
“VERY CONSERVATIVE REVENUE FORECAST DRIVING THE EMERGENCY; IS IT TOO CONSERVATIVE?”  

The current 5-year revenue and expense forecast creates a growing deficit that eventually takes reserves 
below the 15% policy level.  While it has been postulated, we have a revenue problem, maybe we have 
a revenue forecast issue instead. 

The graph below shows year over year change in Total Resources (Revenue plus Transfers in) beginning in 
the FY 2013-2014.  The nega�ve bar for FY 23-24 is the current adopted budget.  The flat series of bars to 
the right of the current year are the Y/Y changes (2%) being used to forecast revenue for the next five 
years.    

The financial emergency is in large part due to a forecast revenue decline in 2024 followed by only a 
2% annual increase in revenues going forward.  This is against a backdrop of a 5% 10-year average 
annual historical increase.   

 

Data from 23-24 Adopted Budget 10-year Forecast 

The budget committee identified one-time intergovernmental transfers as the main issues driving our deficits, so 
these have been removed.  Further the $1.2MM theft and the subsequent booking of the insurance payout as 
revenue are confusing the Interest data and Miscellaneous and Other Income so that is removed as well as they 
contain both insurance payouts and a substantial one-time donation in 2022.  

  

“Trend Growth: 10 Year 
Average Actual Growth 



A key driver of future budget deficits and declining general reserve balances is the 2% revenue growth 
forecast.  We need to understand the drivers of this conservative forecast – changing conditions or just 
being conservative. Economic conditions seem good for now.     

The proposed Emergency Declaration states that our financial issues are being created by an economic 
downturn.  However, the 21-22 Audited Financial Report for the city shows economic activity has been 
strong over the last 10 years and accelerating with 13% growth in the past three years.  

The data below taken from the audited report shows accelera�ng sales growth which should be driving 
sales tax revenues unless something has changed in the city.  It seems like new restaurants are opening.  
Our lone Car Dealer has more inventory on his lot.  Benede� and Big O seem busy as ever.   

 

 Higher Infla�on is forecast to con�nue but this increases the cost of retail goods and services. as well as 
the cost of u�li�es, so these tax revenues should be increasing at or above recent trends.  In the absence 
of a significant period of defla�on these prices help to ensure higher revenues going forward.   

The City Manager reported at the November 14 special mee�ng that the city staff budgets revenues very 
conserva�vely.  2% growth indeed is very conservative. Revenue each year for the last 10 years 
exceeded 2%  - 8 out of 10 times.   The historical average “trend growth” over the last 10 years was a bit 
higher than 5%.  We have never had 6 years at anything close to 2% growth.   

The table below shows the 10 Year growth history for each budget category in the first column.  
Second is the current growth estimates being used in the 23-24 Adopted budget for the next five years. 

The Right hand column is the growth rates needed to achieve “historical trend” levels of growth  of 
just over 5% 



 

 

Applying the new “proposed future” growth rates we can test the sensi�vity of the deficit and the 
reserves to the higher “trend growth” rate assump�ons. Current Status is excerpted from the staff 
document from the 11/4 mee�ng.  Y/Y Changes are added.   

 

 

Above we see the more Realis�c Forecast using “trend growth” shows a declining deficit (labeled 
shor�all)  with a surplus beginning in 2027-28.  The effect of adding a new hotel is shown as well. 



Below the deficit and the impact on Reserves is shown visually.   

 

 

 

 

 

 

  



The City can and should take actions to ensure revenues achieved in the next 6 years are 
above “Trend Forecast” 

New Hotel:   

If Council and City Manager can close a deal on a downtown hotel the resulting TOT tax would be a 
game changer.  Assuming we are collec�ng TOT tax by 2025 our reserves never go below 25%.  Policy 
level is 15% leaving a cushion for error.   

• The new hotel is probably the biggest impact City Council can have on future revenues. Done 
well it will improve the quality of our downtown area and increase property values all around.  
New shoppers and restaurant patrons will come to the city.   There are many economic 
development synergies.   

Council should focus on actions that can support future strength in key revenue categories.   

• Intergovernmental grants may not reach covid levels but have been prety standard over the last 
10 years.  In par�cular the County/State took away $200,000 in TOT revenue with promises this 
would be returned in the future.  We should seek res�tu�on for our lost TOT revenue via an 
annual grant that would promise consistent future revenue stream. 

• Events draw people to Sebastopol to shop.  
• Beter signs and parking help visitors find or local stores and restaurants that may be a bit off the 

path.   
• Perhaps we could consider city maps posted prominently around the city highligh�ng 

restaurants and stores.  This could be �ed to a website with a QR code that provides more 
informa�on and direc�ons. 

• Parklets make restaurants and retailers more accessible with some downside protec�on if COVID 
reappears.   

• Christmas is the main shopping season for many retailers.  Suppor�ng events such as tree 
ligh�ng, downtown caroling, special holiday foods, free parking and extended hours for weekend 
shopping can all help ensure maximum sales tax revenue.   

On the surface we likely need to raise revenue both to address the growing crisis in the Water and 
Wastewater opera�on and to address needed infrastructure such as city streets.  We need a “whole of 
city” plan to balance revenue and the cost of crea�ng and maintaining the beau�ful city we all wish for.  

The strategic financing plan needs consideration for the people who live in the city.  It needs to be as 
affordable as possible realizing this is California. 

The staff report for this mee�ng introduces a wish list of tens of millions of dollars in capital 
improvements not included in the current budget.  A proper infrastructure study is needed to 
understand the City’s needs.  Proper means a full inventory of infrastructure, its age, condi�on, 
expected life and replacement/maintenance costs.  The study needs a plan to fund infrastructure that is 
long-term, dedicated, and sufficient without crea�ng year to year unexpected demands on the general 
fund.  Financing alterna�ves need to be analyzed and recommenda�ons for a financing strategy need 
to be developed.   

 


