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P PUN GROUP

ACCOUNTANTS & ADVISORS

4660 La Jolla Village Drive, Suite 100 a
San Diego, California 92122
WWW.pungroup.cpa
INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and Members
of the City Council of the City of
Santa Cruz, California

Report on the Audit of the Financial Statements
Opinion

We have audited the accompanying financial statements of the Measure D Fund (the “Measure D Fund”) of the City
of Santa Cruz, California (the “City”’), which comprise the balance sheet as of June 30, 2024 and the related statement
of revenues, expenditures, and change in fund balance for the year then ended, and the related notes to the 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 Measure D Fund of the City as of June 30, 2024, and the respective changes in financial
position for the year then ended in accordance with accounting principles generally accepted in the United States of
America.

Basis for Opinion

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 Auditors’
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 requirements relating to
our audit. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Emphasis of Matter

As discussed in Note 1, the financial statements present only the Measure D Fund and do not purport to, and do not,
present fairly the financial position of the City as of June 30, 2024, the change in financial position, or, where
applicable, its cash flows, for the years then ended in accordance with accounting principles generally accepted in the
United States of America. Our opinion is not modified with respect to this matter.

Responsibilities of Management for the Financial Statements
Management is responsible for the preparation and fair presentation of the 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 financial statements that are free
from material misstatement, whether due to fraud or error.
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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 Measure D Fund’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.

Auditors’ 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 auditors’ 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 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 of the Measure D Fund. Accordingly, no such opinion is expressed.

o 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 Measure D Fund’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.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis 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 GAAS, 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.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 30, 2025, 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 Measure D Fund’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 Measure D Fund’s internal control over financial reporting and compliance.

e ot G0t T

San Diego, California
January 30, 2025
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City of Santa Cruz
Measure D Fund
Management’s Discussion and Analysis (Unaudited)
For the Year Ended June 30, 2024

The Management Discussion and Analysis (MD&A) section of the City of Measure D fund financial statements
provides a narrative overview of the Fund’s financial activities for the fiscal year ended June 30, 2024.

Introduction
Background:

Measure D is a comprehensive and inclusive package of transportation investments passed in November 2016 by over
two-thirds (2/3) of Santa Cruz County voters. This 2 cent sales tax guarantees a steady, direct source of funding to
every city and the County of Santa Cruz for local street and road maintenance, bicycle, pedestrian, and safety projects,
including Santa Cruz METRO and Community Bridges-Lifeline for transit and paratransit services for seniors and
people with disabilities, as well as implementation of priority highway, trail, and other essential transportation
projects and programs throughout the county. Measure D went into effect on April 1, 2017.

The Santa Cruz County Regional Transportation Commission (SCCRTC) is the administrator of Measure D. A five-
year program of projects showing how recipient agencies plan to use Measure D funds is updated and adopted
annually by each agency receiving Measure D revenues. An annual audit of receipts and expenses of each recipient is
also required.

Fund Highlights:
During fiscal year 2024, the fund’s total fund balance decreased by $52 thousand. Notable changes to the fund were:

o Total assets of the fund decreased by $52 thousand due to an increase in activity of the current year funded
projects.

e Intergovernmental revenues increased from $1.5 million to $1.7 million which was the cause of an annual
allocation increase in FY?24, which also included additional payments.

e Expenditures during the year were $83 thousand compared to $85 thousand in 2023, this can be accounted for
through labor.

e Transfers during the year were $1.9 million compared to $3.1 million in 2023, this can be accounted for due
to the new ongoing projects within the General Capital Improvement account.

Overview of the Financial Statements

Measure D is accounted for in a City non-major special revenue fund, 2016 Transportation Measure D Fund. This fund
accounts for receipts and expenditures of the 2016 Measure D sales tax received from the SCCRTC. Interest earned is
recorded within the fund to be spent on transportation projects. Revenue receipts are deposited directly into the fund and
funds are only transferred out when expenditures have occurred in the projects. The city tracks the Measure D funds
through the balance sheet along with project accounting,.

The financial statements of the 2016 Transportation Measure D Fund are on the modified accrual basis of accounting.
Revenues are recognized when they have been earned and are both measurable and available.



City of Santa Cruz
Measure D Fund
Management’s Discussion and Analysis (Unaudited) (Continued)
For the Year Ended June 30, 2024

Financial Analysis of Fund

At the end of fiscal year 2024, the total fund balance of the 2016 Transportation Measure D fund was a $2.3 million, a
decrease from the prior year of $2.4 million. The entire amount is classified as restricted for transportation projects. The
decrease is primarily due to expenditures being more than the prior year, and the start of new projects.

Analysis of Balance Sheet

The following is a comparative summary of the Measure D fund’s balance sheet:

2024 2023
ASSETS

Cash and investments $ 2,204,100 $ 2,266,824
Accounts and interest receivable 145,814 133,464
Total assets 2,349,914 2,400,288

Fund Balance:
Restricted for streets and roads 2,349.914 2,400,288
Total fund balance $ 2,349914 $ 2,400,288

Statement of Revenues, Expenditures, and Changes in Fund Balance
Analysis of Activities

The following table presents on a comparative basis the changes in fund balance for the Measure D fund:

2024 2023
REVENUES :
Intergovernmental $ 1,741,954 $ 1,534,321
Use of money and property 181,768 21,339
Total revenues 1,923,722 1,555,660
EXPENDITURES::
Current:
Public works 83,228 84,745
Total expenditures 83,228 84,745
REVENUES OVER
(UNDER) EXPENDITURES 1,840,494 1,470,915
OTHER FINANCING SOURCES (USES):
Transfers out (1,890,868) (3,091,584)
Total other financing sources (uses) (1,890,868) (3,091,584)
NET CHANGES IN FUND BALANCE (50,374) (1,620,669)
FUND BALANCE:
Beginning of year 2,400,288 4,020,957
End of year $ 2,349,914 $ 2,400,288




City of Santa Cruz
Measure D Fund
Management’s Discussion and Analysis (Unaudited) (Continued)
For the Year Ended June 30, 2024

Measure D Funded Projects in FY 24

Since Measure D went into effect the City of Santa Cruz has put Measure D funds to work paving streets, building new
bicycle and walking paths, designing major infrastructure projects, maintaining existing infrastructure, and providing
safety programs related to streets and roads. The following highlights a few of the projects that were funded by Measure
D in fiscal year 2024:

Monterey Bay Sanctuary Scenic Trail Segment 7 — The City Initiated work on Segment 7 Phase 2 of the Rail Trail in
fiscal year 2022. This fully funded project experienced weather related delays and is on track for completion in
Spring 2024. The Phase 2 project is estimated to cost $15 million with an estimated $5.5 million contributed from
Measure D and Measure D — SCCRTC. The remaining $17 million has been secured from other sources. The .8 mile
multiuse path will connect to the existing Segment 7 Phase 1 (complete, 1.2 miles- previously reported on) and
Segments 8/9 (in Final Design Phase, fully funded for Construction, 2.2 miles).

Chestnut Street Storm Drain—The City of Santa Cruz secured grant funding to reconstruct a failing storm drain
under Chestnut Street and to repave the roadway. Measure D funds were used to augment this project to upgrade the
intersections for enhanced pedestrian accessibility. The improvements included directional curb ramps, truncated
domes, and roadway striping.

Downtown Bike Lockers—The City continued the downtown bike locker replacement program. This program
provides low cost, secure Class I bike storage in the downtown business district. The new lockers included the
ability to use the BikeLink mobile app to check for availability, load a user account in real time, and utilize the
lockers. Previously, the only way to use the lockers was via a physical card you had to order or purchase from a
physical location.

Economic Factors and Next Year’s Budgets and Rates

The City of Santa Cruz was affected by severe weather in late December 2023 through February 2024 causing
significant damage to its roadways, river levees, Municipal Wharf and main water supply systems. Emergency
declarations were proclaimed on the local, State and Federal level. The City is in the process of seeking disaster recovery
assistance from Cal OES and FEMA, which was declared at a 75% reimbursement level for eligible permanent work.

The fiscal year 2025 budget does not include a General Fund contribution to the Capital Investment Program (usually $5
million) which enabled the City of Santa Cruz to adopt a balanced 2025 budget on June 11, 2024, however the budget
did contain a $500,000 General Fund contribution for streets and roads. The City presented its 10-year financial forecast
to Council in November 2023 providing options for addressing future deficits. The City placed a 0.5% local sales tax
rate increase on the March 2024 ballot, which was approved and took effect July 1, 2024. The City has reached the
statutory sales tax cap of 9.75 percent and estimates a first-year sales tax revenue increase of $8 million. This revenue
will be used to support existing essential services.

Requests for Information
This financial statement is designed to provide a general overview of the fund’s finances. Questions concerning any of

the information provided in this report or requests for additional information should be addressed to the City of Santa
Cruz, Finance Department, 1200 Pacific Avenue, Suite 290, Santa Cruz, CA 95060.
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City of Santa Cruz

Measure D Fund
Balance Sheet
June 30, 2024
Measure "D"
Fund
ASSETS
Cash and investments $ 2,204,100
Interest receivable 15,857
Grants Receivable 2,216
Accounts receivable 127,741
Total assets $ 2,349,914
Fund Balance:

Restricted for streets and roads $ 2,349,914
Total fund balance $ 2,349,914

See accompanying Notes to the Financial Statements.
11



Statement of Revenues, Expenditures, and Change in Fund Balance

City of Santa Cruz
Measure D Fund

For the Year Ended June 30, 2024

REVENUES:

Intergovernmental
Use of money and property

Total revenues

EXPENDITURES:

Current:
Public works

Total expenditures

REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES):

Transfers out

Total other financing sources (uses)
NET CHANGE IN FUND BALANCE

FUND BALANCE:
Beginning of year

End of year

See accompanying Notes to the Financial Statements.
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NOTES TO THE FINANCIAL STATEMENTS
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City of Santa Cruz
Measure D Fund
Index to the Notes to the Financial Statements
For the Year Ended June 30, 2024

NOTE DESCRIPTION
1 Summary of Significant Accounting Policies
2 Measure D Funds
3 Cash Deposits and Investments

Transfers Out
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City of Santa Cruz
Measure D Fund
Notes to the Financial Statements
For the Year Ended June 30, 2024

Note 1 — Summary of Significant Accounting Policies

The basic financial statements of the Measure D Fund (“Measure D Fund”) of the City of Santa Cruz, California (the
“City”) have been prepared in conformity with accounting principles generally accepted in the United States of
America (“GAAP”) as applied to governmental agencies. The Governmental Accounting Standards Board (“GASB”)
is the accepted standard setting body for establishing governmental accounting and financial reporting principles. The
more significant of the City’s accounting policies are described below.

Reporting Entity

All transactions of the Measure D Fund of the City are included as a separate special revenue fund in the basic
financial statements of the City. The accompanying financial statements are for the Measure D Fund only and are not
intended to fairly present the financial position or results of operations of the City.

Basis of Accounting and Measurement Focus

The operations of the Measure D Fund are accounted in a non-major special revenue fund, in a separate set of self-
balancing accounts that comprise its assets, liabilities, fund balances, revenues, and expenditures. Resources are
allocated to and accounted for in the fund based upon the purpose for which they are to be spent and the means by

which spending activities are controlled.

Basis of Accounting

The Measure D Fund is accounted for on a spending, or "current financial resources" measurement focus and the
modified accrual basis of accounting. Accordingly, only current assets and current liabilities are included on the
Balance Sheet. The Statement of Revenues, Expenditures, and Change in Fund Balance presents increases (revenues
and other financing sources) and decreases (expenditures and other financing uses) in net current resources. Under the
modified accrual basis of accounting, revenues are recognized in the accounting period in which they become both
measurable and available to finance expenditures of the current period. Generally, revenues are considered available
if they are collected within 60 days after fiscal year end. If revenues are not subject to accrual, they are recorded when
received in cash. The primary revenue sources, which have been treated as susceptible to accrual by the City, are
property tax, sales tax, intergovernmental revenues, and other taxes. Expenditures are recorded in the accounting
period in which the related fund liability is incurred.

Fund Balance

Restricted Fund Balance

This category consists of amounts that have constraints placed on them either externally by third parties (creditors,
grantors, contributors, or laws or regulations of other governments) or by law through constitutional provisions or
enabling legislation. Enabling legislation authorizes the City to assess, levy, charge, or otherwise mandate payment of
resources (from external resource providers) and includes a legally enforceable requirement (compelled by external
parties) that those resources be used only for the specific purposes stipulated in the legislation.

Fund Balance Flow Assumptions

In order to calculate the amounts to report as restricted fund balance in the financial statements, a flow assumption
must be made about the order in which the resources are considered to be applied. It is the City’s policy to consider
restricted fund balance to have been depleted before using any of the components of unrestricted fund balance.
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City of Santa Cruz
Measure D Fund
Notes to the Financial Statements (Continued)
For the Year Ended June 30, 2024

Note 1 — Summary of Significant Accounting Policies (Continued)
Cash, Cash Equivalents, and Investments

For purposes of the Balance Sheet, cash and cash equivalents include currency on hand and deposits in the City’s cash
and investment pool. These deposits have the same characteristics for the participating funds as demand deposit
accounts, in that the funds may deposit additional cash at any time and also effectively withdraw cash at any time
without prior notice or penalty. The City’s cash and investments are stated at fair value, which is based on a quoted
market price. This includes all investments except the City’s investment in the California Local Agency Investment
Fund (“LAIF”). The balance is available for withdrawal on demand and is based on the accounting records
maintained by LAIF, which are recorded on an amortized cost basis. The City valued its investments in LAIF at
June 30, 2024, by multiplying its balance by a fair value factor determined by LAIF. This fair value factor was
calculated by dividing the total fair value for all participants by the total amortized cost.

Note 2 — Measure D Funds

Under Measure D, approved by the voters of Santa Cruz County in 2016, the City receives a portion of the proceeds
of an additional one-half cent sales tax to be used to improve children’s safety around schools; repair potholes; repave
streets; improve traffic flow on Highway 1; maintain senior/disabled transit; reduce global warming pollution by
providing transportation options like sidewalks, buses, bike lanes, trails; and preserve rail options.

Note 3 — Cash Deposits and Investments

Cash and investments held by the Measure D Fund at June 30, 2024, consisted of $2,204,100 in cash pooled with the
City’s cash and investments.

Allowable Investments

Pooled cash consists of investments authorized by the California Government Code and the City of Santa Cruz's
investment policy. Allowable investment instruments are defined in the California Government Code Section 53600,
et. seq., as amended. If the Code is further revised to allow additional investments or is changed regarding the limits
on certain categories of investments, the City is authorized to conform to these changes, excluding those changes that
may be prohibited by this policy. Where the Government Code specifies a percentage limitation for a particular
category of investments, that percentage is applicable only at the date of purchase. The City’s pool is not rated and is
not registered with the SEC. The average maturity of its investments is less than one year. Additional disclosures
about the City’s pooled cash and investments may be found in the City’s annual comprehensive financial report.

Fair Value Hierarchy — The City categorizes its fair value measurements within the fair value hierarchy established
by generally accepted accounting principles. The hierarchy is based on the valuation inputs used to measure the fair
value of the asset. Level 1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant
other observable inputs; Level 2 inputs to the valuation methodology include: quoted prices for similar assets or
liabilities in active markets; quoted prices for identical or similar assets or liabilities in inactive markets; inputs other
than quoted prices that are observable for the asset or liability; inputs that are derived principally from or corroborated by
observable market data by correlation or other means. Level 3 inputs are significant unobservable inputs.
Investments in LAIF are uncategorized as deposits and withdrawals are made on the basis of $1 and not fair value.
The Measure D funds subject to fair value measurements are not subject to fair value and considered uncategorized.
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City of Santa Cruz
Measure D Fund
Notes to the Financial Statements (Continued)
For the Year Ended June 30, 2024

Note 4 — Transfers Out
The Measure D Fund transferred $10,000 to the City’s General Fund, $1,609,148 to the City’s General Capital

Improvements Fund, and $271,720 to the City’s CIP Arterial Streets and Roads Fund for reimbursement of previously
incurred Measure D allowable costs.
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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

Independent Auditors’ Report

To the Honorable Mayor and Members of the City Council
of the City of Santa Cruz
Santa Cruz, California

We have audited, in accordance with the 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, the financial statements of the Measure D Fund (the “Measure D Fund”) of the City of
Santa Cruz, California (the “City”), which comprise the balance sheet as of June 30, 2024 and the related statement of
revenues, expenditures, and change in fund balance for the year then ended, and the related notes to the financial
statements, which collectively comprise the Measure D Fund financial statements, and have issued our report thereon
dated January 30, 2025.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City’s internal control over
financial reporting (“internal control”), as it relates to the Measure D Fund, as a basis for designing audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinions on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the City’s internal control. Accordingly, we do
not express an opinion on the effectiveness of the City’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the Measure D Fund financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency,
or a combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or, significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses or significant deficiencies may exist that were not
identified.
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Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether Measure D Fund’s financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements, noncompliance with which could have a direct and material effect on the financial statements.
However, providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the Measure D Fund’s internal control or
on compliance. This report is an integral part of an audit performed in accordance with Government Auditing

Standards in considering the Measure D Fund’s internal control and compliance. Accordingly, this communication is
not suitable for any other purpose.

W@W L

San Diego, California
January 30, 2025
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