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922 Machin Avenue  |  Novato, CA 94945 
novato.org 

STAFF REPORT 

MEETING 

DATE:  February 11, 2020 

TO: City Council 

FROM: David L. Bentley, Interim Finance Director 

SUBJECT: INTERACTIVE 5-YEAR FINANCIAL PLAN AND FY20 MID-YEAR 
FINANCIAL REVIEW 

REQUEST 
Consider, discuss, receive and file Interactive 5-Year Financial Plan and FY20 Mid-Year Financial 
Review. 

DISCUSSION 
The City of Novato Strategic Plan Goal #4 – A City That Works – Objective 1 includes “Initiate a review 
and update of the Fiscal Sustainability Plan including an interactive model if possible.” 

Included for your review tonight is the first draft of an interactive model of the City’s 5-Year Financial 
Plan. For ease in understanding, the plan is presented graphically, as a “dashboard” (Attachment 1) rather 
than with rows and columns of numbers. The goal of the interactive dashboard is to assist in 
understanding the major drivers of the City finances, and quickly assess the trade-offs and impacts of 
various revenue and expenditure forecasts. The model is based around the City’s cash balance, rather than 
fund balance, as cash is a metric that is transparent and easiest to understand. 

BACKGROUND 
The City’s cash balance is divided into three major categories: Governmental, Proprietary and Fiduciary, 
as defined by the American Institute of Certified Public Accountants, and as presented in the City’s 
Comprehensive Annual Financial Report (CAFR). 

Below is a table summarizing the City’s various funds by category, followed by a description of each. 

Category 
# of 

Funds 

6/30/19 
Unaudited 

Cash Balance Status 
Governmental Funds 
General Fund (Primary) 1 $1,089,971 Unrestricted 
Other General Funds 14 $20,369,501 Reserved by Council 
Special Revenue 35 $24,736,224 Restricted by Law 
Capital Projects 1 $2,318,882 Restricted by Law 
Debt Service 2 $2,067,793 Restricted by Law 
Total Governmental Funds 53 $50,582,371 

City Manager 
Approval 
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Proprietary Funds 
Enterprise 1 $5,745,414 Restricted by Law 
Internal Service 4 $5,370,756 Restricted by Law 
Total Proprietary Funds 5 $11,116,170 

Fiduciary Funds 
Trust 1 $31,499,332 Restricted by Law 
Agency 9 $12,300,730 Restricted by Law 
Total Fiduciary Funds 10 $43,800,062 

Grand Total – All Funds 68 $105,498,603 

Governmental Funds 
The General Fund is the primary fund used by the City. It is used to record all revenues and expenditures 
that are not associated with special-purpose funds. The activities paid for through the General Fund 
constitute the core functions of the City – Police, Public Works, Community Development, Parks 
Recreation & Community Services, and Administration. 

Over the years the City Council has added several Reserve Funds to the General Fund group, termed by 
the District’s auditors as “Other General Funds.” These were established to identify monies set aside for 
specific needs, such as the Emergency and Disaster Response Reserve and Long-Term Maintenance 
Reserves. These “Other General Funds” are Reserved by direction of the Council, and the Council can 
redeploy the Other General Funds from time-to-time as deemed appropriate. 

Special Revenue Funds are established to account for revenue that is legally restricted for a specific 
purpose. Gas Tax Revenue and Development Impact Fees are examples of the monies that must, by law, 
be expended only toward their intended purpose, for example: street maintenance. 

The Capital Projects Fund is used to account for Capital Improvement Project (CIP) expenditures. Monies 
expended on CIPs are primarily from Special Revenues that have expenditure restrictions in alignment 
with the project being constructed. For example, Recreation Development Impact Fees are part of the 
funding for the Hill Recreation Area project. 

The Debt Service Funds are used to account for the City’s General Obligation Bond Tax Revenue and 
principal and interest payment obligations on its long-term debt. 

Proprietary Funds 
Proprietary Funds consist of the City’s Internal Service Funds and its Enterprise Fund (Marin Valley 
Mobile Country Club, or MVMCC). The Internal Service Funds are used to account for services 
furnished by a designated department to other departments within the City. For example, the mechanic’s 
shop charges the Police and Public Works Departments for work done on the vehicles under their 
stewardship. The Enterprise Fund is used to record the financial activity of the City-owned MVMCC, 
which is operated like a business, with revenues established to cover expenditures, including depreciation, 
with the goal of making the entity self-supporting. 

Fiduciary Funds 
Fiduciary funds include both trust and agency funds. These funds are used to account for assets held by 
the City in a trustee capacity. The City maintains one permanent trust fund, the Hamilton Trust, which 
principal amount must, by agreement, be maintained in perpetuity. Agency funds are custodial in nature 
and maintained primarily for the benefit of several assessment districts within the City. For example, the 

2



   

3 
 

City receives property tax revenue paid by homeowners living within a Community Services District 
(CSD) and pays the debt service on the bonded indebtedness of the CSD. The CSD debt is not an 
obligation of the City and none of the Fiduciary Funds are subject to the budgeting of revenues and 
expenditures by the city. 
 
FY 19/20 Mid-Year Budget Review 
The FY20 Budget for the “Primary General Fund” showed Revenue and Appropriations within $5,000 of 
being in balance. Novato’s largest revenue source is Property Tax, followed closely by Sales Tax. 
Property Tax revenue is running at 103.8% of budget, while Sales Tax is running at 99.1% of budget. 
Total revenue is projected to exceed budget by approximately $500,000. Salary and benefit expense, 
which is the City’s major expense, is running close to budget. Settlement of the Sausal litigation 
($631,000) and payout to the prior City Manager ($284,000) added $915,000 in unbudgeted expense. 
However, cumulative savings in other expenditure categories, along with the additional Property Tax 
revenue, are anticipated to offset the settlement expense. We project the City will end the fiscal year with 
a small net cash surplus. 
 
5-Year Financial Plan 
Historically, when reviewing the 5-year financial plan, staff has presented only the City’s primary 
General Fund, which is one of the 15 funds comprising the General Funds group. As discussed in the 
recently formed City Council Ad-Hoc Finance Committee, to enhance transparency the 5-Year Interactive 
Model presented herein includes all Governmental Funds. 
 
Major Financial Drivers 
Revenue: Property Tax is the City’s largest source of revenue, budgeted at $18.4 million. Sales tax is 
second, budgeted at $16.5 million. A distant third is the Transient Occupancy Tax at $1.8 million. Thus, 
Property Tax and Sales Tax revenue have an inordinate impact on the City budget. Per Roy Given, Marin 
County Director of Finance, the assessed value of property within Novato has grown at an average annual 
rate of 5.25% over the past 5 years but fell to under 4% for the current year. Sales tax revenue grew 3% 
last fiscal year. In the short run, the Council has no control over these two revenue sources. 

 

FY 

Novato Property 
Assessed Value 

Growth Rate 
16 6.62% 
17 5.06% 
18 5.20% 
19 5.47% 
20 3.89% 
Avg 5.25% 
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Expenditures: Salary and benefits comprise 70% of the FY20 budget and has been growing at an annual 
rate of 5.5% over the past 5 years. CalPERS projects the City will see increases to its pension cost 
averaging 7.6% annually through FY25, bringing the total annual cost to $7.6 million. The average cost 
of an employee, including benefits, is now $146,000. 

 

 FY20 
Budget 

(Millions) 

5-Year 
Growth 

Rate 
Salary and Wages $20.8 3.5% 
Pension Expense $5.3 14.1% 
Medical Insurance $3.2 7.9% 
Other Benefits $1.2 3.6% 

Total $30.5 5.5% 

 

Other costs to be cognizant of are Contract Services and Materials and Supplies.  

 FY20 
Budget 

(Millions) 

5-Year 
Growth 

Rate 
Contract Services 
(excluding CIP) 

$5.2 6.4% 

Materials & Supplies $8.3 5.4% 
Total $13.5 5.8% 

 

Close examination of these two categories of expenditures could yield some savings. In my short tenure 
as your Interim Finance Director, and with the understanding that I will be departing at the end of the 
month, allow me to share some observations and ideas for your consideration. 
 
Contract Services: The major item in this category is legal fees. Over the past four years, legal fees have 
averaged $860,000 annually. I recommend the Council direct staff to further study this issue and explore 
opportunities to control this growing cost.  There currently doesn’t seem to be a cost control mechanism 
in place as the City Attorney’s office reports solely to the City Council, yet staff engages legal services on 
a routine basis without the City Manager being able to control costs because of the current culture and 
systems in place.   
 
In the Finance Department alone (less than 3% of the City FTE count) we found a contract with an 
outside firm employed to assume responsibility for timely preparation of the CAFR for the annual audit. 
The firm charged $148,000 and failed to complete their mission. This contract was terminated in late 
2019. Another firm was hired 18 months ago to process Business License applications, a function 
previously performed in-house. The firm charged $101,000 last year and staff continues to receive 
complaints about poor customer service. The processing of business licenses should be re-evaluated to 
ensure outsourcing remains the most prudent choice for the City.  Banking services have averaged 
$150,000 annually over the past four years and should be investigated to determine if these costs could be 
reduced.   
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Materials and Supplies: A major item in this category is insurance at $1.2 million annually. The City 
participates in a Joint Powers Authority with multiple other Bay Area cities to provide its liability, 
property and workers compensation insurance. The maximum self-insured retention (deductible, or SIR) 
allowed under the JPA is $250,000. Consider an actuarial study to move toward self-insurance. A $1 
million SIR could reduce insurance cost. 

Another item in this category is water cost. The City’s water bill was $577,000 last fiscal year and the 
North Marin Water District is presently considering modifying its rate structure, estimating the City’s 
percentage of increase to be 9.3%. Part of the proposed rate restructure includes a significant increase for 
larger meters (2” and above). Using NMWD’s Advanced Meter Information system, the City can view 
water use by meter online in real time. It is likely that many of the City’s meters are larger than necessary 
and can be downsized for a modest fee to reduce the impact of the proposed water rate restructure. 
NMWD also offers free water audits to identify water waste and provides incentives for purchase of water 
conservation equipment.  

Electricity and Gas is budgeted at $625,000, a 32% increase over the past four years. An in-depth review 
of this cost could also provide opportunities for savings. 

A process that could assist in cost control is full implementation of the City’s purchase order system, with 
a requirement that Department Heads approve all purchase orders for their department, allowing them to 
be held fully accountable for living within their allotted budget. The City’s purchase order system also 
integrates with the financial software encumbrance system, allowing staff to understand the status of 
monies remaining in each account and capital improvement project. 
 
Personnel Services:  Consider comparing staffing at the City of Novato with other similar cities to verify 
the City staff is aligned appropriately. As an example, the chart below compares Administration staffing 
at the City of Novato with the North Marin Water District. Granted the example is not comparable but it 
does provide a template to utilize to consider if staffing levels are appropriate. 

 

From the chart above we can see that total Administration staff at NMWD per Full Time Equivalent 
employee exceeds that of the City of Novato. The Manager and Clerk/Executive Secretary staffing are 
comparable. The big differences occur in HR, Finance and IT. Relative to NMWD, the City is 
significantly understaffed in its Finance Department. You will not be surprised to find your Interim 
Finance Director believes finance to be a critical function for effectively managing any business. As the 
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NetSuite ad goes: “If you don’t know your numbers, you don’t know your business.” With an adequately 
sized professional finance staff, the City will receive monthly financial reports to monitor costs, which is 
particularly important in managing capital improvement projects. 

Finally, consider downsizing the City’s 388-page budget. Preparation of the annual budget consumes an 
inordinate amount of staff time. In particular, the budgeting of the City’s Capital Improvement Project 
program needs revision. The City’s current budget includes funding for 98 projects with a budget of $27.1 
million. The City does not have the staffing to complete even a third of the budgeted projects. Novato 
spent an average of $6.8 million annually on its CIP over the past four years. A better approach may be to 
prioritize the projects and budget a reasonable amount of work to complete. Then hold staff accountable 
for completion. 

The City focus on the budget likely results from so little regular comprehensive financial information 
being available. Once monthly financial reports are produced in a timely manner, focus will naturally 
shift from the budget (which is comprised of estimates and projections) to actual financial results. 

 
FISCAL IMPACT 

None 
 
STRATEGIC PLAN ALIGNMENT 

1) The City of Novato Strategic Plan Goal #4 – A City That Works – Objective 1 includes 
“Initiate a review and update of the Fiscal Sustainability Plan including an interactive 
model if possible.” 

2) The City of Novato Strategic Plan Goal #4 – A City That Works – Objective 2 includes 
“Develop long term funding strategies to maintain the city’s infrastructure, parks and 
buildings.” 
 

RECOMMENDATION 
File Report 

 
ALTERNATIVE 
Do not file the report 

 
ATTACHMENT 

1) Screenshot of the interactive model of the City of Novato 5-Year Financial Plan Summary - All 
Governmental Funds 
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