




















CITY MANAGER MESSAGE
Fiscal Year 2023-24 OPERATING & CAPITAL BUDGET

June 21, 2023
To Mayor Lowe and Members of the City Council,

On behalf of the City staff, | am pleased to present to you the Fiscal Year 2023-24 Operating and Capital
Budget for the City of Sonoma.

OVERVIEW

The budget for the City of Sonoma and the Sonoma Successor Agency for FY 2023-24 includes a combined
Operating and Capital Improvement Program (CIP) Budget of $42.9 million. This budget represents a
spending plan that balances the need to be responsive in providing services to residents, businesses, and
visitors within the limits of available resources.

This year, the City benefited from an economic rebound following the COVID shutdown. The respective
increase in revenues and non-recurring funding from the federal government in response to the pandemic
buoyed our local finances. The outlook for the coming year, FY 2023-24, is less optimistic, as many
economists foresee either a recession or a period of economic stagnation in the next few years. The loss
of federal funding and relatively flat growth in local revenues in the coming year, coupled with the effects
of contracts, staffing, and overall inflationary pressures, lead us to forecast a deficit of almost $1.1 million
in the General Fund.

Despite financial headwinds, the City has bolstered its General Fund reserve balance over the past years,
allowing us to develop thoughtful solutions to a temporary downturn, rather than engaging in reactionary
measures that may result in long-term organizational harm. The General Fund reserve has grown to
approximately $11.7 million over the past years, more than adequate to weather a modest downturn or
even a more serious recession. Staff will work with the Council over the coming months to identify strategic
responses to the deficit, exploring revenue and expenditure solutions and refining forecasts as the
economic outlook becomes clearer. It should be noted that the deficit is relatively small, representing
about a four percent shortfall.

The budget presented maintains City services at levels commensurate with the expectations of our
community. Vital police and fire services are maintained, as are business, art, and community activities.
Despite a projected deficit, this budget includes additional resources for programs aimed at the most
vulnerable of our community, increasing homeless services. In line with our commitment to pursue long-
term fiscal responsibility, one-time funding is included to explore local support for potential revenue
solutions.

About Reserves

To meet the challenge of balancing the budget in this time of economic uncertainty, the adopted budget
for FY 2023-24 draws on General Fund reserves. The reserve balance has grown in the past years, as the
City has prudently set aside “rainy day” funds. The balance of the reserves was $9 million at FY 2018-19



year- end and is estimated to be $11.7 million at June 30, 2023, providing a resource for the city to fill the
$1.1 million deficit.

The General Fund reserve level is guided by parameters set forth in the City’s Financial Reserve Policy,
which sets the minimum balance at a base amount of $1.5 million plus an amount that would provide
funding for city operations for two months, equating to 17 percent of the annual General Fund operating
budget. This translates to a floor of $4.3 million. This Operating Reserve is designated to help mitigate
the effects of economic downturns on City services and allow time to adjust operations accordingly. Any
remaining portions of the reserve balance are available for one-time projects and to restore the
emergency and operating reserves to their target levels.

Going Forward

The FY 2023-24 budget is a plan to weather an economy that is expected to afford local governments
challenges in the coming year. With the waning of the pandemic, the City rebounded quickly, as visitors
and tourists returned and bolstered revenues derived from hotel stays and eating out. We expect the City
to remain resilient, and we will be updating the General Fund forecast to capture any changes in the
financial outlook. Staff will also be exploring long-term solutions to address the structural deficit, such as
opportunities to increase revenues and, where possible, control expenses. A considerable portion of the
General Fund budget is allocated to safety services, and opportunities for new revenue sources for these
services may present themselves in the coming years. A current proposal being studied by Sonoma Valley
Fire is examining the viability of a supplemental sales tax. If this comes to fruition, it would be of
measurable benefit to the City’s budgetary outlook.

Despite the projected deficit, there is some call for optimism. The inflationary pressures we have
experienced have improved yields, which will result in higher interest earnings for the City. CalPERS, our
pension administrator, has benefited from higher returns, which is lending stability to our pension costs.
The City has a strong economic infrastructure and elastic revenue sources, such as sales taxes, will rise
quickly as the economy rebounds after what economists predict will be a short, traditional downturn.

View of the crowd at the Sonoma City Party from the second story of City Hall, August 2022



FY 23-24 GENERAL FUND OPERATING BUDGET

OVERALL

The General Fund Operating budget for the City of Sonoma for FY 22-23 is $23,629,236 including transfers.
Table 1 is a summary chart for the FY 23-24 General Fund Budget.

Table 1 - FY 23-24 General Fund Budget Summary

FY 2023-24 General Fund Budget

Revenues $24,256,842
Expenditures $25,367,455
Surplus/(Deficit) ($1,110,613)

The $1.1 million deficit depicted is the result of a five percent decrease in revenues coupled with a four-
percentage increase in expenditures. Much of the revenue loss is due to the loss of $1.3 million in ARPA
funding. A detailed breakdown of the General Fund FY 2023-24 budget with three years of history is
included in Attachment B.

General Fund Revenues

Current fiscal year General Fund revenues were projected to increase by almost 6 percent, as the nation
emerged from the COVID pandemic and pent-up demand buoyed consumer spending. Conversely,
projected revenues for FY 2023-24 are expected to drop by almost $1.5 million, or 5 percent, based in
large measure on the expiration of temporary funding provided under the federal American Rescue Plan
Act (ARPA). That funding source provided $1.3 million annually for the past two fiscal years.

The City of Sonoma’s General Fund revenue forecast is driven primarily by property tax, transient
occupancy tax (TOT) and sales taxes. Property tax for FY 2023-24 is projected to be approximately $100,000
more than the FY 2022-23 budgeted revenue, an increase of two percent, primarily due to escalation of
assessed values.

With a tourism-based local economy, the City of Sonoma is reliant on hotel and sales taxes, which
represent over 40 percent of the City’s General Fund budget. Sales tax includes the general sales tax of
approximately $3.8 million and approximately $170,000 allocated to the City for public safety. Based on
data from HdL, the City sales tax expert, revenue from sales tax is expected to increase by almost three
percent in FY 2023-24, primarily based on inflation. The voter-approved Measure V Sales Tax is expected
to increase by 4.5 percent in FY 2023-24, to approximately $3 million.

For FY 2023-24, we are forecasting Transient Occupancy Tax (TOT) to increase by 2.5 percent to $6.5
million, based on escalation in average daily rates (ADR). This revenue total includes one percent of TOT
that is transferred to the Housing Trust Fund. Fees & charges for services decreased by 3.4 percent
compared to the previous fiscal year, due to tapering off development activity. Business license tax
revenues are expected to grow marginally in the coming year and franchise tax, collected from local
utilities, are expected to increase by eight percent, due in large part to increases approved for Sonoma
Garbage Collectors. Other Revenues include items such as licenses and permits, fines and forfeitures, and
transfers for the cost allocation plan. This revenue source fell by about $455,000, or 24 percent, compared



to the prior year due to a decrease in costs allocated to enterprise funds. Table 2 below shows FY 2023-24
projected General Fund revenue by type.

Table 2 — FY 23-24 Revenue Estimates by Type

Revenue Type FY 23/24 Budget
Transient Occupancy Tax (TOT) $6,518,236
Property Taxes $5,050,785
Sales Tax (General, Public Safety) $4,002,363
Measure V Local Sales Tax $3,016,419
EMS - Ambulance Billing Revenue $2,275,000
Fees & Charges for Services $982,297
Franchise Tax $575,812
Business License Tax $387,600
Federal Grants (ARPA) S0
Other Revenues $1,448,330
Total Revenues $24,256,842

Table 3 shows some of the FY 23-24 General Fund key revenue increases/(decreases) as compared to the
FY 22-23 amended General Fund Budget:

Table 3 - General Fund Key Revenue Increase/ (Decreases)

Increase /Decrease

Revenue Type FY 23/24
Transient Occupancy Tax (TOT) $158,982
Property Taxes $99,035
Sales Tax (General, Public Safety) $113,534
Measure V Local Sales Tax $128,649
EMS - Ambulance Billing Revenue SO
Fees & Charges for Services ($34,134)
Franchise Tax $42,653
Business License Tax $7,600
Federal Grants (ARPA) ($1,318,588)
Other Revenues ($455,836)
Total Revenues ($1,288,105)

General Fund Expenditures

As a service organization, most of the City’s costs are for staffing (either city employees or service
contracts, such as police and fire). The budget for current staffing is approximately 3 percent higher than
the budget proposed in the previous fiscal year. Negotiated salary and wage increases, as ratified in
Memorandums of Understanding (MOU) earlier in the year, were captured in the FY 2022-23 amended
budget. Salaries and wages for FY 2023-24 increased by two percent, as staffing levels were held stable in
the budget. Other costs associated with personnel are items such as pension costs, health care insurance
and other benefits for employees. These benefits are expected to increase by approximately 8 percent,
compared to the FY 2022-23 amended budget, primarily due to increased costs in health benefits. Costs



related to the City’s defined benefit pension remain stable and may decrease, as new hires increasingly
fall into the lower benefit plan.

Several staffing changes are included in the FY 2023-24 proposed budget, none of which add materially to
City costs; these changes are primarily departmental adjustments. Overall staffing levels for the City
increased from 44 full-time equivalent (FTE) positions in the previous budget to 44.25 FTEs in the proposed
budget. The Finance Department will eliminate two management positions and replace them with a single
position, the Finance Director. Public Works will change two part-time Maintenance Workers to full-time
employees and another Maintenance Worker will be reclassified to a Senior Maintenance Worker. Building
& Planning will eliminate two director-level positions and replace them with a Community Development
Director and will also add a Building Official and an Administrative Assistant. An Associate Planner is
reclassified to a Senior Planner in the budget. Finally, the City Manager will increase the Senior
Management Analyst (P1O) to a full-time position from the current three-quarter time. A detailed list of
positions funded in the FY 2023-24 budget is included as Attachment C.

The FY 2023-24 budget also includes increases associated with Sheriff services, as the contractual costs
increased by $254,784, or 5 percent. Likewise, the cost of the SVFRA contract and personnel expenses
increased by $396,687, or 6 percent. Payments on the CalPERS unamortized actuarial liability (UAL)
remained stable, based on positive market experience in the past few years.

The proposed budget includes new ongoing and one-time expenditures. Below is a list of items that are
included in the proposed FY 2023-24 Budget.

ONGOING EXPENSES

Homeless Services 5 260,000
On-Call City Engineer 3 50,000
Consulting Services to Support OpenGov S 25,000
Part-Time Contract Building Inspector 5 47,250
Plan Printing Services 5 20,000
Annual Lease of New Police Vehicle 5 9,360
Automatic License Plate Reader Implementation 5 57,000
Total Ongoing Expenses $ 468,610
OME-TIME EXPEMNSES

Municipal Code Migration S 6,950
Polling - Revenue Iniatives 5 30,000
Temporary Office Trailer S 50,000
Solar APP+ Implementation (grant funded) S 40,000
Total One-Time Expenses % 126,950



Table 4 shows FY 23-/24 expenditures for the General Fund. More detailed information regarding
revenues, expenditures and reserves is included in the Financial Summary portion of the budget.

Table 4 -FY 23-24 General Fund Expenditures

Expenditure FY 23/24 Budget
Current Staffing (Salaries & Benefits) $5,002,595
Sheriff Contract & Operating Costs $5,344,529
Fire/EMS Contract & Operating Costs 6,773,055
Professional Services 1,167,957
Payments on Accrued PERS Liability (UAL) $1,327,620
Other Operating Costs S5,471,700
Transfer to Capital Improvement Program (CIP) $280,000
Total General Fund Expenditures $25,367,455

Public Safety

Over 50% of the City’s General Fund budget is invested in Police and Fire/EMS services via contracts and
operating costs. For FY 2023-24, the contract with the Sonoma Sheriff increased to $5,344,529, an increase
of five percent. This increase mirrored changes in salaries and benefits negotiated between the County
of Sonoma and Deputy Sheriff’s Association. While there are no additions to staffing, the proposed budget
includes funding the currently vacant Community Oriented Policing (COP) position. A new request in this
budget is a $57,000 addition for automated license plate reading technology (ALPR), which will be focused
on the City’s borders. This request is an ongoing annual expense for a minimum of two years to fund a
contract. The police department is also asking for an additional $9,360, annually, for a police service
vehicle that will replace a current City-owned vehicle, bringing the vehicle fleet to standard for
replacement and maintenance.

The FY 23-24 proposed budget for the Fire District is increasing by $371,750 over the amended FY 22-23
budget. The increase is primarily due to an additional $339,952 for the Fire District contract, which is due
to negotiated labor cost increases and additional costs for the three employees assigned to Sonoma that
were previously paid for in part by grant funds (SAFER).

Community Activities

Recognizing the significant role that recreational and community services programs play in enhancing the
overall health and well-being of its citizens, the City has regularly provided funding, financial support,
subsidized utilities, and leases to non-profits providing these services in Sonoma. A few years ago, the City
organized funding of recreation and community services into a Recreation & Community Services program
and created agreements with key non-profits to recognize this outsourcing partnership.

Due to the importance of these community services, staff recommends that the City continue to support
our Core Recreation providers/programs in the following manner:

Sonoma Ecology Center (contract expires FY 23/24) S 25,000
Boys & Girls Club Sonoma (contract expires FY 23/24) S 55,000
Sonoma Community Center (contract expires FY 23/24) S 40,000
Vintage House (contract expires FY 23/24) S 40,000



SV Field of Dreams S 15,000
Sonoma County Transit S 17,500
4% of July Event $ 7,500

Additional Community Support In the 2023-24 Budget:

¢ No changes to fee waiver policies for Community and Heritage sponsored events.

¢ No change recommended in financial support to Sebastiani Theatre Foundation

¢ The Cultural and Fine Arts Commission funding to increase to $12,000, a $7,500 increase from
FY22-23 to support new programs including: the Chamber Art Show, update and development of
temporary outdoor art policy, creation of a poster contest for the Valley of the Moon Vintage
Festival and Sonoma’s Tuesday Night Market, expansion of the Earth Day activities including
involvement with Trashion Fashion event and possible creation of an Earth Day event in
partnership with a local non-profit.

¢ Continue the $25,000 funding for Sonoma Valley Health and Recreation (Pool Funding)

The City will continue to monitor and track the water subsidies to its community partners. The City
supplies water at no cost or dramatically reduced costs to several of our community partners. For FY 2023-
24, the City will continue to account for water expenses of our community partners that are provided at
a reduced cost or free of charge in the Community Activities budget under Utilities. These expenses are
categorically distinct from the City’s other utility expenses as each is the result of a memorialized
agreement between the City and these community partners and the term and magnitude of our
obligations in those agreements should be recognized and reviewed annually when budgets are
developed. The total subsidy is detailed in the Community Activities budget narrative.

The City of Sonoma Recreation and Community Services Program Guidelines has provisions for 10 percent
of the 1.5 percent allocation to be set-aside for distribution by Council as general-purpose discretionary
funding which may be used to support special events or smaller special purpose initiatives that become
apparent throughout the fiscal year. In addition, any remaining funding that is not allocated to the
community partners above, is also added to this discretionary funding. The total amount of these two
discretionary funds calculated for the FY 2023-24 budget totals $81,214.

Public Art

To encourage the development of public art within the City, the City Council adopted Ordinance No. 04-
2009 establishing a Public Art Program in the City of Sonoma on April 1, 2009. The ordinance established
funding mechanisms which included a contribution to the Public Art Fund of 1% of the project valuation
costs in excess of $250,000 for public development projects and an annual City allocation equal to one-
quarter of one percent of the City of Sonoma’s budgeted general fund expenditures not to exceed $25,000,
which funding has been waived by the City Council since 2012 due to the City’s financial situation.

This year, $25,000 was budgeted for the Public Art Fund and is included in the FY 2023-24 budget
(Community Activities) in compliance with Ordinance No. 04-2009. The City Council maintains discretion
to waive or reduce this annual allocation if the City’s financial situation does not allow for the funding to
be set aside, which the Council may do by budget adjustment via resolution under the terms of Ordinance
No. 04-2009.



Homeless Services

The City of Sonoma approved its 3-year Homelessness Strategic Plan in May of 2023. The plan calls for the
City to work with the County of Sonoma and local service providers to create a highly coordinated,
housing-focused system of care that is sustainable and enduring. To move this plan forward, the City has
budgeted $260,000 towards implementing the elements identified in the plan. In addition to the
$260,000, an additional $60,000 of Measure O funds have been allocated to fund homeless initiatives.
With direction provided by the City Council to support local service providers, coordination with the
County and community partners to align funding and services, the following funding allocation is
recommended as part of this budget by Resolution:

Total Annual Homeless funding: $260,000 General Fund

$60,000— By Name List Project Management Services (Regional partnership to reduce costs and overhead)
$100,000 - Outreach Case Manager (HAS)

$50,000— Non-Congregate Shelter Operations & Day Services (HAS)

$50,000 - Food Distribution for local homeless programs and prevention (SOS)

Capital Improvement Budget

The Capital Improvement Program (CIP) is a planning document to support our safe, healthy, and vibrant
community through investment in public infrastructure throughout the City. The CIP includes projects to
improve the City's streets, sidewalks, bikeways, and storm drainage; water system; parks and open space;
cemeteries; and City buildings. Maintenance and reinvestment in infrastructure is costly, and if deferred,
becomes even more expensive. Historically, the City’s redevelopment agency was the major funder of
capital infrastructure improvements for our community. Without redevelopment funding, the city looks
to a variety of funding sources to support the needed improvements to critical infrastructure. A
description of these funding sources is provided in Attachment D.

The new Fryer Creek Pedestrian and Bicycle Bridge just before completion, November 2022
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Table 6 is the new FY 2023-24 General Fund funding requests for CIP projects that will supplement other
funding sources. A complete list of the 2023-24 CIP projects that includes carry over funding and detail
of all existing and new funding sources is included in Attachment E. Note that Attachment E shows new
funding shown below in Table 6 in addition to existing fund balances.

Table 6 - Total New General Fund Funding Request by Project for Fiscal Year 22-23 Capital Improvement
Program. The 5-year CIP Program is included as Attachment F.

Other Funds

In addition to the General Fund, the City manages other funds that are restricted or have specific uses. A
breakdown of funds and budgeted expenses with a three-year history is provided in AttachmentF. A
summary of these funds are as follows:

Proprietary Funds

The proprietary funds are accounted for on a cost of services or “capital maintenance” measurement
focus, which means that all assets and all liabilities associated with each fund’s activity, whether current
or non-current, are included on its balance sheet. The reported fund equity is segregated into assigned
and unassigned retained earnings components. Proprietary fund type operating statements present
increases (revenues) and decreases (expenses) in total assets. There are two primary types of
proprietary funds — Enterprise Funds and Internal Service Funds.

Enterprise Funds — The city maintains two enterprise funds — Water Fund and Cemetery Fund. By
Governmental Accounting definition, Enterprise Funds are “to account for operations that are
financed and operated in a manner similar to private business enterprise-where the intent of the
governing body is that the costs of providing goods or services are financed or recovered
primarily through user charges.” The intent is to have the expenses (including depreciation) of
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providing goods or services on a continuing basis to the park residents, financed or recovered
primarily through charges to the residents.

Internal Service Funds — The internal service funds are used to account for, and finance,
services and commodities furnished by a designated department of a governmental unit to
other departments of the same governmental unit. The City uses Internal Services Funds to
develop reserves for large purchases such as vehicles (Vehicle Replacement Fund), Management
Information Systems, and large building maintenance activities (Long Term Building Maintenance
Fund). This avoids large fluctuations due to large asset purchases or significant repairs.

Internal Service Fund Current Balances

Management Information Systems S 194,265
Vehicle Replacement Fund S 787,645
Building Maintenance S 2,462,603

Special Revenue Funds

The special revenue funds are used to account for and report the proceeds of specific revenue sources
that are legally restricted or committed to expenditures for specified purposes other than debt. For
example, the Gas Tax Fund is designated as a Special Revenue Fund as it receives the State calculated
allocation of motor vehicle fuel taxes which can only be used for legally restricted specific streets and
related transportation purposes/projects.

Capital Projects Funds
The capital projects funds are used to account for financial resources to be used for the acquisition or
construction of major capital facilities (other than those financed by proprietary funds).

Debt Service Funds

The debt service funds are used to account for the accumulation of resources for, and the payment of,
general long-term debt principal, interest, and related costs. The Water Fund and Successor Agency
have debt payment within their program budgets. In addition, there is one other current debt obligation
which has its own debt service fund.

Fiduciary Funds

Trust and agency funds are used to account for assets held by the city in a trustee capacity or as an agent
for individuals, private organizations, other governments, and/or other funds. These include expendable
trust funds, non-expendable trust funds (permanent funds), pension trust funds, and agency funds.

The Successor Agency is one example of this type of fund. The Successor Agency provides for receipt of
Redevelopment Property Tax Trust Fund (RPTTF) funds and payment of former Community Development
Agency expenses approved by the State Department of Finance. The City Council sits as the Successor
Agency. All actions of the Successor Agency must be approved by a County Consolidated Oversight Board
comprised of representatives of the taxing entities and the State’s Department of Finance.
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IN CONCLUSION

With the uncertainty of the current economy and its impacts on our local revenues, the proposed FY 2023-
24 budget is an active “plan” and will require proactive monitoring and review based on this level of
ambiguity and constantly changing information. In preparing the budget, our goal was to fund established
council goals, continue investments in the City's infrastructure and increase program service levels.

The proposed FY 2023-24 budget for the City of Sonoma and the Sonoma Successor Agency includes a
combined Operating and Capital Improvement Program (CIP) Budget of $42.9 million. The proposed
General Fund budget is $25,367,457, including transfers. General Fund revenues for FY 2023-24 are
projected at $24.3 million and FY 2022-23 General Fund revenues are expected to be $25.9 million.

While it is important to set a course of action, it is equally important to be able to adjust along the way.
The City Council will have the opportunity to modify and adapt the budget as we proceed through the
fiscal year. More than ever before, budgeting is an ongoing process, with an increased frequency and
emphasis on monitoring and modification.

The coming year is expected to offer economic challenges at the national, state, and local level and
uncertainty prevails in predicting the depth of these challenges. Despite any challenges we may face over

the next year, | look forward to working with the Council, Community and Staff to find creative and
innovative ways to address the goals of the Council and the level of service expected by the community.

Respectfully submitted,

David Guhin, Sonoma City Manager

A view of the City of Sonoma from the Overlook Trail
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