had affected the City over the past several
years. Nevertheless, austerity and wise spending patterns should continue to remain
a part of the City’s operations.

As reported in the previous years’ transmittal letters, the dissolution of the former
Redevelopment Agency had many negative impacts in the City’s financial condition.
One of these impacts resulted in a reduction of fund balance in the General of about
$3.6 million. However, in FY 2014-15 the City was successful in earning a victory in
courts with regards to $4.4 million in loans to the former redevelopment agency. This
court decision helped the City’s General Fund bottom line, so the fund balance has
increased to $7.8 million from the previous $4.6 million.

As part of economic development efforts, the City continues to actively seek out and
plan for opportunities to spur local development and economic growth. The City will
continue to work in beautification projects for downtown, and is supporting efforts to
fill vacant retail space and drastically increase the City and surrounding region’s
broadband capacity.

Future growth plans include the development of a formally annexed area known as
the Manabe-Ow area. The City is in the process of evaluating ways to support the
development of the major infrastructure improvement that will be required.
Ultimately, this land will be used predominantly for light industrial purposes and is
estimated to create an additional 2,000 jobs over the next 20 years. The project is
also expected to spur reinvestment in the surrounding industrial areas, further aiding
in revenue growth and job creation for the City.

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 comprehensive annual financial report (CAFR) for the fiscal year
ending June 30, 2015. This was the sixteenth consecutive year that the government
has received this prestigious award. In order to be awarded a Certificate of
Achievement, the government must publish an easy, readable, and efficiently
organized CAFR. 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 CAFR 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 9, 2015. In order 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.
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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. In particular Assistant Finance Officer, William P. Hays,
CPA, who coordinated the audit. His leadership and dedication to the project is the
major contributing factor to the City being rewarded with the Certificate of
Achievement for the last fifteen years. Marissa Duran and Patricia Rodriguez,
Financial Analysts, who maintain the City’s general ledger, also 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:
Marisa Bermudez, llda Estrada, Christine McGrath, Leticia Samano, 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,
S/ Vg

Ezequiel Vega
Administrative Services Director
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Moss, Levy & Hartzheim LLP

Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

City Council of the City of Watsonville
Watsonville, California

Report on the Financial Statements

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 (the City), as of and for the
fiscal year ended June 30, 2016, and the related notes to the financial statements, which collectively comprise the
City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

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

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

Opinions

In our opinion, 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
information of the City of Watsonville, as of June 30, 2016, and the respective changes in financial position and,
where applicable, cash flows thereof and the respective budgetary comparison for the General Fund, Impact Fees
Fund, Housing Fund, and the Redevelopment and Housing Grants Fund for the fiscal year then ended in accordance
with accounting principles generally accepted in the United States of America.
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Other Matters
Change in Accounting Principles

As discussed in note IV.A to the basic financial statements effective July 1, 2015, the City of Watsonville adopted
Governmental Accounting Standards Board (GASB) Statement No. 72, Fuair Value Measurement and Application.
Our opinion is not modified with respect to this matter

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 17 through 27, Schedule of Changes in the Net Pension Liability and Related Ratios on page
96, Schedule of Proportionate Share of Net Pension Liability on page 98, Schedule of Contributions on pages 97 and
99 be presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an essential
part of financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of inquires
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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the City of Watsonville’s basic financial statements. The introductory section, statistical section, combining and
individual nonmajor fund financial statements and schedules, governmental capital asset schedules, and the major debt
service fund budgetary comparison schedule, are presented for purposes of additional analysis and are not a required
part of the basic financial statements.

The combining and individual nonmajor fund financial statements and schedules, the governmental capital asset
schedules, and major debt service fund budgetary comparison schedule are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or 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 combining and individual nonmajor fund financial statements, the governmental
capital asset schedules, and the major debt service fund budgetary comparison schedule are fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

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

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 30, 2017, on our
consideration of the City of Watsonville’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and the results
of that testing, and not to provide an opinion on internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards in considering the City’s
internal control over financial reporting and compliance.

Phras, Kavy & Sresghecin 4P

Santa Maria, California
January 30, 2017



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, 2016. 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 2 - 9 of this report. All amounts, unless
otherwise indicated, are expressed in thousands of dollars.

Financial Highlights

e The assets of the City of Watsonville exceeded its liabilities at the close of the most recent
fiscal year by $217,618. There was a prior period adjustment of ($4,112), with most of the
adjustments to capital assets with conversion of new software and corrections of data from
the old asset system.

e The City’s total restated net position increased by $7,379. Governmental activities net
position increased by $3,683, which most of this increase from increases in property taxes
and sale taxes. Business type activities net position increased by $3,696. Most of this
increase was from Sewer, Solid Waste and Airport 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 $25,164 an increase of $7,873 in comparison with the prior fiscal
year’s restated balances. The non-spendable portion of the fund balance was $3,365, the
restricted portion was $18,341 and the unassigned amount was $3,458 a large portion of the
unassigned fund balance was created by increases in taxes received by the general fund
during fiscal year 2015-16.

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 basis 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.

The Statement of Activities presents information showing how the City of Watsonville’s net
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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
only 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 30 to 33 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 fund.

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 sixteen 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, and general debt service fund
which are all major funds. Data for the other eleven 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.

The basic governmental fund financial statements can be found on pages 34 to 41 of this report.
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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 42 to 44 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 45 to 46.

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 47 to 94 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 100 to 115 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
exceeded liabilities by $217,618 at the close of the most recent fiscal year.

By far the largest portion of the City of Watsonville’s net position $205,461 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
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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 $16,754 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 ($4,597) is a negative reduction of the net position due to the
GASB 68 pension liability reporting.

City of Watsonville’s Net Position
June 30, 2016
(in thousands)

Governmental Business-type
Activities Activities Total
2016 2015 2016 2015 2016 2015
$ $ $ $ $ $
Current and other assets 64,169 57,935 24,810 57,969 88,979 115,904
Capital assets 115,059 118,824 95,679 100,915 210,738 219,739
Total Assets 179,228 176,759 120,489 158,884 299,717 335,643
Deferred inflows of resources 6,758 3,478 3,123 857 9,881 4,335
Total Deferred Resources 6,758 3,478 3,123 857 ' 9,881 4,335
Long-term liabilities outstanding 49,880 45,603 20,363 57,902 70,243 103,505
Other Liabilities 8,603 5,904 2,428 2,815 11,031 8,719
Total Liabilities 58,483 51,507 22,791 60,717 81,274 " 112,224
Deferred outflows of resources 7,127 10,282 3,579 3,121 10,706 13,403
Total Deferred Resources 7,127 10,282 3,579 3,121 10,706 13,403
Net Position:
Net investment in capital assets 110,806 114,148 94,655 98,484 205,461 212,632
Restricted 16,754 44,188 - - 16,754 44,188
Unrestricted (7,184) (39,888) 2,587  (2,581)  (4,597) (42,469)
Total Net Position 120,376 118,448 97,242 95,903 217,618 214,351

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, as well
as for its separate governmental and business-type activities. Again, with the implementation of
GASB 68 and GASB 71, the unrestricted net position is negative for the City as a whole and for
governmental activity.
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City of Watsonville
Summary of Changes in Net Position
For the Fiscal Year Ending June 30, 2016
(in thousands)

Governmental Business-type
Activities Activities Total
2016 2015 2016 2015 2016 2015
$ $ $ $ $ $
Revenues:
Program Rewenues:
Charges for senices 10,068 10,190 39,991 34,548 50,059 44,738
Operating grants and
contributions 3,590 2,393 759 900 4,349 3,293
Capital grants and
contributions - - 659 590 659 590
General Revenues
Property taxes 12,846 11,868 - - 12,846 11,868
Other taxes 21,788 19,125 - - 21,788 19,125
Others 3,218 3,390 201 270 3,419 3,660
Internal balances 232 226 (232) (226) - -
Total Revenues and Transfers 51,742 47,192 41,378 36,082 93,120 83,274
Expenses:
General government 7,151 5,494 - - 7,151 5,494
Public safety 27,751 25,716 - - 27,751 25,716
Housing 1,389 1,298 - - 1,389 1,298
Streets 3,043 4,697 - - 3,043 4,697
Culture and recreation 8,613 7,916 - - 8,613 7,916
Interest on debt 112 132 - - 112 132
Water - - 15,537 11,583 15,537 11,583
Sewer - - 10,731 10,741 10,731 10,741
Solid waste - - 9,181 10,136 9,181 10,136
Airport - - 2,225 2,580 2,225 2,580
Fiber optic - - 8 - 8 -
Total Expenses 48,059 45,253 37,682 35,040 85,741 80,293
Change in net position 3,683 1,939 3,696 1,042 7,379 2,981
Net position - beginning 118,448 158,613 95,903 110,143 214,351 268,756
Prior year adjustments (1,755) (42,104) (2,357) (15,282) (4,112) (57,386)
Net position - beginning restated 116,693 116,509 93,546 94,861 210,239 211,370
Net position ending 120,376 118,448 97,242 95,903 217,618 214,351

Governmental Activities. Governmental activities increased the City of Watsonville’s Net
Position by a $3,683. Key elements of this increase are as follows:
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Governmental expenses also decreased by ($1,654) under streets.
decrease was from the gas tax fund expenses were $2,580 lower than budgeted. The City
tries to save gas tax funds to every other year so that major maintenance projects can be done
during the following year.

Governmental revenues and expenses were greater than last year with increase in general
government expenses of $1,657 and an increase in public safety of $2,035. There was an
increase in other taxes with a full year of Measure G sales tax revenues for public safety and
general fund receiving increase in property and sales tax revenues.

The majority of the
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Expenses for debt decreased during the fiscal year. This decrease was from interest on debt
decreasing with the elimination of some of the special assessment debt.

Expenses for housing and culture and recreation also increased. The increase of housing costs
was due increased housing grant activities and the culture and recreation costs increased due
library fund activates increased.

Business-type activities. Business-type activities increased the City of Watsonville’s restated
net position by $3,696. Key elements of this increase are as follows:
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Capital grants and contributions increased by $69. The Sewer’s reimbursement from local
governmental agencies was the reason for the increase in operating grants.

Water Fund had an increase in charges for services with rate increases approved by the City
Council for the fiscal year 2015-16.

Sewer, Solid Waste and Airport Funds all had decreases in costs of sales and services as of
the fiscal year end. Sewer Fund had a decrease of $9, Solid Waste Fund had a decrease of
$951 and Airport Fund had a decrease of $355. A large portion of the savings for the Solid
Waste Fund was in salaries and also savings in operation costs.

Water Fund charges for services increased by $3,949, due mainly to the start of
implementation procedures for new Federal and State regulations.
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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 $25,164, an increase of $7,873 in comparison with the prior
restated fund balances. The largest portion of fund balances is restricted for specific purposes
and the largest restricted portion is for impact fees in the amount of $3,817. This balance is for
projects that have been budgeted or planned and 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.

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
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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 6.9 percent of total
general fund expenditures; the total fund balance represented 22 percent of the same amount as
the City was able to increase the fund balance with reduction of debt and one time income.

The restated fund balance of the City of Watsonville’s General Fund increased by $3,756 during
the current fiscal year due to the following key factors:

The General Fund increase in fund balance from increases in various property tax revenues.

The Impact Fees Fund had a fund balance of 3,817, an increase of $904 over the prior year’s
restated balance. This increase was due to revenues being saved for future projects in fund
balance.

The Housing Fund had a fund balance of $3,572, an increase of $1,232 over the prior year’s
balance. This increase is due to loan repayments during the fiscal year were greater than
expenditures.

The Redevelopment and Housing Grants Fund has a fund balance of $90, an increase of $380
from the restated beginning fund balance. This increase is the result of timing differences from
the time of expending grant funds and receiving reimbursement for those funds.

The government’s Debt Service Fund had a fund balance of $125, an increase of $53 during the
fiscal year. This increase is the result of some prepayments on special assessment debt that will
be used in the future to retired the debt.

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 2016 FY 2015 Change |%Change
Water 47,569 49,904 (2,335) -4.68%
Sewer 40,874 37,235 3,639 9.77%
Solid Waste 2,387 804 1,583 [ 196.89%
Airport 6,398 5,603 795 14.19%
Fiber Optic 16 - 16 100.0%

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

General Fund Budgetary Highlights
There were few mid-year budget amendments this fiscal year. The City Council added increased

appropriations by $620,000. $160,000 was for costs associated with the new City wide financial
system implementation, and $450,000 was for police and fire projected over costs in operations.
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Tax revenues were $1,731 over budget. This increase in tax revenue was due to various property
taxes being over budgeted amounts. Licenses, permits and fees and intergovernmental revenues
were both under budget. General government and Streets expenditures were lower than expected
as general government has still held costs down from the 6 years of furloughs that just ended last
year and streets have several maintenance projects were postponed to next fiscal year.

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, 2016 was $210,738 (net of depreciation). This represents a ($9,000)
decrease from the prior year or (4.10%).

Total City of Watsonville Capital Assets FY 2015-16

Capital Asset FY 2016 FY 2015 Change % Change
Land 32,174 33,303 (1,129) -3.39%
Building and Improvements 146,332 146,804 (472) -0.32%
Machinery & Equipment 6,125 14,440 (8,315) -57.58%
Infrastructure 22,076 21,449 627 2.92%
Construction in progress 4,031 3,742 289 7.72%
Totals 210,738 219,738 (9,000) -4.10%

Governmental Type Activities contributed to this decrease by a decrease of (3.17%)

Governmental Activities Capital Assets FY 2015-16

Capital Asset FY 2016 FY 2015 Change % Change
Land 13,971 14,682 (711) -4.84%
Building and Improvements 90,040 89,419 621 0.69%
Machinery & Equipment 3,439 5,368 (1,929) -35.94%
Infrastructure 5,692 8,980 (3,288) -36.61%
Construction in progress 1,918 374 1,544  412.83%
Totals 115,060 118,823 (3,763) -3.17%

While Business Type Activities contributed to this decrease by a decrease of (5.19%)

Business Type Activities Capital Assets FY 2015-16

Capital Asset FY 2016 FY 2015 Change % Change
Land 18,204 18,621 (417) -2.24%
Building and Improvements 56,292 57,385 (2,093) -1.90%
Machinery & Equipment 2,686 9,072 (6,386) -70.39%
Infrastructure 16,384 12,469 3,915 31.40%
Construction in progress 2,113 3,368 (1,255) -37.26%
Totals 95,679 100,915 (5,236) -5.19%

Additional information on the City of Watsonville’ s capital assets can be found in Note 4 on
pages 62 to 63 of this report.
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Long-Term Debt. At the end of the current fiscal year, the City of Watsonville had total net
debt outstanding of $70,243. Of this amount, $677 comprises debt that represents bonds secured
solely by specific revenue sources (e.g. revenue bonds), and $214 in special assessment debt for
which the government is liable in the event of default by the property owners subject to the
assessment. The other debt for governmental activities is made up of notes payable of $1,806,
debt payable of $2,425, postretirement liability of $3,316, compensated absences of $2,056, net
pension of $40,040, and $22 for loans. Business type activities have $347 in notes payable,
postretirement liability of $1,273, compensated absences of $933, net pension of $13,703 and
landfill closure/postclosure liability of $3,431. During the fiscal year the Water fund’s debt held
for Pajaro Valley Water Management Agency in Revenue bonds of $27,345 were refunded by
the Agency so the Water was able to remove the liability and the corresponding receivable.

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
$135,816 which is significantly in excess of 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 in Note 5 on
pages 66 to 74 of this report.

Economic Factors and Next Year’s Budget
e New COPS grant that will fund three Officers for the next three fiscal years.
e Potential gain of sales tax revenues from the improved economy.

e New half percent sales tax approved for seven years to fund fire and police positions and
equipment.

e City Council approved a budget that eliminated the 10% furloughs after six and a half years.

With all the above factors considered, the City of Watsonville future appears to be brighter than
past fiscal years. Overall economic activity has improved over the last fiscal year. Housing
prices have increased resulting in improved property taxes, car sales have shown consistent
growth and the unemployment rate in the City has decreased to a five year low.

All of these factors were taken into consideration during the preparation of the City of
Watsonville’ s annual budget for the fiscal year 2016-17.

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 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, 2016

ASSETS

Cash and investments
Cash and investments with fiscal agent
Restricted cash
Receivables:
Interest
Taxes
Assessments
Accounts
Intergovernmental
Internal balances
Loans receivable
Inventories
Deposits
Land held for resale
Capital assets (net of depreciation,
where applicable)
Land
Buildings and Improvements
Machinery
Infrastructure
Construction in progress

Total Assets
DEFERRED INFLOWS OF RESOURCES

Deferred inflow of resources - Pensions
Total deferred inflow of resources

See accompanying notes to financial statements

Primary Government

Governmental Business-type
Activities Activities Total

$ $ $
25,217,863 16,451,819 41,669,682
- 40,518 40,518
- 1,594,637 1,594,637
1,679,760 2,512 1,682,272
4,723,902 - 4,723,902
149,000 - 149,000
1,654,668 3,179,209 4,833,877
1,200,878 137,750 1,338,628

(1,709,203) 1,709,203 -
29,977,082 1,231,141 31,208,223
37,734 463,569 501,303
60,000 - 60,000
1,177,012 - 1,177,012
13,970,752 18,203,603 32,174,355
90,039,882 56,292,120 146,332,002
3,439,004 2,686,205 6,125,209
5,691,750 16,384,394 22,076,144
1,918,004 2,112,597 4,030,601
179,228,088 120,489,277 299,717,365
6,757,868 3,122,823 9,880,691
6,757,868 3,122,823 9,880,691

Continued
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CITY OF WATSONVILLE, CALIFORNIA
STATEMENT OF NET POSITION
JUNE 30, 2016

LIABILITIES

Accounts payable
Accrued personnel costs
Insurance claims payable
Interest payable
Retentions payable
Unearned revenue
Deposits
Noncurrent liabilities
Due within one year
Due in more than one year
(Net of capitalized discounts)

Total Liabilities
DEFERRED INFLOWS OF RESOURCES

Deferred inflow of resources - Pensions
Total deferred inflow of resources

NET POSITION

Net investment in capital assets
Restricted for:
Debt service
Impact fee
Housing
Redevelopment and housing grants
Grants, contributions & fees for
specific purpose
Unrestricted

Total Net Position

See accompanying notes to financial statements

Primary Government
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Governmental Business-type
Activities Activities Total
$ $ $
1,396,095 1,617,971 3,014,066
1,275,411 567,062 1,842,473
4,887,594 - 4,887,594
47,264 3,380 50,644
44,028 - 44,028
- 232,870 232,870
952,835 6,175 959,010
623,589 516,644 1,140,233
49,256,200 19,846,651 69,102,851
58,483,016 22,790,753 81,273,769
7,127,138 3,578,891 10,706,029
7,127,138 3,578,891 10,706,029
110,805,635 94,655,236 205,460,871
77,778 - 77,778
3,817,246 - 3,817,246
3,572,115 - 3,572,115
90,173 - 90,173
9,197,142 - 9,197,142
(7,184,287) 2,587,220 (4,597,067)
120,375,802 97,242,456 217,618,258
Concluded
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CITY OF WATSONVILLE, CALIFORNIA

STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2016

Functions/Programs
Primary Government:

Governmental activities:

Program Revenues

Primary Government

General government
Public safety

Housing

Streets

Culture and recreation
Interest on long term debt

Total government activities

Business-type activities

Water
Sewer

Solid Waste
Airport
Fiber Optic

Total business-type activities

Total primary government

Operating Capital
Charges for Grants and Grants and Governmental Business-type
Expenses Services Contributions Contributions Activities Activities Total
$ $ $ $ $ $ $
7,151,536 5,523,669 543,233 - (1,084,634) - (1,084,634)
27,751,475 1,853,364 808,949 - (25,089,162) - (25,089,162)
1,388,605 - 1,808,351 - 419,746 - 419,746
3,043,408 1,857,428 387,357 - (798,623) - (798,623)
8,613,033 833,431 42,133 - (7,737,469) - (7,737,469)
111,660 - - - (111,660) - (111,660)
48,059,717 10,067,892 3,590,023 - (34,401,802) - (34,401,802)
15,536,765 12,755,561 - 418,346 - (2,362,858) (2,362,858)
10,731,446 14,307,054 69,525 50,822 - 3,695,955 3,695,955
9,180,747 10,746,436 20,636 - - 1,586,325 1,586,325
2,225,649 2,158,606 668,297 189,842 - 791,096 791,096
7,862 23,817 - - - 15,955 15,955
37,682,469 39,991,474 758,458 659,010 - 3,726,473 3,726,473
85,742,186 50,059,366 4,348,481 659,010 (34,401,802) 3,726,473 (30,675,329)
General revenues:
Property taxes 12,845,972 - 12,845,972
Sales taxes 16,692,551 - 16,692,551
Utility users taxes 3,183,242 - 3,183,242
Franchise taxes 455,425 - 455,425
Other taxes 1,457,222 - 1,457,222
Intergovermental revenues not restricted to specific program 1,119,956 - 1,119,956
Unrestricted investment earnings 2,098,367 201,352 2,299,719
Transfers 231,812 (231,812) -
Total general revenues and transfers 38,084,547 (30,460) 38,054,087
Change in net position 3,682,745 3,696,013 7,378,758
Net position - beginning 118,447,825 95,903,314 214,351,139
Prior period adjustments (1,754,768) (2,356,871) (4,111,639)
Net position - beginning, restated 116,693,057 93,546,443 210,239,500
Net position - ending 120,375,802 97,242,456 217,618,258

See accompanying notes to financial statements




CITY OF WATSONVILLE, CALIFORNIA
GOVERNMENTAL FUNDS

BALANCE SHEET

JUNE 30, 2016

ASSETS:
Cash and investments
Receivables:
Interest
Taxes
Deferred assessments
Accounts
Intergovernmental
Due from other funds
Advances receivable
Loans receivable
Inventories
Land held for resale
Total Assets

LIABILITIES, DEFERRED INFLOWS OF

RESOURCES, AND FUND BALANCES:
Liabilities:

Accounts payable

Accrued personnel costs

Due to other funds

Retentions payable

Advances payable

Unearned revenue

Deposits

Total Liabilities

Deferred Inflows of Resources
Unavailable revenue

Total Deferred Inflows of Resources

Fund Balances:

Nonspendable:
Inventories
Advance receivable

Restricted for:
Debt service
Streets - Impact fees
Housing
Redevelopment and Housing
Streets - Gas tax
Public safety - Narcotics assets seizure
Housing - Business development
Housing - Rental rehabilitation
Cultural and recreation - Library
Cultural and recreation - Parks development
General government - Retirement tax
Public safety - Measure G
Housing - Inclusionary housing

Unassigned

Total Fund Balances

Total Liabilities, Deferred Inflows of

Resources, and Fund Balances

See accompanying notes to financial statements

SPECIAL REVENUE FUNDS

REDEVELOPMENT OTHER TOTAL
AND HOUSING DEBT GOVERNMENTAL GOVERNMENTAL
GENERAL IMPACT FEES HOUSING GRANTS SERVICE FUNDS FUNDS
$ $ $ $ $ $ $

8,419,213 3,336,607 2,401,007 1,291,266 120,470 8,844,866 24,413,519
108,076 - 710,472 758,680 - 102,532 1,679,760
2,948,558 - - - 1,775,344 4,723,902
- - - - 149,000 - 149,000
1,304,596 - - - 4,573 67,089 1,376,258
543,803 117,270 - 169,238 - 370,567 1,200,878
1,425,362 - - - - - 1,425,362
3,326,862 483,133 - - - 747,819 4,557,814
4,432,980 - 11,057,733 13,444,605 - 1,041,764 29,977,082
37,734 - - - - - 37,734
- - 1,177,012 - - - 1,177,012
22,547,184 3,937,010 15,346,314 15,663,789 274,043 12,949,981 70,718,321
814,030 1,775 218 14,549 - 468,788 1,299,360
1,198,565 719 5,305 9,384 - 61,438 1,275,411
- - - 147,904 - 827,458 975,362
- - - 11,213 - 32,815 44,028
6,717,017 - - - - - 6,717,017
870,680 - - 964,043 - - 1,834,723
885,860 - 471 - - 66,505 952,836
10,486,152 2,494 5,994 1,147,093 - 1,457,004 13,098,737
4,468,398 117,270 11,768,205 14,426,523 149,000 1,525,883 32,455,279
4,468,398 117,270 11,768,205 14,426,523 149,000 1,525,883 32,455,279
37,734 - - - - - 37,734
3,326,862 - - - - - 3,326,862
- - - - 125,043 - 125,043
- 3,817,246 - - - - 3,817,246
- - 3,572,115 - - - 3,572,115
- - - 90,173 - - 90,173
- - - - - 2,126,624 2,126,624
- - - - - 89,306 89,306
- - - - - 148,793 148,793
- - - - - 317,908 317,908
- - - - - 1,297,604 1,297,604
- - - - - 1,406,791 1,406,791
. y - - - 848,417 848,417
- - - - - 2,522,523 2,522,523
- - - - - 1,979,080 1,979,080
4,228,038 - - - - (769,952) 3,458,086
7,592,634 3,817,246 3,572,115 90,173 125,043 9,967,094 25,164,305
22,547,184 3,937,010 15,346,314 15,663,789 274,043 12,949,981 70,718,321




CITY OF WATSONVILLE, CALIFORNIA

GOVERNMENTAL FUNDS

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

JUNE 30,2016

Amounts Reported For Governmental Activities To The Statement
Of Net Position Are Different Because: $

Fund Balances Of Governmental Funds. (Page 34) 25,164,305

Capital Assets Used In Governmental Activities Are Not Financial
Resources And, Therefore, Are Not Reported In The Funds. 191,856,026

Accumulated Depreciation Has Not Been Included In The Funds
Financial Statements. (76,796,634)

Internal Service Fund Is Used By Management To Charge The
Costs Of Insurances To Individual Funds. The Assets And
Liabilities Of The Internal Service Fund Are Included In
Governmental Activities In The Statement Of Net Position. (3,841,575)

Loans, Intergovernmental And Assessment Receivables
Recorded As Unearned Revenue Or Unavailable
Revenue In The Governmental Funds Was
Recorded As Revenue On The Statement Of Activities. 34,290,003

Interest Payable Is Not Due And Payable In The Current Period And
Therefore Not Reported In Governmental Funds. (47,264)

Long-term Liability Is Not Due And Payable In The Current Period And
Therefore Not Reported In Governmental Funds. (49,879,789)

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 6,757,868
Deferred Inflows Of Resources Relating
To Pensions (7,127,138)
Total Net Position - Governmental Activities 120,375,802

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, 2016

SPECIAL REVENUE FUNDS

REDEVELOPMENT OTHER TOTAL
AND HOUSING DEBT SERVICE GOVERNMENTAL GOVERNMENTAL
GENERAL IMPACT FEES HOUSING GRANTS GENERAL FUNDS FUNDS
$ $ $ $ $ $ $
REVENUES:
Taxes 24,347,912 - - - - 11,406,456 35,754,368
Licenses, permits, and fees 3,923,057 1,137,550 - - - 733,965 5,794,572
Intergovernmental 1,348,332 - - 1,544,541 81,135 361,727 3,335,735
Charges for services 2,945,028 - - - - - 2,945,028
Fines 690,068 - - - - - 690,068
Interest 2,077,382 30,582 10,543 6,068 - 43,425 2,168,000
Special assessment - - - - 77,489 - 77,489
Miscellaneous 1,022,140 - 1,551,675 - - 235,855 2,809,670
Total revenues 36,353,919 1,168,132 1,562,218 1,550,609 158,624 12,781,428 53,574,930
EXPENDITURES:
Current:
General government 6,589,983 - - 912 - 433,541 7,024,436
Public safety 22,549,848 - - - - 2,623,675 25,173,523
Housing - - 330,092 921,580 - 136,933 1,388,605
Streets 2,264,193 239,836 - - - 1,150,924 3,654,953
Culture and recreation 3,978,450 - - - - 4,066,182 8,044,632
Debt service:
Principal - - - - 497,982 - 497,982
Interest and fiscal charges - - - - 113,831 - 113,831
Total expenditures 35,382,474 239,836 330,092 922,492 611,813 8,411,255 45,897,962
Excess (deficiency) of revenues over
(under) expenditures 971,445 928,296 1,232,126 628,117 (453,189) 4,370,173 7,676,968
OTHER FINANCING SOURCES (USES)
Transfers in 3,019,033 - - - 506,474 166,620 3,692,127
Transfers out (234,101) (24,534) - (248,439) - (2,989,199) (3,496,273)
Total other financing sources (uses) 2,784,932 (24,534) - (248,439) 506,474 (2,822,579) 195,854
Net change in fund balances 3,756,377 903,762 1,232,126 379,678 53,285 1,547,594 7,872,822
Fund balances, July 1 4,630,140 3,014,147 2,340,986 (237,372) 71,758 8,378,995 18,198,654
Prior period adjustments (793,883) (100,663) (997) (52,133) - 40,505 (907,171)
Fund balances, July 1, as restated 3,836,257 2,913,484 2,339,989 (289,505) 71,758 8,419,500 17,291,483
Fund balances, June 30 7,592,634 3,817,246 3,572,115 90,173 125,043 9,967,094 25,164,305

See accompanying notes to financial statements



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, 2016

Amounts Reported For Governmental Activities In The Statement
Of Activities Are Different Because:

Net Change In Fund Balance - Total Governmental Funds (Page 36) 7,872,822

Governmental Funds Report Capital Outlay As Expenditures
However, In The Statement Of Activities The Cost Of
Those Assets Are Allocated Over Their Estimated Useful Lives
And Reported As Depreciation Expense. This Is The Amount
By Which Capital Outlays Was Less Than Depreciation In The
Current Period And Costs of Capital Assets Disposed In
The Current Year. (2,987,669)

Revenues On The Statement Of Activities That Does Not Provide
Current Financial Resources Are Not Reported As Revenues
In Governmental Funds. (2,064,280)

The Issuance Of Long-term Debt (e.g., Bonds) Provides
Current Financial Resources To Governmental Funds, While
The Repayment Of The Principal Of Long-term Debt Consumes
The Current Financial Resources Of Governmental Funds.
Neither Transaction, However Has Any Effect On Net Position.

This Amount Is The Repayment Of Principal 497,982
This Amount Of Post Retirement Costs 18,031
This Amount Of Compensated Absences 76,289

Internal Service Funds Are Used By Management To Charge The Costs
Of Insurance To Individual Funds. (1,298,553)

In Governmental Funds, Pension Costs Are Recognized When Employer Contributions
Are Made. In The Statement Of Activities, Pension Costs Are Recognized
On The Accrual Basis. This Fiscal Year, The Difference Between Accrual-basis
Pension Costs And Actual Employer Contributions Was:
Premium For The Period Is 1,565,953

Interest Expense Reported In The Statement Of Activities Does Not Require
The Use Of Current Financial Resources And, Therefore Is
Not Reported As An Expenditure In Governmental Funds. 2,170

Change In Net Position Of Governmental Funds. (Page 33) 3,682,745

See accompanying notes to financial statements

37



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, 2016

Variance With
Final Budget -
Budgeted Amounts Positive
Original Final Actual (Negative)
$ $ $ $
REVENUES:
Taxes 22,617,000 22,617,000 24,347,912 1,730,912
Licenses, permits, and fees 4,454,812 4,454,812 3,923,057 (531,755)
Intergovernmental 1,885,434 1,885,434 1,348,332 (537,102)
Charges for services 2,949,152 2,949,152 2,945,028 (4,124)
Fines 831,000 831,000 690,068 (140,932)
Interest 1,972,645 1,972,645 2,077,382 104,737
Miscellaneous 373,587 373,587 1,022,140 648,553
Total revenues 35,083,630 35,083,630 36,353,919 1,270,289
EXPENDITURES:
Current:
General government 7,959,589 7,799,589 6,589,983 1,209,606
Public safety 22,143,366 21,683,366 22,549,848 (866,482)
Streets 4,072,368 4,231,240 2,264,193 1,967,047
Culture and recreation 4,080,220 4,080,220 3,978,450 101,770
Total expenditures 38,255,543 37,794,415 35,382,474 2,411,941
Excess (deficiency) of revenues over
(under) expenditures (3,171,913) (2,710,785) 971,445 3,682,230
OTHER FINANCING SOURCES (USES)
Transfers in 3,377,201 3,377,201 3,019,033 (358,168)
Transfers out (380,716) (380,716) (234,101) 146,615
Total other financing sources (uses) 2,996,485 2,996,485 2,784,932 (211,553)
Net change in fund balance (175,428) 285,700 3,756,377 3,470,677
Fund balance, July 1 4,630,140 4,630,140 4,630,140 -
Prior period adjustments - - (793,883) (793,883)
Fund balance July 1, as restated 4,630,140 4,630,140 3,836,257 (793,883)
Fund balance, June 30 4,454,712 4,915,840 7,592,634 2,676,794

See accompanying notes to financial statements
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CITY OF WATSONVILLE, CALIFORNIA
IMPACT FEES FUND
STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
FOR THE FISCAL YEAR ENDED JUNE 30, 2016

Variance With

Final Budget -
Budgeted Amounts Positive
Original Final Actual (Negative)
$ $ $ $
REVENUES:
Licenses, permits, and fees 358,000 358,000 1,137,550 779,550
Interest 33,500 33,500 30,582 (2,918)
Total revenues 391,500 391,500 1,168,132 776,632
EXPENDITURES:
Current:
Streets 1,370,450 1,370,450 239,836 1,130,614
Total expenditures 1,370,450 1,370,450 239,836 1,130,614
Excess (deficiency) of revenues over
(under) expenditures (978,950) (978,950) 928,296 1,907,246
OTHER FINANCING SOURCES (USES)
Transfers out (24,534) (24,534) (24,534) -
Total other financing sources (uses) (24,534) (24,534) (24,534) -
Net change in fund balance (1,003,484) (1,003,484) 903,762 1,907,246
Fund balance, July 1 3,014,147 3,014,147 3,014,147 -
Prior period adjustments - - (100,663) (100,663)
Fund balance July 1, as restated 3,014,147 3,014,147 2,913,484 (100,663)
Fund balance, June 30 2,010,663 2,010,663 3,817,246 1,806,583

See accompanying notes to financial statements

39



CITY OF WATSONVILLE, CALIFORNIA
HOUSING FUND
STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCE - BUDGET AND ACTUAL

FOR THE FISCAL YEAR ENDED JUNE 30, 2016

Variance With
Final Budget -
Budgeted Amounts Positive
Original Final Actual (Negative)
$ $ $ $
REVENUES:
Interest 2,500 2,500 10,543 8,043
Miscellaneous 5,000 5,000 1,551,675 1,546,675
Total revenues 7,500 7,500 1,562,218 1,554,718
EXPENDITURES:
Current:
Housing 92,620 392,620 330,092 62,528
Total expenditures 92,620 392,620 330,092 62,528
Net change in fund balance (85,120) (385,120) 1,232,126 1,617,246
Fund balance, July 1 2,340,986 2,340,986 2,340,986 -
Prior period adjustments - - (997) (997)
Fund balance July 1, as restated 2,340,986 2,340,986 2,339,989 (997)
Fund balance, June 30 2,255,866 1,955,866 3,572,115 1,616,249

See accompanying notes to financial statements
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CITY OF WATSONVILLE, CALIFORNIA
REDEVELOPMENT AND HOUSING GRANTS

STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
FOR THE FISCAL YEAR ENDED JUNE 30, 2016

Variance With
Final Budget -
Budgeted Amounts Positive
Original Final Actual (Negative)
$ $ $ $
REVENUES:
Intergovernmental 1,982,271 1,982,271 1,544,541 (437,730)
Interest - - 6,068 6,068
Total revenues 1,982,271 1,982,271 1,550,609 (431,662)
EXPENDITURES:
General government - - 912 (912)
Housing 1,982,271 1,982,271 921,580 1,060,691
Total expenditures 1,982,271 1,982,271 922,492 1,059,779
Excess (deficiency) of revenues over
(under) expenditures - - 628,117 628,117
OTHER FINANCING SOURCES (USES):
Transfers out (307,967) (307,967) (248,439) 59,528
Total other financing sources (uses) (307,967) (307,967) (248,439) 59,528
Net change in fund balance (307,967) (307,967) 379,678 687,645
Fund balance, July 1 (237,372) (237,372) (237,372) -
Prior period adjustments - - (52,133) (52,133)
Fund balance July 1, as restated (237,372) (237,372) (289,505) (52,133)
Fund balance, June 30 (545,339) (545,339) 90,173 635,512

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

STATEMENT OF NET POSITION

JUNE 30, 2016

ASSETS
Current Assets:
Cash and investments
Cash and investments with fiscal agent
Restricted cash
Receivables:
Accounts
Interest
Intergovernmental
Loans receivable
Deposits
Inventories
Total Current Assets
Noncurrent Assets
Cash and investments with fiscal agent
Advances receivable
Loan receivable
Capital assets:
Land and improvements
Buildings
Machinery and equipment
Infrastructure
Construction in progress
Accumulated depreciation
Total Capital Assets (Net of
accumulated depreciation)

Total Noncurrent Assets

Total Assets

DEFERRED OUTFLOWS OF RESOURSES
Deferred outflow of resources - pension
Total deferred outflow of resources

LIABILITIES
Current Liabilities:
Accounts payable
Accrued personnel costs
Insurance claims payable
Interest payable
Customer deposits
Due to other funds
Unearned revenue
Current maturities of long term debt:
Compensated absences
Liability for landfill closure
Revenue bonds
Note payable

Total Current Liabilities

Noncurrent Liabilities:
Advance payable
Compensated absences
Post retirement
Liability for landfill closure
Net pension liability
Note payable
Revenue bonds payable (Net of
capitalized discounts)

Total Noncurrent Liabilities
Total Liabilities

DEFERRED INFLOWS OF RESOURSES
Deferred inflow of resources - pension
Total deferred inflow of resources

Net Position
Net investment in capital assets

Unrestricted
Total Net Position

See accompanying notes to financial statements

Business-type Activities - Governmental
Enterprise Funds Activities -
Internal Servic