CITY OF VACAVILLE

City Council

Staff Report

Meeting Date: May 26, 2026

To: Honorable Mayor and City Council Members
Attention: Savita Chaudhary, City Manager

From: Ken Matsumiya, Director of Finance
(Staff Contact: Ken Matsumiya, Director of Finance (707) 449-5180)

Subject: Informational update on the General Fund Budget Through
Third Quarter 2025-26; and Resolution of the City Council of
the City of Vacaville Approving a Budget Augmentation to the
2025-26 Fiscal Year Operating Budget in the Amount of
$132,718; and Resolution of the City Council of the City of
Vacaville Authorizing the Director of Human Resources to
Negotiate a Side Letter Agreement with the Vacaville Managers
Organization; and Budget Study Session, Part 1

Actions for Consideration:

Receive an update on the General Fund financial results through the third quarter of the current
fiscal year, conduct Budget Study Session #1 and provide direction on the FY 2026-27
Operating Budget, consider budget augmentations for the current year in the amount of
$132,718, and authorize staff to negotiate a side letter agreement to incorporate the Emergency
Vehicle Technician (EVT) certification.

Recommendations:

Receive the presentation and provide feedback and direction on the FY 2026-27 Operating
Budget and By simple motion, adopt the subject resolution.

Background:

Since FY 2020-21, the City has implemented quarterly budget updates to support transparency
and keep the Council and public informed of the City’s budget and financial standing. These
updates have become increasingly important as the City continues navigating slow revenue
growth and rising costs in providing services.

This presentation will be a two-parter as staff presents the third quarter update on the financial
results of the General Fund and also conducts the first study session for next year’s budget (FY
2026-27).



Discussion:

Fiscal Year 2025-26 Third Quarter Update

Staff is presenting the preliminary financial results for the General Fund through the third quarter
(Q3) of FY 2025-26, July through March 2026: The Q3 update focuses on three components:

e General Fund Budget vs. Updated Projected Revenues
e Current Year vs. Historical Revenue Trends through Q3
o Budget augmentations related to previously approved closed session items

The General Fund is the City’s primary operating fund and supports core municipal services,
including police and fire, public works, parks and recreation, and all City administrative
functions. As part of the City’s continued practice of quarterly financial reporting, staff reviewed
General Fund revenues through March and incorporated updated projections from the City’s
sales tax consultant (HdL), as well as the December and April property tax allocations from the
County. These represent the General Fund’s two largest revenue sources.

Based on these updated data points, General Fund revenues are projected to finish the fiscal
year above both the original budget and the Midyear projection—approximately 4% higher than
the adopted revenue estimate. This reflects modest improvements in several revenue
categories, contrasted with continued softness in sales tax growth and General Fund related
building permit revenues.

Sales tax and Measure M revenues are expected to close the year at approximately $50 million,
slightly improved from Midyear estimates. While this represents revenue growth, it remains
below the FY 2021-22 total of $50.4 million, highlighting the persistent plateau in sales tax
growth over the past several years with the exception of last fiscal year’s large one-time
payment related to the sale of Genentech.

This trend mirrors statewide data. Calendar year 2025 recorded a bit over 1% growth relative to
2024—a level well below historical norms. Elevated fuel prices, reduced refinery capacity,
global conflict, and continued interest-rate uncertainty all contribute to weaker consumer
spending. While the outlook for sales tax remains generally positive, near-term growth is
expected to remain slow and uneven.

Consistent with the Midyear update, property tax revenues are projected to finish significantly
above original budget estimates, with current projections showing a 13% increase over adopted
levels. The December and April apportionments both exceeded expectations, driven by two
main factors:

e Continued growth - approximately 5.8% - in the assessed value of taxable property
¢ Ongoing timing issues related to the County’s new property tax software, which
delays the recognition of new property values in the annual roll used for City
forecasting



County staff anticipate the software issues will be resolved prior to issuance of the next tax roll,
which should narrow the gap between projected and actual revenues going forward.

Revenues in the Department Charges & Fees category have been revised upward from
Midyear, largely due to continued strong performance in ambulance transport revenue through
March. Parks & Recreation revenues, while still important contributors, remain below prior-year
levels in several program areas.

Other Revenues remain below budget. As noted at Midyear, General Fund related building
permit revenues are projected to finish approximately 40% below FY 2024-25 due to reduced
development activity. The most significant downward driver, however, is the removal of
expected Lagoon Valley Fire Services CFD revenue for FY 2025-26. Under the City’s
obligations agreement with the developer, the full fire services levy is not activated until 200
building permits have been issued. As of May, the development is at 190+ permits, and the
previously projected $1.8 million in CFD revenue is assumed to begin in FY 2026-27.

Revenue Category Budget Projected Variance
(in millions of dollars)

Property Taxes $42.3 $47.6 13%
Sales Taxes $27.5 $27.6 <1%
Measure M $21.3 $22.6 6%
Other Taxes $26.0 $25.5 <2%
Department Charges | $12.6 $14.1 12%

& Fees

Other Revenues $15.2 $13.4 (12%)
Total $144.9 $150.9 4%

Overall, General Fund revenues are expected to exceed budget by $6 million or 4%, up about
1% from the midyear revised projection. These revenue trends, paired with department
expenditure performance through Q3, suggest the City remains on track to finish the fiscal year
above revenue projections but still in a structurally imbalanced position.

Budget Augmentations (FY 2025-26)

Given the City’s continued deficit spending position and the Council’s cost-containment
direction, staff has limited third quarter adjustments to items that are essential for regulatory
compliance, risk mitigation, or implementation of previously approved closed session actions.
Of the total $207,010 in unplanned costs, staff recommends utilizing one-time savings to cover
the emergency response items and requests a single augmentation of $132,718 for closed
session settlements.

Emergency Spill Response - $44,717 (Address through budget savings)

The City incurred unplanned costs responding to two separate illicit storm-drain discharge
incidents on July 1, 2025, and July 23, 2025. These incidents required immediate flushing and



vacuum-truck cleaning to protect the City’s stormwater system and waterways, as required
under the City’s MS4 permit. Because Public Works does not own a vac-con truck, a contractor
was required to perform the cleanup. Both incidents were caused by private parties, and Risk
Management is pursuing subrogation; however, reimbursement timelines are unpredictable and
can take months or years. The July 23" incident also required disposal of contaminated
material stored at the Corporation Yard, with invoices sent to the slurry-seal contractor involved
in the spill. Since the City does not maintain a dedicated budget for subrogation-related cleanup
costs, the total cost of $44,717 is an unplanned expenditure but will be paid from one-time non-
departmental budget savings.

Emergency Tree Removal - $29,575 (Address through budget savings)

In February 2026, the City Attorney’s Office received a demand letter from the Park Villas
Apartments HOA regarding a hazardous City-owned tree located along Alamo Creek, in a
City-maintained riparian easement. An arborist retained by the HOA recommended immediate
removal due to a high likelihood of failure and the City’s own assessment by West Coast
Arborists identified a moderate risk of failure, especially given ongoing creekbank erosion and a
prior similar tree failure in 2025 that damaged the HOA's fencing. Based on the assessed risk
and liability exposure, the City Attorney’s Office recommended removal. Since the tree could
only be accessed using a crane behind the apartment complex and removal occurred during
nesting season, a wildlife biologist was required to monitor the work, increasing costs. The
$29,575 expense is beyond what Streets Maintenance typically budgets for creekbank tree work
and emergency hazards. This expenditure will be paid from one-time non-departmental budget
savings.

Closed Session Settlements - $132,718 (Budget Augmentation)

This request funds several settlement payments that were approved by the City Council in
closed sessions earlier in the fiscal year and have since been finalized. While the emergency
spill response and tree removal costs are being covered by one-time non-departmental budget
savings, there is not sufficient remaining savings Citywide to also cover the settlement
obligations without impacting ongoing operations. As such, a one-time augmentation of
$132,718 is required to ensure the settlements are properly funded in the FY 2025-26 operating
budget. This augmentation reflects the minimum necessary amount and aligns with Council
direction to limit midyear and quarterly adjustments strictly to items essential for compliance,
legal obligations, or risk mitigation.

Emergency Vehicle Technician (EVT) Certification - $5,120 ongoing beginning FY2026-27

During the 2025 MOU negotiations, the EVT certification was incorporated into the Equipment
Mechanic series but deferred for the Equipment Maintenance Supervisor classification. A
recent retirement created an immediate operational need to formally align certification
requirements across the series. Staff is requesting authorization for Human Resources to
negotiate a side letter with the Vacaville Managers’ Organization (VMO) to incorporate the
EVT certification requirement for the Supervisor classification. This change supports



consistent service standards and succession planning within Fleet Services. The $5,120 cost
associated with the certification will be ongoing beginning in FY 2026-27. There is no
fiscal impact in the current year, and no augmentation to FY 2025-26 is requested for this item.

The table below summarizes these unplanned costs and the lone budget augmentation with the
Q3 update.

Item One-Time Ongoing Department Notes

Emergency Spill | $44,717 — Public Works Absorbed within

Response budget

Emergency Tree | $29,575 — Public Works Absorbed within

Removal budget

Closed-Session | $132,718 — Various Augmentation

Settlements required

EVT Certification | — $5,120/yr Public Works Authorize Side
Letter Incorporation

Fiscal Year 2026-27 Budget Study Session #1

The second part of tonight’s presentation is the first formal study session on the development of
the FY 2026-27 Operating Budget. Similar to recent budget cycles, the City is projected to
continue deficit spending in the upcoming year with recurring expenditures again expected to
exceed recurring revenues. As a result, the City anticipates the need to rely on the General
Fund Reserve to balance the FY 2026-27 budget. While the Reserve remains above policy
levels and provides a short-term, temporary buffer, continued reliance on one-time resources is
not a sustainable long-term strategy as illustrated in the five-year forecast.

Staff will review the cost-saving measures implemented in FY 2025-26, many of which are
recommended to continue into FY 2026-27. These measures - such as reducing discretionary
department budgets, pausing new General Fund contributions to internal service replacement
funds, and limiting augmentations to essential items - have helped reduce the annual deficit.
However, cost reductions alone cannot close the structural gap. Without meaningful
improvements in revenue growth, the City will eventually face difficult decisions, including
service level reductions, to restore structural balance and maintain fiscal sustainability.

Tonight’'s study session will also cover key operational areas impacting next year’s budget,
including:

¢ An update on the City Attorney’s Office Reorganization, including consolidation of
citywide Risk Management functions

o Fire Department Academy for FY 2026-27 and Overtime Budget

e Approval of Service and Facility Rental Fees Schedule as of July 1st (6/9/26)



e Augmentation Requests to the FY 2026-27 Base Budget
o Utilities

e Fire

o Procurement, Cost Allocation and Fee Study

Based on tonight’s presentation and Council’s direction, staff will continue to finalize the draft
budget document, which will be available for review prior to Budget Study Session #2. Below is
a roadmap of the upcoming study sessions and formal budget adoption.

FY26 Q35é2ngzgt_Update & Y97 Bud et P asentation 6/23/26 -
FY27 Budget Presentation Stu d:? Session 2 Budget Adoption

Study Session 1

Budget Study Session #2 will include a presentation on the City’s Capital Improvement Program
as well.

Five-Year General Fund Forecast

As part of its commitment to fiscal sustainability, the City maintains a 5-year General Fund
budget forecast. The updated forecast presented this evening will include updates to the
revenue projections based on data through third quarter and information received from HdL; the
budget augmentations proposed as part of this item; and the continuation of the cost saving
measures into next fiscal year.

Environmental Impact:

This action is exempt from the California Environmental Quality Act (CEQA) because it is not a
project that has the potential to result in either a physical change in the environment or a
reasonably foreseeable indirect physical change in the environment, pursuant to California
Code of Regulations Title 14 Section 15378(b)(5).

Fiscal Impact:

Amount Requested: $132,718 in the current fiscal year (FY 2025-26) for one-time expenditures
Funding Source: General Fund (1001)

Budget Distribution: If approved, the budget would be loaded into the various departments
operating budgets.

Alternatives:

The Council may elect not to approve the requested augmentation or may decline to authorize
the EVT side-letter; however, this is not recommended. Without the augmentation, the City
would be unable to fund previously approved closed-session settlement payments without



potentially reducing departmental service levels. Likewise, deferring action on the EVT
certification would leave Fleet Services without a properly classified supervisor at a time when
consistency in certification standards and succession planning is needed.

Strateqic Plan Goal/lnitiative:

Initiative 4A: Ensure Fiscal Sustainability

Levine Act:

No

Attachments:

Action Item - Resolutions



