AGENDA ITEM NUMBER 8

CITY OF SEBASTOPOL
CITY COUNCIL
AGENDA ITEM
Meeting Date:
To:
From:
Subject:
Recommendation :

May 5, 2020
Honorable Mayor and City Councilmembers
Budget Subcommittee
COVID-19 Budget Update
The City Council to take the following actions in relation to the COVID-19
pandemic’s current and potential impacts on City finances and the budget process:
1. Consider and Accept updated actual year end projections for fiscal year 2019-20 (FY 20).
2. Consider “Carry Over” Budget for FY 20-21 and provide feedback on proposals to modify the budget calendar for
developing and approving the 2020-21 (FY 21) operating budget.
3. Provide feedback on Budget Subcommittee recommendations for specific items as presented.
Funding:
Currently Budgeted:
X
Yes ______ No ______N/A
Net General Fund Cost:
If Cost to Other Fund(s),
Account Code/Costs authorized in City Approved Budget_____(verified by Administrative Services Department)

INTRODUCTION:
This item requests the City Council to take the following actions in relation to the COVID-19 pandemic’s current and
potential impacts on City finances.
BACKGROUND:
COVID-19 Impact: On March 12, 2020, the Director of Emergency Services issued a Declaration of a Local Emergency which
found that conditions of extreme peril to the safety of persons or property within the City exist, which has been caused by
the Global Pandemic of the COVID-19 Coronavirus and on Tuesday, March 17, 2020, the City Council ratified the state of
emergency in response to the global health crisis and pandemic brought on by COVID-19 (Coronavirus). The County of
Sonoma has issued a “shelter in place” directive for non-essential services and activities as well as the directive issued by
Governor Newsom ordering everyone living in the State of California to stay home except as needed to maintain continuity
of operations of critical infrastructure sectors.
Budget Development and Approval Process:
Typically beginning in January of each year, the City begins the budget process. Staff sends budget instructions to respective
departments who in turn provide their budget requests which are then reviewed by the budget sub-committee (two
Councilmembers, City Manager/Attorney, Assistant City Manager/City Clerk, and the Administrative Services Director). The
budget sub-committee then meets with all Department Directors and Non-Profit organizations (Community Benefit Grant
Applicants) to review and analyze their budgets as originally submitted. The sub-committee may recommend revisions to
budget requests as they deem necessary. The development and review process takes several months; and after careful
consideration, the budget sub-committee presents the City Council with a recommended budget. This process is no longer
the process due to COVID 19.
The New Norm (COVID-19):
While the ongoing Shelter in Place (SIP) and Social Distancing (SD) orders are enforced, the normal process of conducting
City meetings, to include budget meetings has changed to a non-personal, virtual platform, held by electronic methods.
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Consistent with Executive Order N-29-20, in-person participation by the public is not be permitted and no physical location
from which the public may observe the meeting is available.
However, to ensure the public has the opportunity to provide valuable input for the City’s budget, as well as allowing
additional time to evaluate the financial impacts to the City due to COVID 19, the Budget Sub-Committee is recommending
the following process:
Carry-over budget for FY 20-21:
a) Use of FY 19-20 approved budget funding with the addition of contractual obligations
b) Public Hearing on carry over budget (June 2, 2020)
c) Return for final approval of carry over budget (June 16, 2020)
d) Budget subcommittee to meet beginning August to return with a revised FY 20-21 budget for Council
consideration (September)
DISCUSSION:
COVID-19 and the related orders have led the City into uncertain times on many fronts, but particularly for the city's
finances. There is speculation by financial consultants that the current worldwide shutdown of travel and much of
commercial activity will result in a recession - the length and magnitude of which is unclear. As of the writing of this report,
the shelter in place order is in effect until at least May 3, 2020 but with the understanding that a new shelter in place order
will be in effect by this City Council Meeting.
As evidenced by the empty streets, the impact of this pandemic and the resulting response to slow the spread of the disease
has impacted business and tourism activities in the City. This COVID-19 emergency has caused significant disruption
worldwide and local economic impacts are significant in the short-term and will likely be felt for an underdetermined
amount of time.
City personnel have made preliminary assessments of the financial impact resulting from the Coronavirus pandemic but
acknowledge the difficulty in making accurate projections due to the unknown impact and its duration. Assumptions used
to revise revenue estimates include an extension of the shelter in place orders issued by the Governor and/or County of
Sonoma Public Health Officer through at least May 31, 2020 and the assumption that a large number of retailers will remain
closed through that time. Record high unemployment rate will impact revenues, as visitors are non-existent and residents
will spend a greater share of their now diminished income on essentials and less or none on dining, tourism and other
discretionary items. Although the full financial impacts are not known at this time, and will not be known for quite a while,
it is clear that the funds most significantly impacted by the stay at home order are Sales Tax and Transient Occupancy Tax.
Gas tax, sales tax and transient occupancy taxes will, at a minimum, all be impacted through the first quarter of the new
fiscal year (September 2020) but is assumed that these taxes will be continued beyond the first quarter. New social
distancing impacts may cause some impacts to be long term and the full impacts will probably not be known until the end
of the calendar year.
In response to the emergency declaration, City staff has taken swift but conservative action in areas that will not impact
direct service delivery to the community. City Administration has directed that all departments review the current FY 1920 budget for recommendations for postponement of expenditures such as those listed below. None of these savings were
a result of core city services which continue to be provided to our citizens. The City continues to provide a high level of
service during this pandemic whether by working in the City or by telecommuting to continue to meet the essential and
operational needs of the city while continuing to identify savings opportunities and limiting expenditures to preserve our
budgetary resources. If, as more information emerges, it becomes necessary to make significant service level changes, the
budget sub-committee will bring a proposal for service and/or program reductions to Council for consideration.
Savings recommended by the City ae:
a) Delaying recruitment of vacant positions (Administrative Services Office Assistant and the Administrative Services
Account Clerk) but continue with recruitment for Police Chief and Fire Engineer positions.
b) Suspension of all non-essential meetings or travel.
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c) Suspension or reduction of costs for services or contracts approved in the FY 19-20 budget with the exception of
the Community Vitality/Economic Vitality contract
d) Postponement of capital equipment expenditures (sch as: City Hall kitchen revamping due to zero waste
compliance, Fire Department portable radio; vehicle replacements (police motorcycle); and information services
systems such as computers, laptops, and video equipment for Council chambers.
e) Approval of expenditures that are solely necessary to continue essential operations.
Capital Improvement Program
The Engineering Manager 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.
FY 2019-2020 General Fund Revenue Impact:
As shown in the following chart, it is anticipated that the majority of the fiscal impact will be experienced in the areas of
general fund sales tax and transient occupancy tax. Staff is monitoring potential changes closely, and the full impacts will
not be known possibly until the end of this calendar year.
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Sales Taxes:
The State announced a payment extension deadline for businesses in certain categories to file and pay sales tax. Details on
how this program will impact any local agency are currently unknown. The League of California Cities is actively working
with the state to mitigate local impacts to the extent possible. Prior to the COVID-19 pandemic, the City of Sebastopol was
projected to receive around $4,024,000 in sales taxes during the fiscal year. Projections now indicate those revenues to be
$3,193,500 by the end of this fiscal year. This is a reduction of projected revenue of $830,500 or 20.6% reduction.
Transient Occupancy Tax (TOT):
The transient occupancy tax, which tourists pay when they stay in City of Sebastopol hotels, has also been impacted by the
pandemic. Not only has tourism grounded to a halt, but in response to impacts to our hotels, the City Council at their last
meeting approved a request asking for a deferment of TOT funds paid to the City. This approval shows the continued
support, care and commitment our Council has to our community. With shelter in place, it is anticipated that revenue for
hotels is expected to effectively zero out for the final quarter of the current fiscal year and is unlikely when the emergency
Shelter in Place order is lifted, that hotel visits will immediately return to their pre-COVID levels. The approved FY 19-20
City budget was projected to receive $650,000 in TOT. Early projections indicate a loss of approximately $100,000 by the
end of the current fiscal year or 15.4% reduction.
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The two significant revenue funds (Sales Tax and Transient Occupancy Tax) are expected to lose approximately $930,500
through June 30, 2020 due to COVID-19.
PRE
COVID

POST
COVID

$
Reduction

Sales Tax - Bradley Burn

$ 2,024,000

$ 1,562,600

$ (461,400)

-22.8%

Sales Tax - Measure T - 1/4

$

$

540,900

$ (122,100)

-18.4%

Sales Tax - Measure Q - 1/2

$ 1,337,000

$ 1,090,000

$ (247,000)

-18.5%

Transient Occupancy Tax

$

$

550,000

$ (100,000)

-15.4%

Total

$ 4,674,000

$ 3,743,500

$ (930,500)

-19.9%

Revenue Sources

663,000

650,000

%
Reduction

Overall General Fund Revenues:
In addition to the revenue loss anticipated from Sales tax and TOT, decreases are expected for building permits,
encroachment permits, planning applications, and business licenses. Water and sewer funds may also be impacted as
commercial consumption is expected to decrease and customers’ ability to pay utility bills may be challenged. Decreases
are also expected for parks’ event, collections for parking tickets and other fines.

Revenue

PRE-COVID
Budget

POST-COVID
Estimated
$
Actual
Reduction

%
Reduction

Property Tax

$ 2,700,205

$ 2,700,200

$

(5)

0.0%

Sales Tax

$ 4,024,000

$ 3,193,500

$ (830,500)

-20.6%

Transient Occupancy Tax

$

$

$ (100,000)

-15.4%

User Fees

$ 1,452,700

$ 1,527,500

$

74,800

5.1%

Other Revenue

$ 2,308,800

$ 2,353,900

$

45,100

2.0%

Total Revenue

$ 11,135,705

$ 10,325,100

$ (810,605)

650,000

550,000

-7.3%

Total loss expectation for General Fund Revenues through June 30, 2020 due to COVID 10 is approximately $810,605.
Revised June 30, 2020 General Fund Balance Projections based on COVID-19:
At June 30, 2020, based upon the assumptions discussed above, the City’s unassigned general fund balance is estimated at
$4,059,000, which represents 36.1% of FY 19-20 expenditures. The current City Council reserve policy for the General Fund
is 15-20% of annual expenditures. Although not a part of the General fund, the City will also see a definitive loss of revenues
from the Gas tax which the city relies on for a significant portion of local road and street repairs. This loss may or may not
impact the General Fund dependent upon costs for City infrastructure projects. With the continued uncertainty related to
COVID-19 and the number of recent natural disasters, it is imperative more than ever to retain a reserve to allow the City
to maintain operations and deliver a responsive level of services to our residents.
Analysis of FY 19-20 General Fund Budget Update and Account Estimates:
What We Know
 Impact on sales tax revenue from mid-March through June
 Impact on transient occupancy tax due to deferral payment program and lack of tourists
 Impact on user fee such as utility charges due to potential payment plans and extensions
 Impact of loss of revenues from permitting
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Through prudent decisions and strict adherence to approved budgets, the City Council, through recommendations
from the City staff, have made decisions that have built up the City’s reserves for times such as these. These funds
can help offset some of the falling tax revenue, but the impacts from the widespread closure of hotels, restaurants,
small businesses, as well as those community members who have requested waiver of fee payments, are expected
to have significant economic repercussions.

What We Do Not Know
 How long this crisis will go on. Even if SIP & SD is lifted, what kind of phase for reopening will take place
 What will happen to our local revenues as it depends on how businesses will operate in the post COVID-19
environment
 How much will revenue decrease
 Potential trigger for a recession and how long will it take to recover
The Tables below show the overall summary of the FY 19-20 City Budget’s General Fund.
Table 1- FY 2019-20 Overall Summary – General Fund

Description

Item

General Fund Revised Revenue (Income)
General Fund Revised Expenditures
Projected Shortfall
Plus General Fund One-Time Income
Total - GF Addition to Reserve
General Fund Transfer out *
* Retirement Fund, Capital Projects, Flood Exp Reimb
Projected Use of Reserves (Shortfall) **

Amount

A
B
C
D
E
F

8,668,100
(9,605,121)
A-B
(937,021)
1,657,000
Net of E&D
719,979
(1,654,000)

G

Net of E&F

$10,325,100

(934,021)

Table 2 – FY 2019-20 Summary – General Fund Revenue
Description

OPERATING REVENUE

Property Taxes
Real Property Transfer
Sales Tax
Use Tax
Transient Occupancy Tax
Franchise Fees
Licenses and Permits
Fines & Forfeitures
Intergovernmental
Interest and Rents
Charges for Current Services
Miscellaneous/Other Income
TOTAL

FY 18-19
Actual

FY 19-20
Adopted
Budget

FY 19-20
Adjusted
Budget

FY 19-20
Estimated
Actual

$2,660,677
53,814
4,041,764
794,944
631,742
358,299
317,955
55,502
42,272
228,552
229,252
529,980
9,944,753

$2,475,380
39,000
4,074,000
778,800
650,000
324,500
269,500
70,000
21,500
90,496
177,100
323,800
9,294,076

$2,661,205
39,000
4,024,000
774,200
650,000
353,000
269,500
56,000
1,527,000
210,400
158,100
413,300
11,135,705

$2,661,200 $
(5)
39,000
3,193,500
(830,500)
732,000
(42,200)
550,000
(100,000)
353,000
394,500
125,000
48,000
(8,000)
1,589,900
62,900
210,400
151,100
(7,000)
402,500
(10,800)
10,325,100
(810,605)

$
Inc/(Dec)

%
Change

0.00%
0.00%
-20.64%
-5.45%
-15.38%
0.00%
46.38%
-14.29%
4.12%
0.00%
-4.43%
-2.61%
-7.28%
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Table 3 – FY 2019-20 Summary – General Fund Expenditure
Description

OPERATING EXPENDITURE
City Council
City Manager
City Attorney
City Clerk
Finance
Planning
Building
Police Protection
Fire Protection
Public Works
Engineering / Storm Water
Sr. Cntr/SCCC / Ives Pool
Non Departmental
TOTAL

OTHER SOURCES/(USES)
Debt Service
Other Uses

TOTAL

TRANSFERS IN/(OUT)
Transfers In
Transfers Out
TOTAL

TOTAL OPERATING EXPENDITURES

Net General Fund Surplus/(Deficit)

FY 18-19
Actual

FY 19-20
Adopted
Budget

FY 19-20
Adjusted
Budget

FY 19-20
Estimated
Actual

$
Inc/(Dec)

%
Change

$214,052
165,112
100,680
251,909
220,223
409,837
191,021
3,880,735
853,283
1,009,693
240,628
471,056
274,596
8,282,825

$231,218
181,380
135,700
282,061
260,222
612,972
238,136
4,259,975
1,037,260
1,182,046
230,036
457,230
221,072
9,329,308

$256,085
225,232
137,347
290,676
275,110
584,196
292,411
4,317,076
1,081,595
1,286,936
236,572
643,960
225,205
9,852,401

$243,690
229,332
114,503
285,472
252,995
566,522
197,469
4,302,000
936,811
1,122,091
202,183
626,080
322,260
9,401,408

204,671
204,671

203,713

203,713

203,713

-

0.00%

203,713

203,713

203,713

-

0.00%

-

0.00%
0.00%
0.00%

74
(2,857,719)
(2,857,645)

(1,100,000)
(1,100,000)

(1,654,000)
(1,654,000)

(1,654,000)
(1,654,000)

11,345,215

10,633,021

11,710,114

11,259,121

(1,400,388)

(1,338,945)

Beginning Unassigned Fund Balance

6,393,822

4,993,434

4,993,434

(574,409)

4,993,434

Ending Unassigned Fund Balance

4,993,434

3,654,489

4,419,025

4,059,413

2,269,043

2,126,604

2,342,023

2,251,824

44.0%

34.4%

37.7%

36.1%

$

(12,395)
4,100
(22,844)
(5,204)
(22,115)
(17,674)
(94,942)
(15,076)
(144,784)
(164,845)
(34,389)
(17,880)
97,055
(450,993)

(450,993)

-4.84%
1.82%
-16.63%
-1.79%
-8.04%
-3.03%
-32.47%
-0.35%
-13.39%
-12.81%
-14.54%
-2.78%
43.10%
-4.58%

-3.85%

(934,021)

RESERVE
Policy Reserve Level (15%-20%)
Actual Reserve Level

Emergency Response Reimbursement
The scope of potential federal and/or state relief for local jurisdictions response to the emergency is currently unknown but
continues to submit reimbursement requests to FEMA and CalOES. City staff continues to monitor developments of
available relief and grant programs closely such as submission of a grant application to Sonoma County Tourism which was
unfortunately not funded. City departments are actively tracking costs for personnel, services and supplies, and equipment
that may qualify for emergency reimbursements. The City Council and community have also pledged initiative funds and
donations to support community-oriented projects such as SebastoMask and Graduation Banner/Photos for class of 2020.
Additionally, the City is collaborating with the other Sonoma County cities in hiring an advocate/lobbyist to help secure
funds for Sonoma County as well as any potential grant opportunities through the “CARES Act” or any other venues that
might be available.
Although it is still too early to project with any accuracy the duration and impact of this emergency on the City’s revenues
and expenses, the majority of economists are 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.
Next Steps
Fiscal Year 2020-2021 Budget Preparation and Approval:
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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 typical schedule for adopting the operating budget unrealistic. To preserve the opportunity for
public input, and to provide more time with which to analyze COVID-19 pandemic’s ongoing fiscal impact, the budget subcommittee considered options to modify the budget process used for adopting the fiscal year 2020-21 operating budget
and made recommendations as listed:
1. Approve close out of FY 19-20 Budget with use of reserves to balance the budget
2. Approve schedule for review/adoption of a “Carry-Over” Budget for FY 20-21 with a detailed review in September. Such
review would be similar to mid-year budget review at which time the city would have additional information and the
budget at that time would take into account known COVID-19 impacts to revenue and expense. The schedule would
be:
f) Public Hearing on carry over budget (June 2, 2020) (Flat Line Figures as Used in FY 19-20 Approved Budget)
g) Return for final approval of carry over budget (June 16, 2020)
h) Budget subcommittee to meet beginning August to return with a revised FY 20-21 budget for Council consideration
(September)
The Carry Over FY 20-21 Budget would incorporate contractual expenses as listed below:
a. Salaries: Approved changes from labor agreements.
b. Pension: CalPERS identified “normal cost” change.
c. Unfunded Accrued Liability: CalPERS calculated annual payment. Note that there may be significant longterm impacts to future projected payments depending on CalPERS investment performance in the coming
weeks and months.
d. Health Insurance: Projected change for health insurance expense.
e. Workers Compensation Insurance: Projected increase for workers compensation insurance.
f. Liability Insurance: Projected increases.
g. Utilities: Known and projected rate changes for water, electric, gas, etc.
h. Debt Service: Identified payments from debt service schedules.
Furthermore, the budget sub-committee has requested the Council address as a whole the following recommended actions
for FY 19-20 estimated actual:
1.

Community Benefit Grants Fund (FY 19-20).
a) It is the budget sub-committee’s recommendation that the awarded applicants for FY 19-20 be granted approval
to use the funds in this fiscal year even if those funds were not used specifically as specified in the application (such
as events being cancelled) but could be used to benefit the public during this pandemic.
b) If a “carry over” budget is approved, it is the budget sub-committee’s recommendation that a new revised
application would be issued for FY 20-21 Community Benefit Grants with a COVID-19 recovery theme. Community
grant requests using the new application would be reviewed during the budget sub-committee late summer review
with a recommendation to the City Council in September.

2. Request to have “previously approved agenda items” that were approved and budgeted for in the current fiscal year
(FY 19-20) but were cancelled or continued due to COVID-19, return to the City Council in the new fiscal year for review.
Such agenda items included:
• Bike to Work Day
• Earth Day Events
3.

Carry Over of funding for approved contracts such as:
A)
Development Impact Fee/User Fee Study
i. The User Fee Study is about 85-90% completed, it is pending informational presentation to the City
Council (originally scheduled for April 7, 2020).
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ii. The Development Impact Fee Study is about 75% completed, the studies that are part of this
("Nexus Studies") are required periodically to be compliant with State Law (these are all due for
Sebastopol)
B).

Local Hazard Mitigation Plan
i. This was approved by Council, funded by the General Plan and a portion from the Flood Insurance
money from the State. This is required by FEMA to be updated on a periodic basis to be eligible
for mitigation grants, and also for some other funding from FEMA for recovery grants. Sebastopol's
plan is due for this update.
ii. The consultant has been selected and the contract is ready to be executed, pending update of the
contract's timeline.

4. Request for funding for Gravenstein Apple Fair Sponsorship (Request from Councilmember Gurney)
5. Request for funding for Senior Photo/Banner Project Due to COVID-19 Impact on Graduations for Local High School.
City staff is requesting re-allocation of unspent Assistant City Manager/City Clerk Funds, City Manager/City Attorney or
City Council unspent funds to fund this project; Use of Councilmember Hinton Council Initiatives Funds. (A Request is
pending with Supervisor Hopkins for partial funding of this project).
6. Sebastopol Masks: To cover any additional costs not covered by donations. City staff is requesting re-allocation of
unspent Assistant City Manager/City Clerk Funds, City Manager/City Attorney or City Council unspent funds to fund this
project.
FISCAL IMPACTS:
The use of reserves to balance the current FY 19-20 estimated actual and prepare for a carry over budget that would allow
for review of COVID-19 impacts and begin the budget sub-committee late summer meeting schedule and ensure
appropriate transparency in how taxpayer dollars are spent.
ALTERNATIVES:
The City Council could choose not to move forward with the recommendations and direct the budget subcommittee to
conduct zoom meetings with each department to adjust where applicable to further exercise, strengthen, and preserve our
reserve for the potential economic downturn and return to the June 2nd City Council meeting with a proposed balanced FY
20-21 City Budget. This would require City staff to prepare the operating budget within the “normal” calendar, with limited
information available, and conduct public hearings and approve the budget by June 30, 2020.
RECOMMENDATION:
The Budget Subcommittee recommends that the City Council to take the following actions in relation to the COVID-19
pandemic’s current and potential impacts on City finances and the budget process:
1.
Accept updated actual year end projections for fiscal year 2019-20 (FY 20) and use of reserves to balance
the budget.
2.
Approve process and schedule for “Carry Over” Budget for FY 20-21 with contractual obligations as listed
above
3.
Provide feedback on Budget Subcommittee recommendations for specific items as presented.
Attachment(s):
None
An Informational PowerPoint Presentation for Estimated Year-End June 30, 2020 will be presented to the Council at the
May 5, 2020 Council meeting.
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