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• No recession currently forecast for 2017 and 2018 – but see next 
slide

• Growth in most major economic indicators for California

• Employment

• Personal Income

• Taxable Sales

• Single-Family Home Prices

• Building Permits

• Marin County – incredibly low 2.9% unemployment
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Uncertainty from a variety of potential policy proposals 

• Tax cut / fiscal stimulus proposals – US / CA already in “full employment” status

• Fed response to too much stimulus – more rapid rate hikes?

• Rate hikes impacts on housing markets, lending and home construction

• Infrastructure spending package – benefits to California

• Increased military spending – warships, weaponry, technology, etc.

• Funding cuts to sanctuary cities / states

• Deportations of undocumented workers – agriculture industry impacts

• Higher wages for legal resident workers – attract workers from out of state

• Estimates that up to half of the California farmworker population believed to be 
undocumented

• Worker visa program freezes or cuts

• International trade / tariff changes

• Impacts on export economy

• Impacts on consumer prices of goods
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•Assumption driven – Reasonable, most likely information

•Includes known information – MOU provisions, limited term positions, grants 
expiring, CalPERS’ forecasted rates, etc

•Does not include:

• New programs or staffing

• Future risks, state takeaways, etc.

• Future decisions / laws / policy changes by the City Council or outside entities

•Used as a planning and trending tool – not a budget, not a labor relations tool

•No recession built in



• Property Tax forecast improving

• 5.5% in 2016/17

• 4% thereafter (County projecting 5% growth – Novato usually lags)

• Sales Tax forecast slowing down

• Old forecasts had been as high as 3.5% growth

• Current forecast down to 2.5%

• Retail trends/online sales, gas prices

• Labor agreements provide savings compared to forecast 

• CalPERS rates increasing substantially over next 8 years

• Poor investment returns the past 2 years (2.4% and 0.6%)

• Board decision to reduce discount rate from 7.5% to 7.0%

• By 2021, PERS costs are $800k higher than last forecast
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From 2012 to 2015, CalPERS implemented many changes:

• Discount rate change from 7.75% to 7.5%

• Implemented PEPRA

• Changed smoothing methodology to 5-year direct rate smoothing

• New progressive mortality assumptions

• Closed risk pools in response to PEPRA and began direct-dollar billing for unfunded 
liability payments (instead of a %-of-payroll billing method)

Latest Updates from CalPERS:

• Adopted “Risk Mitigation Policy” to slowly lower discount rate (this is now on hold)

• Two years of poor investment returns (2.4% FY 2015; 0.6% FY 2016)

• Systemic issues: Cash flow negative, more mature plans, declining active-to-retiree 
ratio, investments’ expected rate of return over next 10 years = 6.2%

• December 2016: Definitive discount rate reductions phased in over 3 years; 
7.375%, 7.25%, and 7.00%

• Stay tuned through Spring 2018: PERS conducting full experience study which they 
are already warning could trigger further reductions to discount rate
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By FY 2025 MISCELLANEOUS SAFETY

Employer Normal 
Cost Rate (of pay)

+1.0% - 3.0% +2.0% - 5.0%

Unfunded Liability 
Payments (change 
from current $$)

+ 30% - 40% +30% - 40%
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What we have assumed in the forecast:
• 3% increase in normal cost rates across the board; phased-in in 0.4% 

increments
• 30% increase in unfunded liability payments; phased-in in 4% increments 

each year
• Slightly less aggressive assumptions for Safety PEPRA rates
• Escalation begins in 2018/19; so existing forecast only shows the first 4 

years – year 4 impact is $800k



Revenue Type Growth Assumption

Property Tax 4% per year

Sales Tax (slightly higher for Measure C) 2.5% per year

Other Taxes 1% - 2% per year

Permits, Fines, Charges, Miscellaneous 1% to 2% per year

Overall Revenue Growth 3.0% per year



Expenditure Category Growth Assumption

Salaries 2.5% per year (+0.5% merit/step)

Retirement Contributions Depends on CalPERS rate changes 
and assumptions

Other Benefits 1.00% per year

Contracts / Materials / Supplies 2.5% per year

Utilities and Insurance 5.0 % per year

Overall Expenditure Growth 3.9%-4.9% per year



April 2016

(All figures in millions $) 15/16 16/17 17/18 18/19 19/20 20/21

Total Rev’s and Transfers In $34.6 $36.6 $37.7 $38.8 $39.9 $41.0

Total Exp’s and Transfers Out $(34.0) $(36.4) $(38.0) $(39.1) $(40.6) $(41.8)

Surplus / (Deficit) $0.6 $0.2 $(0.3) $(0.3) $(0.7) $(0.8)

February 2017

(All figures in millions $) 16/17 17/18 18/19 19/20 20/21 21/22

Total Rev’s and Transfers In $36.6 $37.6 $38.7 $39.8 $40.9 $42.1

Total Exp’s and Transfers Out $(36.1) $(37.7) $(38.9) $(40.8) $(42.3) $(44.1)

Surplus / (Deficit) $0.5 $(0.1) $(0.2) $(1.0) $(1.4) $(2.0)



• First 3 years of forecast balanced – and slightly better than before

• 4-year limited term positions added in 2016/17 not assumed in the budget 
permanently – currently Measure F funded

• Significant facilities / infrastructure maintenance contribution – $1.2M still in the 
forecast

• “Example” proposal to taper this funding over time to balance budget presented last 
April 

• AB1 / SB1 funding, if ultimately approved by Legislature / Governor, would provide 
a large boost to roads funding for Novato

• Current estimates = $1.8 million annually after 3-year phase-in

• On top of annual gas tax allocation of $1.2 million
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• Citizens Finance Committee reviewed the forecast on February 16, 2017

• Unanimous motion (7-0) from the Committee urging staff and the Council to begin 
analyzing what scenarios and options would be required to bring expenditure 
growth into line with revenue growth; i.e. a long-term plan to eliminate out-year 
forecast deficits

• As a first step, the Committee asked staff to run the basic calculations about what 
level of reductions / revenue would be required to balance
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* With the 2017/18 budget proposal currently in process, staff intends to submit a 
balanced budget proposal despite a small deficit currently showing in the forecast.
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February 2017

(All figures in millions $) 16/17 17/18* 18/19 19/20 20/21 21/22

Current Surplus / (Deficit) $0.5 $(0.1) $(0.2) $(1.0) $(1.4) $(2.0)

Reductions Made in 2018/19 +0.2 +0.2 +0.2 +0.2

Reductions Made in 2019/20 +0.8 +0.8 +0.8

Reductions Made in 2020/21 +0.4 +0.4

Reductions Made in 2020/21 +0.6

Modified Surplus / (Deficit) $0.5 $(0.1)* $0.0 $0.0 $0.0 $0.0



Late March/Early April – (tentative) Public Budget Workshops

April 11th – Operating Budget Work Session #1

April 18th – Operating Budget Work Session #2 (and budget overview)

April 25th – Capital Improvement Program Work Session

May 9th – City Council Preliminary Budget Direction

Week of May 29th – Proposed Budget Document Released

June 13th – City Council Budget Hearing and Adoption
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QUESTIONS AND DISCUSSION?
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