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STAFF REPORT 

MEETING 
DATE: April 14, 2020 

TO: City Council 

FROM: Amy Cunningham, Finance Director 
Nancy Andrews, Principal Analyst  

SUBJECT: PROVIDE STAFF DIRECTION ON DEVELOPMENT OF FISCAL YEAR 
2020/2021 OPERATING BUDGET 

REQUEST 

Consider, discuss and provide direction on the development and proposed schedule for 
considering and adopting the Fiscal Year 2020/2021 Operating Budget. 

DISCUSSION 

This report provides on overview of the anticipated impacts of the COVID-19 emergency on the 
City’s budget condition and budget development schedule. Since Council adoption of the Fiscal 
Year 2020/2021 (FY21) budget schedule in February, the COVID-19 emergency has caused 
significant disruption to communities across the globe. Local economic impacts are significant in 
the short-term and will likely be felt for the next two or more years. 

It is still too early to project with any accuracy the duration and impact of this emergency on the 
City’s revenues and expenses. Economists opinions currently vary, with most projecting a full 
recovery spanning from months to years. Because the economic conditions are so uncertain, it 
is not prudent to make significant changes to City service levels at this time. As such, staff is 
proposing development of a FY21 “Carryover” budget that reflects minimal changes to existing 
service levels.  

Emergency Fiscal Actions Taken 
In response to the emergency declaration, staff has taken swift but conservative action in areas 
that will not impact direct service delivery to the community, in the short-term. If, as more 
information emerges, it becomes necessary to make significant service level changes, staff will 
bring a proposal for service and/or program reductions to Council for consideration. The 
following actions have been taken to date:  

• Implemented a “soft” hiring freeze, providing the City Manager with discretion to
hire for mission critical positions that are vacant or may become vacant during
the emergency.

• No employee promotions, unless deemed essential to operations.
• No travel and training.
• Approval only for expenditures that are necessary to continue essential

operations.

City Manager  
Approval 
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Emergency Response Reimbursement  
The scope of potential federal and/or state relief for local jurisdictions response to the 
emergency is currently unknown; staff continues to monitor developments of available relief and 
grant programs closely. The City has successfully submitted an application for emergency relief 
funding to the County. Staff across all departments are actively tracking costs for personnel, 
services and supplies, and equipment that may qualify for emergency reimbursement. Any relief 
from the federal or state level will ultimately help offset direct costs of the City’s response. 
Additionally, staff is exploring potential grant opportunities through the “CARES Act” and other 
venues that may be available.  
 
FY21 – Carryover Budget 
Staff is recommending development of a “Carryover” budget for FY21. This involves replicating 
the FY20 budget with only significant known changes to revenue and expense, inclusive of 
negotiated salary and benefit changes; pension cost changes as provided by PERS; and 
adjustments to one-time revenue and expense. Many local jurisdictions have already decided a 
similar approach is appropriate, essentially waiting until the COVID fallout is more visible to 
make significant budget changes.  
 
This “Carryover” approach will also provide staff with time to complete several other high priority 
projects that will provide information and analysis needed to evaluate the City’s overall fiscal 
condition, reserve levels, and if necessary, well considered options to modify service levels.  
 
Revenue Impacts 
Staff anticipates the majority of fiscal impacts will be to revenues and is monitoring potential 
changes closely. The following chart shows General Fund revenue by category to demonstrate 
the proportional share of City revenue received.  
 

 
 
Staff anticipates significant impacts to the following categories due to the COVID-19 emergency: 
 

• Property Tax – While there is some discussion at the state level of a potential 
payment deadline extension; the County has provided communication that 2nd 
installment property taxes will remain due April 10th. Any delay will be known by the 
time of this Council meeting. Declines in the real estate market will have impacts in  
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FY21 and beyond. This may result in stagnant or reduced property values in the 
long-term.  

• Property Transfer Tax – Staff anticipates a significant drop in this revenue category 
as sales are not at their usual volume, and spring is typically a busier time of year for 
home sales.  

• Sales Tax – The state announced a payment extension deadline for businesses in 
certain categories to file and pay. Details on how this program will impact local 
agencies are currently unknown. The League of California Cities is actively working 
with the state to mitigate local impacts to the extent possible. Updates will be 
provided when available.  
 
Staff anticipates a significant decline in most sales tax categories (autos and 
transportation, building and construction, restaurants and hotels, fuel and service 
stations), with exceptions being in the food and drug category (grocery stores and 
pharmacies) and state and county pools (online/internet sales). The City’s sales tax 
consultants, HdL, are scheduled to provide staff with an update on April 30th. 
 
The following chart provides a breakdown of the proportion of revenue generated by 
sales tax category. This chart is a snapshot of the most recent data available, for 
Quarter 3 (July – September) 2019. 
 

 
 

• Transient Occupancy Tax – Revenue is expected to effectively zero out for the final 
quarter of the current fiscal year. When the emergency Shelter in Place order is 
lifted, it is unlikely that hotel visits will immediately return to their pre-COVID levels. 
Our consultants are providing updated revenue projections.  

• Parks & Recreation Fees – Closing of facilities and cancellation of rentals and 
programs has resulted in a loss of revenue for FY20. Staff is currently evaluating the 
potential impact to FY21 revenues. It is unlikely that community participation in these 
programs, or rentals for group events, will immediately return to their pre-COVID 
levels.  
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• Licenses & Permits/Charges for Services – Revenue from Community Development 

and Public Works activities will be significantly impacted in the short term. The 
County’s emergency order prohibits all but essential life/safety improvements, which 
will reduce the number of permits issued and inspections performed during the 
emergency. Most construction and other development activity have been halted. It is 
too early to predict longer-term impacts. 

• Business Licenses – Some businesses may not have the resources to continue 
operating after the closure. Staff anticipates some drop in this revenue category in 
FY21 due to business closures.  

• Rentals / Leases – Staff has received requests from tenants at some City owned 
properties inquiring if rental/lease relief is available to them. Staff is compiling these 
requests and will bring them to the Council for consideration. 

• Gas Tax – While not a General Fund revenue, the City is reliant on this revenue for a 
significant portion of local road and street repairs. Reduced demand, lower prices, 
and increased supply will result in a reduction in revenue. More information on this 
revenue category will be discussed in the Capital Improvement Program presentation 
on April 28th. 

• Pass Through Grants and Other Federal/State Funding – The COVID response is 
placing significant demands on state and federal government resources, this will 
likely have an impact on funding formulas for transportation programs, COPS 
funding, etc. in future years.  

 
Expense Changes 
 
Staff proposes incorporating the following significant expense changes in the FY20/21 “Carryover” 
budget: 
 

• Salaries: Approved changes from labor agreements. 
• Health Insurance: Projected change for health insurance expense. 
• Workers Compensation: Projected increase for workers compensation insurance. 
• Pension: CalPERS identified “normal cost” (payroll) change. 
• Unfunded Accrued Liability: CalPERS calculated annual payment. Note that there may 

be significant long-term impacts to future projected payments depending on CalPERS 
investment performance in the coming weeks and months.  

• Liability Insurance: Projected increases. 
• Utilities: Known and projected rate changes for water, electric, gas, etc.  
• Animal Control: Projected increase as detailed by provider.  
• Debt Service: Identified payments from debt service schedules, including MERA. 

 
At the budget workshop proposed for mid-May, staff will provide: 

• Detail of approved positions as of February 11, 2019,  
• Projections for vacancy rate savings resulting from the selective hiring freeze, and 
• Information about the impact of the depleted Measure F revenue, which has resulted 

in the General Fund absorbing additional expenses.  
 
Capital Improvement Program 
Staff is scheduled to present the proposed Capital Improvement Program (CIP) at the April 28th 
Council meeting. Public Works is actively evaluating the capital program to identify projects that 
may be impacted by changes in revenue, particularly projects supported by General Fund and 
Gas Tax.  
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Reserves 
Fortunately, the Council has set aside approximately $14.1 million in General Fund reserves 
(estimated as of FY19/20 budget adoption) for various planned and unanticipated expenses, 
including facilities and infrastructure maintenance and replacement projects, self-insurance, 
pensions, and a specific reserve, the Emergency and Disaster Response Reserve, for use in 
times of economic uncertainty.  
 
The Emergency & Disaster Response Reserve has approximately $11.7 million set aside as “a 
financial buffer during significant economic downturns affecting revenues and for costs intensive 
response to sever emergencies or disasters”. Staff recommends the City Council consider any 
needed budget adjustments during the September budget discussion to ensure the General Fund 
reserves remain at prudent levels over the long-term.  
 
 
Public Participation and Input 
Public input is a valued component of the City’s annual budget development process and helps 
guide the Council in allocation of City resources. Due to the County’s COVID-19 Emergency 
Order, the two public budget workshops scheduled for March 24th and March 28th were 
cancelled, as was the Citizen’s Finance Advisory / Oversight Committee meeting on March 19th. 
 
Fortunately, the online community budget survey had already been launched and staff was able 
to extend the response deadline to allow for additional community feedback. The survey 
generated record public participation, with 366 responses, equating to 18.3 community 
participation hours. 
 
Respondents were asked 7 questions about their priorities and preferences related to the City’s 
programs and services. Three areas are highlighted below, the full results of the survey are 
attached to this report (Attachment 1). 
 
Top 3 City services: 

• Business attraction & retention 
• Police Services 
• Downtown revitalization 

 
Top 3 City services you would increase funding for: 

• Business attraction & retention 
• Downtown revitalization 
• Street maintenance 

 
Top 3 City services you would decrease funding for (to offset above costs): 

• Code enforcement 
• Sustainability efforts 
• Housing opportunities 

 
 
Next Steps 
 
Modified Calendar 
The budget development schedule adopted by the Council in February has been adversely 
impacted by the current emergency. The uncertainty of economic conditions impacting the City’s 
revenues, efforts to arrange for continuity of City services to the extent possible, shifting of how 
and where employees work, and staff focus on other emerging COVID priorities, have made the 
adopted schedule unrealistic.  
 
We are re-working the budget calendar and format of future budget discussions to ensure 
Council and public interaction adheres to the most current health and safety guidance.  
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Currently our hope is to hold a comprehensive in-person Budget Workshop in mid-May, at a 
date to be determined. At this meeting, staff plans to provide more detail on revenues and 
expenses, and any updates on known or emerging budgetary impacts. Based on Council input 
at that workshop, a draft budget document will be produced and distributed on Tuesday, May 
26th. Any further changes from the June meetings will be incorporated before the document is 
finalized. 
 
In acknowledgment of the economic uncertainty that will continue beyond June 30th, we propose 
coming back to the Council in September with a comprehensive budget report outlining any 
needed adjustments to revenue and expense. Our expectation is that the September report will 
look much like a mid-year budget report and take into account known COVID-19 impacts to 
revenue and expense. 
 
 
FY 2020/21 - Modified Budget Schedule: 

• Tuesday, April 28th Capital Improvement Program Review 
• Mid-May (date TBD) Operating Budget Workshop 
• Tuesday, June 9  Public Hearing 
• Tuesday, June 23  Adopt Budget 
• September  Operating Budget Review Discussion  

 
As the emergency continues to evolve and the financial impacts become more clear, staff will 
continue to evaluate other actions that may be necessary to preserve existing services and/or 
provide Council with other options, including: 

• Service level changes (reductions/enhancements);  
• Shifting focus to new priorities; 
• Potential deferral of work on strategic plan priorities that have cost implications; and 
• Preferences on use of reserves, if ultimately needed to balance the budget.  

 
 
FISCAL IMPACT 
 
Council direction on this item will have no direct fiscal impact at this time. Direction will help shape 
the Fiscal Year 2020/2021 Operating Budget. 
 
 
STRATEGIC PLAN ALIGNMENT 
 
This item supports Strategic Plan Goal 5: A City That Works under Objective 4, namely “Ensure 
a fiscally sustainable City” namely “Maximize opportunities to be transparent, effectively inform, 
and meaningfully engage the community.”  
 
 
RECOMMENDATION 
 
Receive report and provide direction to staff to guide next steps in development of the Fiscal Year 
2020/2021 operating budget.  
 
ALTERNATIVES 
 
Do not provide staff with feedback on development and schedule for FY20/21 budget.  
 
ATTACHMENT 
 
1. Open Novato Budget Survey 
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