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Agenda Section: New Business 

Subject: Council Discussion of Measure D and Potential Budget 

Adjustments 

CEQA Status: Not a CEQA Project 

 

Prepared By: Jennifer Phillips, City Manager 

Approved By: Jennifer Phillips, City Manager 

 

This staff report is intended to provide a financial overview and historical documentation 

of the national, state and local events and decisions that led to the City’s current 

financial challenges.  No information in this staff report should be construed as opinion 

favoring or opposing these events and decisions. 

 

BACKGROUND 

Beginning in early 2015, staff has been providing the City Council and the community 

with information and updates regarding the state of the City’s financial condition.  In 

February 2015, the City Manager presented the first Long Range Financial Forecast 

(LRFF) which showed that the City had insufficient General Fund revenues to maintain 

current levels of staffing and services as well as maintain an acceptable Assigned 

General Fund Reserve balance.  In addition, the LRFF showed that there was (and 

remains) inadequate revenue to address the City’s seriously neglected infrastructure 

and capital needs.  See Attachment A – Long Range Financial Forecast Report 

February 2015. 

 

At the February 2015 Council Goal Setting Session, staff reported the City’s inability to 

operate in a functional manner.  The City’s continuous underfunding of government 

operations over many years (decades) had resulted in substandard governance and 

delivery of services that were well below acceptable base levels.  In other words, the 

“status quo” of the City’s operations is at a substandard, inadequate level. The new 

management team estimated at that time that the City required an additional $2 million 

in revenue annually for the City to operate in a legal, fiscally responsible, efficient and 

professional manner. The City Council adopted the goal of securing the City’s financial 

future and identified several revenue generation options for the staff to pursue including 

fee and rate studies, economic development, and tax measures.  See Attachment B – 

2015 Council Goal Setting Session Minutes February 27, 2015 and Attachment C – 

2015 Council Goals Staff Report March 24, 2016. 
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In May 2015, staff presented the draft FY 2015-16 budget that required nearly $1 million 

in expenditure reductions due to insufficient revenues to cover existing services. This 

was a very difficult process for the Council, community and staff. Ultimately, the Council 

eliminated funding for two positions (one in the City Manager’s Office and one in the 

Police Department), reduced library hours, and reduced various other departments’ 

budgets and service levels in order to balance the City’s budget. See Attachment D – 

FY 2015-16 Budget Adoption Staff Report June 23, 2015. At the adoption of the FY 

15/16 budget, staff estimated the General Fund Reserve would be at 23% at year-end 

FY 2015-16.  During FY 2015-16, the City Council authorized nearly $600,000 to cover 

unexpected expenditures.  As a result, it was anticipated the General Fund Reserves 

would be decreased to an estimated 22% as indicated in the June 14, 2016 Budget 

Presentation to City Council. The City’s General Fund Reserve continues to decline, 

while necessary due to inadequate revenue, this practice is at odds with sound fiscal 

management. 

On September 8, 2015, the City Council created the Ad Hoc Revenue Source Task 

Force to address the City’s financial challenges outlined above, and evaluate possible 

additional revenue sources for the City.  The Task Force, a broad-based, diverse group 

of mostly community members, unanimously agreed that the City’s finances were dire. 

The Task Force delivered a final report to the City Council on February 9, 2016 that 

recommended six actions for City Council consideration to increase revenues.  See 

Attachment E – Ad Hoc Revenue Source Task Force Report.  After a review of the 

City’s revenues and current financial status, the Task Force recommended that the 

Council consider the following actions: (1) implement the process to increase sales tax 

by 0.5 percent; 2) implement the process to increase the City’s real estate transfer tax 

to 1.0 percent; 3) raise transient occupancy tax revenues by increasing the number of 

hotel rooms; 4) proceed with the request for proposal process for the sale of one or 

more City properties; 5) proceed toward annexation of contiguous unincorporated lands, 

in cooperation with Napa County Local Agency Formation Commission (LAFCO) and 

the County of Napa; and 6) create an economic development committee comprised of 

residents, businesses and appropriate City representatives.  This report was received at 

the February 9, 2016 City Council meeting and discussed at the February 11, 2016 

Goal Setting.  See Attachment F- 2-11-2016 Special Goal Setting Minutes.   

Staff updated the City’s LRFF in February 2016. Despite some modest revenue growth 

including the new hotel TOT revenues, the City’s overall General Fund revenues only 

slightly outpaced assumed expenditures over the projected ten-year period with no 

funding available for either deferred or current maintenance needs or any expansion of 

services or administration.  See Attachment G - February 9, 2016 LRFF.  However, at 

that time the City had not discovered the State Revolving Loan Fund issue which 

culminated with the City’s commitment to repay $2.1 million to the State.  The City 
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submitted a repayment schedule to the State and is still awaiting a response.  The 

LRFF does not include repayment of the $2.1 million.   

 

At the 2016 Council Goal Setting Session, the Council continued to support the goal of 

securing the City’s financial future, along with retaining qualified staff and proper project 

management.  Attachment H – Council Goals Staff Report March 8, 2016.  As Staff and 

the City Council acknowledged at this meeting, the City continues to struggle in meeting 

legal and regulatory requirements, is not able to deliver the level of services desired by 

the community and has unmet public administration obligations to ensure sound 

governance. In short, the Council and Staff again concluded that although significant 

progress has been made in the overall administration, the City is unprepared due to 

inadequate funding and reserves to address critical City needs. 

 

At public meetings between March 2016 and June 2016, the City Council discussed and 

considered a variety of revenue enhancing options.  See Attachment I – Informational 

Item: Review of Additional Revenue Options including Parcel Tax, Payroll Tax and 

Gross Receipts Tax Staff Report March 8, 2016; Attachment J – Informational Item: 

Review of General Obligation Bonds as Possible Revenue Measure Staff Report March 

22, 2016; Attachment K – Voter Survey Results for a City Charter and Vital Services 

Measure in St. Helena Staff Report; Attachment L – Consideration of a Sales Tax 

Measure for the November 2016 Ballot Staff Report May 10, 2016; Attachment M – 

Consideration of, and Direction to Staff on Steps for a Sales Tax Measure for the 

November 2016 Ballot and Issuance of the Request for Proposals for Adams Street 

Staff Report May 24, 2016. 

 

Staff developed the City’s FY 2016-17 budget as a “status quo” budget with no 

increases in already underfunded programming, staffing or services due to modest 

increases in revenues.  The General Fund Reserve also remained below 25% of 

expenditures, once again leaving the City at risk of being unprepared to address the 

unbudgeted emergencies that routinely befall cities.  The City also left vacant two 

additional full-time positions, one in the Library and one in the Parks Division, due to 

insufficient revenue to fund these on-going positions resulting in a reduction in services 

to the community. The additional repayment of the $2.1 State loan was included based 

on the proposed repayment scheduled which offers only a modest payment in FY 2016-

17.  Again, the “status quo” budget left the City operating at inadequate, not fully 

functional levels of service.  See Attachment N – FY 2016-17 Budget Adoption Staff 

Report June 14, 2016 and Attachment O - FY 2016-17 City Manager’s Budget Letter 

June 14, 2016.  Importantly, the City’s Budget Letter states that if additional General 

Fund revenues are not secured, service reductions will be required in FY 2017-18.   

 

In recognition of the City’s continuing revenue shortfalls, on July 12, 2016 the City 

Council approved the submission of a ballot measure (Measure D) to the City’s voters to 

approve a ½ percent transactions and use taxes ordinance at the General Municipal 

Election to be held on Tuesday, November 8, 2016.  Measure D is a general tax 
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measure that would generate an estimated $1.4 million in revenue annually to support 

the City’s General Fund.  All revenue generated by Measure D would stay in St. Helena.  

While Measure D will not solve all the City’s revenue problems, its new revenue will 

assist the City in maintaining existing levels of service and in providing some funding 

toward the City’s failing infrastructure and other unmet needs.  On August 30, 2016 the 

City published an educational facts sheet that provides further information about the tax 

measure.   

 

DISCUSSION 

Across California, cities are facing unprecedented financial challenges.  Some of the 

root causes of cities’ distress can be connected to major events and decisions such as 

passage of Proposition 13; continuous approval by the State Legislature of unfunded 

mandates and regulatory requirements imposed upon local governments; voter 

initiatives that eliminated/reduced taxes or expanded services; a supermajority 

requirement for many tax increases; the Great Recession; public employee pensions 

and lower than projected earnings in the CalPERS investment portfolio; the State’s 

diversion of revenues from cities including the Education Revenue Augmentation Fund 

(ERAF), and the high cost of doing business in California. Three cities in California have 

filed for bankruptcy and many others continue to struggle with limited revenues and 

rising costs.  Therefore, St. Helena is not alone in its financial challenges. 

 

Though small, St. Helena is nonetheless a full service city delivering both legally-

required and discretionary services to the community.  Full-service cities such as St. 

Helena must satisfy a staggering number of legal, regulatory, and professional 

responsibilities that the community rarely sees.  Just a few examples of such legally-

required responsibilities include the Americans with Disabilities Act (ADA), emergency 

preparedness standards, the Family and Medical Leave Act (FMLA), the Fair Labor 

Standards Act (FLSA), the Fair Housing Act (FHA), the National Pollution Discharge 

Elimination System (NPDES), and the Occupational Safety and Health Administration 

(OSHA) law are imposed by the federal government.  Other examples are harassment 

awareness training, street sign standards, playground safety, workers’ compensation, 

affordable housing laws, open government laws, the Law Enforcement Officers’ & 

Firefighters Bills of Rights, the Brown Act and the Public Records Act, State Division of 

Dam Safety, State Department of Water Resources and the Fair Employment and 

Housing Act (FEHA), which are imposed by the State of California. Compliance with 

these myriad laws and requirements imposes enormous burdens and staffing needs on 

the City.  To comply, and to reduce the City’s legal exposure, St. Helena, like other 

cities, must have adequate staff and resources.  Compliance is mandatory, not optional. 

 

The City of St. Helena has a Municipal Code and adopted policies that further impose 

laws on it and its citizenry.  Some illustrations are building codes, land use and zoning 

laws, nuisance/code enforcement laws, sign laws, speed limits, noise laws, leaf blower 

laws, parking, purchasing policies, and budget authority.  Though the community 

expects that the City will enforce these laws, the City has little or no budget to do so.  
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Finally, city leadership is expected to meet a professional standard which includes 

openness and transparency; community engagement; compliance with City policies and 

procedures; and proper financial, records, human resources and project management.  

Compliance with all of these laws, regulations, and standards requires adequate 

revenue to fund these critical aspects of local government administration. 

 

Over the past 20 years, St. Helena has made decisions that directly or indirectly 

impacted the City’s financial condition.  These decisions have culminated into the 

current financial challenges facing the City which can be categorized as: 

 

 inadequate revenue to cover ongoing expenses and maintain services to meet 

community expectations;  

 insufficient reserves in the General Fund, Water Fund and Wastewater Water 

Fund;  

 lack of capital replacement funds; and  

 seriously deteriorated infrastructure due to years of deferred maintenance 

coupled with a limited asset management program inhibiting staff’s ability to 

effectively manage City assets.   

 

Important decisions have been made that positively impacted the City’s finances.  

These consist of the purchase of the Adams Street parcel for $3 million (currently 

valued at $12 million); approval of the Los Alcobas Hotel which is expected to generate 

over $1 million annually in TOT revenue; purchase of the Railroad Avenue property; 

passage of Measure A for flood control projects and Measure T for street improvements 

(beginning in 2019); passage of a parcel tax to fund the construction of the Fire Station; 

and significant increases in water and wastewater rates in 2011.  Despite these positive 

decisions, however, the City’s financial condition remains dire, and City’s operations 

below functional levels. 

 

The Fire Department’s operation as a paid-by-call service has been another significant 

cost saving for the City.  A full service fire department would increase operational costs 

by well over $1 million annually.  In addition, the community’s generous donations have 

provided funding for the purchase of many of the fire engines and equipment, relieving 

the City of this financial obligation.  However, this historic model is at-risk due to lack of 

affordable housing in St. Helena.  Paid-by-call firefighters must live within 10 minutes of 

the Fire Station and currently the department has six vacancies that it is unable to fill.  If 

solutions to this problem cannot be found, the City will be faced with considering full-

service options and identifying the necessary funds to pay for this far more costly 

model. 

 

Other events and decisions have put a strain on the City’s finances.  Examples of these 

include: 

 construction and management of the $37 million comprehensive flood control 

projects that continue to require General Fund contributions;  
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 not approving rate increases for 20 years until 2011 to properly operate the 

water and wastewater system; 

 a locally operated but regionally serving public library with historically a $1 

million annual General Fund budget;  

 lack of financial controls and transparency to fully understand City’s financial 

condition;  

 a City-operated Police Department to deliver highest level of service and 

response time;  

 deferred and inadequate infrastructure maintenance to streets, sidewalks, trees, 

parks, vehicles, and buildings;  

 limited economic development and tourism related initiatives; and  

 opposition to revenue generating options such as sales tax initiatives and hotel 

development.    

 

The City of St. Helena is at a critical crossroad, and the community is facing major 

decisions that will set a course for the future of the City and have significant financial 

impacts.   Some of these include consideration of an Updated General Plan, initial 

consideration of hotel developments, availability of adequate affordable and workforce 

housing, possible sale/lease of the Adams Street and City Hall properties, initial 

consideration of two sizable residential developments, water and wastewater rate 

increases; and addressing growth and tourism.   

 

As noted, the City is obligated to fund the necessary staffing and resources needed to 

comply with federal and state laws.  Violation of these laws places the City at serious 

financial and legal risk and must remain a priority. Compliance is mandatory, not 

optional.  In addition, the City has been unable to rigorously enforce the City’s municipal 

codes; the City has enforced City codes at a nominal level based mostly on health and 

safety compliance.  However, the community has a great interest in enforcement of 

these codes and is often disappointed when the City cannot respond to their complaints.  

 

Staff and the Council have placed great emphasis on improving the management of the 

City over the past two years.  Funding for adequate staffing and required resources is 

key to continuing this effort which in the long term is expected to keep City costs down 

by reducing errors and risk, increasing efficiencies, complying with federal and state 

mandates, improving operations and achieving and maintaining a functional 

government. 

 

Another critical aspect of the City’s financial sustainability is achieving and maintaining 

adequate reserves and replacement funds.  Reserves provide government agencies 

with options for responding to unexpected—but inevitable-- issues that include sharp 

declines in revenue, cash flow shortfalls, unbudgeted major repairs for City owned 

infrastructure and buildings, and unexpected expenditures, lawsuits and extreme 

events, such as floods, fires and earthquakes. For the past several years, the City of St. 

Helena has had an informal Council goal of maintaining a 25% General Fund Reserve 
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which equates to approximately $2.5 million.  As Staff has emphasized to the Council 

and the community, even a 25% reserve is minimal in adequately protecting St. Helena 

from the kinds of risks that are certain to befall every community.  

 

The Government Finance Officers Association (GFOA), a national organization that 

promotes excellence in state and local government finance, recommends that 

governments establish a formal policy on the level unrestricted General Fund balance.  

Generally accepted accounted principles (GAAP) define unrestricted General Fund 

balances as including committed, assigned and unassigned fund balances.  There is no 

set amount or standard for General Fund Reserve amounts as each government 

agency is expected to consider its own unique circumstances and risks.  Factors to 

consider include the diversification of its revenue streams, revenue volatility, exposure 

to one-time risks such as disasters, immediate capital needs, state budget cuts, drain 

on General Fund by other funds, and impact on bond rating. 

 

The City of St. Helena has possible exposure in all of these areas, rendering a 25% 

goal too low. For example, both the water and wastewater enterprise funds are 

experiencing financial challenges.  The water fund, due to drought related lower water 

use, is operating at a loss and the wastewater enterprise fund has depleted its reserve.  

If a major, unexpected event occurred at either facility, the General Fund Reserve must 

have adequate funds available to cover the expenditures.  Once again, doing so is 

mandatory, not optional.  The majority of the City’s revenues come from property tax, 

sales tax and transient occupancy tax and thus was deeply impacted by the Great 

Recession and would be again impacted with another economic downturn.  The City is 

also at high-risk of natural disasters including floods, fires and earthquakes.  Also, the 

City will need to issue debt in the near future for the water and waste water systems, 

and possibly for a new city hall, police station and corporation yard. Without additional 

revenue, the City cannot meet a higher, more appropriate General Fund Reserve 

amount and presents a weaker financial condition to rating agencies resulting in higher 

interest rates for bond sales. 

 

Government agencies establish replacement funds to ensure adequate funds for 

replacement of all capital assets.  When cities build projects and purchases equipment, 

most cities take basic steps to identify the useful life of the asset, establish a fund and 

make an annual contribution to fund the replacement/renovation of the asset.  St. 

Helena, however, has not established any such replacement funds.  As a result, the City 

has made all major building repairs and vehicle, equipment, computer, and large 

machinery purchases from operating revenues.  This is not a sound financial or 

governmental practice.  A majority of the City’s assets have been used beyond their 

useful life but no funds are available for repair, replacement or renovation.  Three of the 

most notable assets that are well beyond their useful lives (and substandard) are the 

City Hall, Police Station and Corporation Yard. Four other important buildings are also in 

need of repairs and renovation.  The Carnegie Building, although recently restored, has 

concerning issues with the elevator and needs all the windows replaced. The Crane 
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Park building, used for summer camps has been poorly maintained and requires many 

repairs and upgrades.  And two of the City’s “newer” buildings, the library and fire 

station, require repairs and improvements to ensure they remain properly maintained.   

 

The City is also responsible for maintenance of the streets, public sidewalks, and parks.  

On February 10, 2015 staff presented the Pavement Management Program, which 

rated the City’s streets at a pavement condition index of 54 out of 100.  This report 

demonstrated that the City’s streets and roads are ranked low among Bay Area cities, 

and that at current funding levels the deterioration will continue, with a sharp increase in 

the costs of repair and replacement. See Attachment P – Pavement Management 

Program Report February 10, 2015. The passage of Measure T, with funds beginning in 

2019 estimated at $665,000 annually, and modest gas tax and transportation grants will 

help the problem to some extent, and should enable the City to begin a street 

maintenance program that, over a multi-year period of time, can improve and maintain 

the City’s streets to only a 65 rating. This rating is still in the “at-risk” range.  The goal for 

proper pavement condition maintenance is generally 80.  This will not enable the City to 

bring its road system anywhere near to the level necessary for safety, function and cost 

containment.  In short, the City has insufficient funds to maintain not only its streets, but 

also all City assets, including the downtown sidewalks, City trees, parks, play equipment 

and ball fields, and City buildings.   

 

One of the main purposes of a city is to provide services to its community.  The ability to 

deliver the desired level of services and standard of maintenance hinges completely on 

the availability of revenue.  Due to a lack of available ongoing funding the library has 

sharply reduced its hours of operation and all part-time staff are funded through non-

profit support. Recreation programs cannot be expanded to meet growing demand, and 

cuts may soon be necessary. The City performs street sweeping at minimal levels.  The 

City cannot enhance its police services for more traffic and parking enforcement or 

school/community services.  Code enforcement is performed only on health and safety 

matters.   Highly desired community events are limited to only a few each year, and 

many are funded through private donations and ticket sales.  These discretionary 

services are at risk of further reductions and/or elimination if the City does not secure 

additional revenue.   

 

It must be emphasized that passage of Measure D will not fully solve the City’s financial 

challenges.  The City must consider and secure other revenue enhancing options that 

will provide stability and the ability to withstand unexpected events. 

 

If Measure D fails to pass, the City will be required to make tough choices.   Non-

essential, discretionary programs and services such as the library, recreation programs, 

park maintenance, traffic enforcement and other valued services will be vulnerable to 

reductions and/or elimination.  The financial, legal and operational sustainability of the 

City, and compliance with mandatory legal requirements imposed by federal and state 

laws, must be the priority.  Therefore, after years of underfunding both essential City 
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obligations and discretionary programs and services, a crisis point has been reached.  

To appropriately operate and fund essential City services (police, fire and public works) 

the City must live within its means and eliminate those services it cannot support 

financially. Deferred maintenance of streets, parks and buildings must be addressed; 

reserves for vehicle replacement, building repairs, IT equipment and large equipment 

must be established; essential project, financial and records management positions 

must be funded and filled with capable staff; the downtown and public sidewalks and 

public trees must be properly maintained; a new city hall, police station and corporation 

yard must be funded and built in the coming years, and a formal General Fund Reserve 

goal must be established by the City Council and then strictly followed.   

 

If Measure D does not pass in November 2016, staff will return to the City Council in 

January 2017 with recommendations to the amend the FY 2016-17 Adopted Budget to 

begin the painful process of identifying discretionary service reductions that could 

include partial or total elimination of the Recreation Department, significant reductions to 

or closure of the Library, and partial or full closure of City parks.  This initial process will 

be the precursor to consideration of the FY 2017-18 budget which will propose further 

service reductions.  Failure to take those steps will only lead to further erosion of the 

City’s ability to operate and provide any services. 

 

RECOMMENDED ACTION 

Information only. 

 

 

Attachment A – LRFF February 2015 

Attachment B – Notes from Council Goal Setting – February 2015 

Attachment C – Council Goals Staff Report - March 2015 

Attachment D – FY 2015-16 Proposed Budget Staff Report 

Attachment E – Task Force Final Report 

Attachment F – Special Goal Setting Minutes – February 2016 

Attachment G – 2016-2026 LRFF 

Attachment H –Council Goals Staff Report – March 2016 

Attachment I – Revenue Options Staff Report 

Attachment J – General Obligation Bonds Staff Report 

Attachment K – Voter Survey and Vital Services Measure 

Attachment L – Consideration of Sales Tax Measure 

Attachment M – Sales Tax Measure and Adams Street RFP 

Attachment N – FY 2016-17 Proposed Budget Staff Report 

Attachment O – FY 2016-17 Budget Letter 
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