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Cities Vary 
and so do their finances

Geography: proximity, climate, terrain, access

Community Character / Vision: Land use
Bedroom? Industrial? Tourist? Rural? etc.

Size – urban / rural
Governance – full service / not

Statewide generalizations often mask trends 
among sub-groups
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Taxes
Charges which pay for public services and facilities that 
provide general benefits.  No need for a direct relationship 
between a taxpayer’s benefit and the tax paid.
Cities may impose any tax not otherwise prohibited by 
state law. (Gov Code § 37100.5)

The state has reserved a number of taxes for its own 
purposes including: 

cigarette taxes, alcohol taxes, personal income taxes.
General & Special

General Tax - revenues may be used for any purpose.
Majority voter approval required for new or increased local tax

Special Taxes - revenues must be used for a specific purpose.
2/3 voter approval required for new or increased local tax
Parcel tax - requires 2/3 vote

The Ins & Outs of City Funds
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 Fee Tax 
City or 
County 

Majority of the city 
council or board of 
supervisors. 

Two-thirds voter approval for a 
special tax (earmarked), majority 
voter approval for a general tax. 

State Majority of each 
house of the 
Legislature and 
Governor’s approval. 

For any law that will increase the 
taxes of any taxpayer, two-thirds of 
each house of the Legislature and 
Governor’s approval  
…or approval of majority of 
statewide voters. 

 

Taxes and Fees
Approval Requirements
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Property Tax
✔ An ad valorem tax imposed on real property and 

tangible personal property
✔ Maximum 1% rate (Article XIIIA) of assessed value, 

plus voter approved rates to fund debt
✔ Assessed value capped at 1975-76 base year plus CPI or 

2%/year, whichever is less
✔ Property that declines in value is reassessed to the 

lower market value.
✔ Reassessed to current full value upon change in 

ownership (with certain exemptions)
✔ Allocation: shared among cities, counties and school 

districts according to state law.

The Ins & Outs of City Funds
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Where Your Property Tax Goes

City
21%

Special 
Districts

7%

County
27%

Local 
Schools 

45% CaliforniaCityFinance.com

Typical homeowner 
in a full service city 

not in a redevelopment area.

Source: CaliforniaCItyFinance.com computations from Board of Equalization and State Controller data.

Includes Property 
Tax in-lieu of VLF.

Typical city resident
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The Vehicle License Fee: 
The Former Car Property Tax

✔ 1935 Statewide uniform VLF adopted
replacing local property tax on motor vehicles

✔ 1948-2004 tax rate is 2%

✔ 1998 VLF “offset” (effectively a tax cut) begins
Includes “trigger” to put rate back up if state finds it cannot afford the 
backfill to cities and counties.

✔ 2003 Gov. Gray Davis pulls the trigger sending VLF from 0.65% back 
up to 2%

✔ Nov 2003.  Recall.  Schwarzenegger returns VLF to 0.65%,
punching $4 billion cost into the budget

✔ 2004 VLF – Property Tax swap.  Backfill and trigger eliminated.  
Property tax protected by Prop1A (Nov’04).

January 19, 2012

The VLF-Property Tax Swap
Vehicle License Fee for Property Tax

CaliforniaCityFinance.com

State General 
Fund

VLF Backfill

Schools

Property Tax 
in Lieu of VLF

$4.4 b

$4.4 b 

* in FY2004-05

State

Cities & Counties

The Ins & Outs of City Funds



©2012 CaliforniaCityFinance.com
page 4

January 19, 2012

Sales and Use Tax
✔Sales Tax: imposed on the total retail 

price of any tangible personal property

✔Use Tax: imposed on the purchaser for 
transactions in which the sales tax is not 
collected.

The Ins & Outs of City Funds
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Where Your Sales Tax Goes

Countywide 
Transportation 

¼ %

County 
Health&Welfare 

½ %

Prop172
 ½ %

Add-on 
Transactions 

& Use 
(varies)

State 
General 

Fund   
5 %

City* 
1%

CaliforniaCityFinance.com

* For taxable sales 
in unincorporated 

areas, the local 1% 
rate goes to the 

county.
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Other Locally Adopted Revenues
✔ Fees 

A charge imposed on an individual for a service                                         
or facility provided directly to that individual.

User Fees            Property Related Fees   
Regulatory Fees         Development Fees 

✔ Assessments
✔ Licenses and Permits
✔ Franchises
✔ Rents, Royalties & Concessions
✔ Fines, Forfeitures & Penalties

Intergovernmental Subventions
Highway User Tax      Law Enforcement Grants (COPS)       CDBG       VLF*

The Ins & Outs of City Funds
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Utility Fees
25%

Fees
15%

Not 
Restricted

37%

Other
5%

Federal
4%

State
4%

Investments
& Rents 2% Fines &

Licenses 1%

Taxes
5%

Assessments
2%

Property Tax
12%

Sales Tax
8%

Utility User Tax
4%

Other Tax
8%

Other
5%

CaliforniaCityFinance.com

Source: CaliforniaCityFinance.com computations from data from California State Controller (revenues).  Does not include 
data from the following cities that failed to report: Beaumont, Gustine City, Loyalton, San Diego, Taft, and Tulelake.

California City Revenues
The Ins & Outs of City Funds
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The Ins & Outs of City Funds

Types of Funds
✔General Fund is used to account for money which is 

not required legally or by sound financial management to 
be accounted for in another fund.

✔Enterprise Funds are used to account for self 
supporting activities which provide services on a user-
charge basis. Examples: water, garbage, parking, golf, 
marina.

✔Special Revenue Funds are used to account for 
activities paid for by taxes or other designated revenue 
sources which have specific limitations on use according to 
law. Example: gas tax.

✔Other Funds:  Internal Service Funds,                   
.      Trust Funds,     Reserve Funds

Where the money 
comes from determines 

how it can be spent

January 19, 2012

California City Spending
Where City Funds Go …

✔Personnel / Human Resources
Salaries / wages
Health Benefits
Retirement Benefits
Other Post Employment Benefits

✔Non-Personnel
Supplies / Materials / Equipment
Contract Services

✔Capital / Debt

The Ins & Outs of City Funds
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Other

Hotel Tax

BusnLic Tax

Utility 
User Tax

Franchises

Sales & 
Use Tax

Property 
Tax

Other
Planning
Streets

Library
Parks&Rec

Police

Fire
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40%

50%

60%

70%

80%

90%

100%

Revenues Exenditures

Discretionary Revenues and Spending
Typical Full Service City

Source: Coleman Advisory Services computations from State Controller reports

CaliforniaCityFinance.com
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The State-Local 
Fiscal Relationship 

in California
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1978 – Proposition 13 

The State-Local Fiscal Relationship
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Proposition 13 - nuts & bolts
1. One percent rate cap. Property tax rates capped at 1% of full 

market value

2. Assessment rollback of property values for tax purposes to 
1975-76 levels

3. Assessment growth capped at 2% of property value (or CPI)
reassessment at full market value only upon change of ownership

4. Special taxes (local) require 2/3 voter approval

5. State tax increases require 2/3 vote of Legislature
6. Authority for allocating property tax revenues 

transferred to the state

The State-Local Fiscal Relationship
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Homeowners
24%

Proposition 13 Winners

The State-Local Fiscal Relationship
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0 1 2 3 4

Special Districts

Cities

Counties

Schools

Billions/year  in 1978-79
Initial Prop13 Impacts

The AB8 (1979) Bailout 
Shifting Local Property Tax to Cushion Impacts of Prop13

State General 
Fund

SchoolsProperty TaxCities, Counties, 
Special Districts

The State-Local Fiscal Relationship
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The AB8 (1979) Bailout 
Shifting Local Property Tax to Cushion Impacts of Prop13

State General 
Fund

SchoolsProperty TaxCities, Counties, 
Special Districts

The State-Local Fiscal Relationship

0 1 2 3 4

Special Districts

Cities

Counties

Schools

Billions/year  in 1978-79
Prop13 Impacts After "Bailout"
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A Rough Road

2004

Prop 1A  
local $ 

protectionProp 57
“Triple Flip”

VLF-Property 
Tax Swap

VLF “CarTax” 
cut  & backfill

1999

Prop 172
Public Safety 

Sales Tax

Prop 13
Property 

Taxes
1978

1979

AB8/SB154
“Bailout”

Prop 218
Taxes, Fees, 
Assessments 

etc.

1996

1992

Prop 47
VLF must go to 
cities/counties

1986

SB2557
County Fees 

on Cities

1990

2002

Prop42 State 
Sales Tax to 

Transportation

Prop 4
Spending 

Limits

The State-Local Fiscal Relationship

CaliforniaCityFinance.com

2010
2011
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$0.0 $1.0 $2.0 $3.0 $4.0 $5.0 $6.0

Redevelopment
Agencies

Special
Districts

Counties

Cities

Billions per year

E.R.A.F.(1992): Shifting Local Property Tax 
to Save the State General Fund

State General 
Fund

SchoolsProperty TaxCities, Counties, 
Special Districts

The State-Local Fiscal Relationship

$0.0 $1.0 $2.0 $3.0 $4.0 $5.0 $6.0

Redevelopment
Agencies

Special
Districts

Counties

Cities

Billions per year

Prop172 revenue 
(for public safety)

Trial 
Court & 

other

Net Loss $940 million

Net Loss $2,780 million

$590 million

$350 million

CaliforniaCityFinance.com
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Local Revenue Protection:
Prop1A(‘04), Prop1A(‘06), Prop22(‘10)

Constitutional Protection for:
1. Property taxes: cities, counties, special districts

May reallocate among cities, counties, special districts with a 2/3 vote of both houses

2. Local sales tax rate, method of allocation
Exception: interstate compact or federal law

3. VLF 0.65% rate to cities and counties … unless replaced

VLF may not be diverted to reimburse a state mandate
4. Transportation Funds to locals – no taking, delay or borrowing
5. Redevelopment Tax Increment - may not be diverted for other 

purposes
6. Prohibitions against unfunded  state mandates strengthened

The State-Local Fiscal Relationship
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Your Fiduciary 
Responsibilities

Part I:
Budgeting & 

Financial Planning
The City Budget

The Budget Process
Other Considerations

Financial Planning / Long-Range Forecasts
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The City Budget
Represents jurisdiction’s legal spending authority 

Organizational workplan expressed in dollars and staffing 
levels

The budget and financial plan allocates limited available 
resources to the provisions of programs, services and 
projects consistent with community priorities, without 
adversely impacting future Councils’ ability to do the 
same.

Your Fiduciary Responsibilities
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The City Budget
Alternative Budgeting Methods

Annual Budget – Typical Fiscal Year July – June
Baseline Budget
Zero-Based Budget

Biennial Budget
Two one-year budget approved concurrently
A “true” two-year budget – 24-month appropriations
Rolling two-year budget – two year plan adopted 
annually

Performance / Outcome – Based Budgets 

Your Fiduciary Responsibilities
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Typical Capital Improvement Budget
Sub-Total

SUMMARY BY CATEGORY Prior Years 11/12 12/13 13/14 14/15 15/16 TBD TOTALS

Administration 1,966,391       797,644             500,000          500,000            500,000          500,000           N/A 4,764,035              

Facilities 9,984,619       889,651             795,000          885,000            850,000          760,000           5,100,000       19,264,270            

Stormwater -                 370,000             -                 -                   -                 -                  -                 370,000                

Parks 8,278,753       1,441,500          309,000          164,000            182,000          150,000           12,570,500      23,095,753            

Transportation 7,289,070       2,301,578          1,325,000        1,625,000         2,505,000        22,175,000      23,383,619      60,604,267            

Wastewater 5,981,521       16,240,000        1,200,000        140,750,000     900,000          900,000           -                 165,971,521          

Water 6,980,260       3,281,160          10,100,000      2,800,000         2,540,000        4,375,000        -                 30,076,420            

Other -                 -                    -                 -                   -                 -                  -                 -                       

TOTAL CAPITAL IMPROVEMENT PROGRAM 40,480,614$   25,321,533$       14,229,000$    146,724,000$    7,477,000$      28,860,000$    41,054,119      304,146,266          

Sub-Total
SUMMARY BY FUNDING SOURCE Prior Years 07/08 08/09 09/10 10/11 11/12 TBD TOTALS

001 General Fund 1,268,570       1,808,221          189,000          339,000            177,000          225,000           -                 4,006,791              
Capital Projects Fund 482,736          -                    -                 -                   -                 -                  -                 482,736                

200 Construction Tax 5,485,471       798,852             860,000          775,000            525,000          575,000           -                 9,019,323              
215 CDBG -                 524,651             500,000          500,000            500,000          500,000           -                 2,524,651              
475 Development Impact Fees 8,724,947       702,804             200,000          100,000            100,000          100,000           -                 9,927,751              

Fees and Charges 255,132          -                    -                 -                   -                 -                  -                 255,132                
Grants / Designated Revenues 1,470,154       690,000             200,000          450,000            1,000,000        18,550,000      -                 22,360,154            
Internal Service Funds 782,035          -                    -                 -                   -                 -                  -                 782,035                
Special Revenue Funds 2,188,150       126,046             -                 -                   -                 -                  -                 2,314,196              

Sub-Total 19,388,625     4,650,574          1,949,000       2,164,000        2,302,000       19,950,000      -                 50,404,199            
-                       

520 Sanitation Fund -                 1,046                800                 800                  800                 800                 -                 4,246                    
53x Sewer Funds -                 16,578,785        1,448,000        998,000            1,148,000        1,148,000        -                 21,320,785            
54x Storm Sewer/Drainage -                 374,353             3,200              3,200               3,200              3,200              -                 387,153                
51x Water Funds -                 3,346,682          2,848,000        1,598,000         1,788,000        4,423,000        -                 14,003,682            
Sub-Total Enterprise Funds 14,550,130     20,300,866        4,300,000       2,600,000        2,940,000       5,575,000       -                 50,265,996            

-                       
952 RDA Capital Project Fund 5,273,289       362,093             350,000          350,000            115,000          35,000            -                 6,485,382              

Other 8,000                7,630,000        141,610,000     2,120,000        3,300,000        -                 154,668,000          
TBD -                    -                 -                   -                 -                  41,054,119      41,054,119            

TOTAL ALL FUNDS 40,480,614$   25,321,533$       14,229,000$    146,724,000$    7,477,000$      28,860,000$    41,054,119      304,146,266$        

January 19, 2012

The Budget Process
J A S O N D J F M A M J

BUDGET DEVELOPMENT
Staff  = Build Baseline  >   Dept. Proposals  > 

Recommendations => Proposed Budget.      

Goals
Budget

Priorities

Workshop
Long-Range

Planning

Workshop
Budget 

Proposals

BUDGET 
ADOPTION

< ---------------------- Budget Amendments    ------------------------------>

BUDGET MONITORING
Q1

Year-End
Q2

Mid-Year
Q3

Your Fiduciary Responsibilities
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Adopting the Budget
Council Actions Required

Formal Budget Adoption
Appropriations Ordinance / Resolutions
Legal Spending Limits

Budget Implementation
Tax Rates
Master Fees / Rates
Update Policies / Procedures

Prop 4  - Gann Appropriations Limits (Article XIIIB) 
Legal Debt Limits (Article XVI)
Capital Budget Consistency with General Plan

Your Fiduciary Responsibilities
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Financial Planning
What ? 

Process of projecting revenues and expenditures over a 
long-term period
Process of aligning financial capacity with long-term 
service objectives

Why  ?
Tool for developing strategies to achieve long-term 
sustainability
Engenders long-term perspective / strategic thinking
Helps avoid financing challenges

Your Fiduciary Responsibilities
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Financial Planning
How ?

Establish Time-Horizon – 5 to 10 years
Scope – Identify all appropriate funds
Content 

Underlying economic conditions
Revenue and Expenditure Projections
Projected Reserve Levels
Affordability Analysis

When ? 
Maintain and Update  - Quarterly / Semi-Annual

Your Fiduciary Responsibilities
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Financial Planning
Sample Five-Year Forecast$ Million

Your Fiduciary Responsibilities
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Financial Planning
Sample Five-Year Forecast

30

35

40

45

50

55

'09/10 '10/11 '11/12 '12/13 '13/14 '14/15 '15/16

Expenditures Revenues

$ Million

Your Fiduciary Responsibilities
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Financial Planning
Sample Affordability Analysis

2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19

Property Tax (1% Ad Valorem 3,494$  3,563$  3,635$  3,707$  3,781$  3,857$  3,934$  4,013$  4,093$  
Mello-Roos

Municipal Service Tax 67          69          71          73          75          78          80          82          85          
Parks Tax 49          49          49          49          49          49          49         49         49         
Open Space 24          24          24          24          24          24          24          24          24          
Public Safety Tax 53          54          56          57          59          61          63          65          67          

3,686$  196$     200$     204$     207$     211$     216$     220$     224$     

Drainage/Storm Sewer 47          51          56          61          66          72          78          86          93          
Sanitation 318        328        338        348        358        369        380        392        403        
Sewer 428        476        500        530        572        635        724        803        819        
Water 297        336        390       452       524       608       706       819       950       

1,090    1,191    1,283    1,390    1,521    1,685    1,888    2,099    2,266    

Annual Taxes and Charges 4,776$  4,950$  5,117$  5,301$  5,510$  5,753$  6,038$  6,332$  6,583$  

Inflation Adjusted (2006 Base 5,522$ 5,688$ 5,859$ 6,034$ 6,215$ 6,402$ 6,594$ 6,792$ 6,996$ 
Inflation Adjusted (2010 Base 4,776$ 4,919$ 5,067$ 5,219$ 5,375$ 5,536$ 5,702$ 5,874$ 6,050$ 

Sewer (% Total) 9.0% 9.6% 9.8% 10.0% 10.4% 11.0% 12.0% 12.7% 12.4%
Water (% Total) 6.2% 6.8% 7.6% 8.5% 9.5% 10.6% 11.7% 12.9% 14.4%

Annual Cost of Charges in Support of City Services

Your Fiduciary Responsibilities
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Assessing Your Cities’ Financial Health

Operating Revenues (per capita) keeping up with inflation?
Revenue sources keeping up with projected service demands?
How volatile are revenues in relation to economic cycles?
How vulnerable are City revenues to State/Federal actions?
What portion of operating budget is fixed costs?
What portion of operating revenues are restricted?
Are one-time revenues being used for ongoing operations?
Are user-charges covering service costs over time?
Is city’s debt structure reasonable?
Level of unreserved fund balance as % of operating budget?  

Source:  Western City, November 2006

Your Fiduciary Responsibilities

January 19, 2012

Your Fiduciary 
Responsibilities

Part II 
Financial Administration

Functions within Finance Dept.
Policies / Procedures

Audits

January 19, 2012

Financial Administration

Functions within a Typical Finance Department

Budget / Financial Planning  - Often in City Managers’ Office

Revenue Administration
Banking / Cash Management
Payroll
Purchasing
Accounts Payable
Accounting / Financial Reporting
Treasury / Investments
Capital Financing / Debt Administration

Your Fiduciary Responsibilities
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Financial Administration

Importance of Sound Policies and Procedures
Internal Controls
Separation of Duties
Fraud Prevention

The Role of Audits
Informal Internal Audits
Independent Outside Audit – Annual Financial 
Statements
Transportation Funding
Single-Audit / Federal Grants

Your Fiduciary Responsibilities
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Burning Issues in 
Municipal Finance

“You Picked a Fine Time 
to Run for Office!”

January 19, 2012

Burning Issues in
Local Government Finance

1. Economic downturn – Local Fiscal Impacts
2.State Budget Meltdown
3.Unsustainable employee compensation levels –

(i.e. Retirement Benefits, / OPEB)

4. Tax structures out of step with changing society: 
sales tax,  hotel tax, gas tax, utility user tax

5. Property Tax Fragmentation – Lack of local 
reallocation authority

6. Disconnect between service costs and revenues in 
urban development (“The fiscalization of land use”)
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Sure Signs Things are NOT Going Well! 
Depletion of reserves to balance budget 

Expenditures exceeding revenues for two consecutive years, with the 
second year’s deficit being larger 
Operating expenditures exceeding revenues by more than five percent 
during the year 

Long-Term expenditure commitments without adequate cost controls
Escalating / “Auto-pilot” Labor contracts
Growing Unfunded Liabilities 

Increase in debt service as percentage of operating budget 
Debt service exceeds 10 percent of current revenues
Outstanding short-term debt at the end of the fiscal year 

Inadequate or late financial reports 

Qualified auditor’s opinions 

Burning Issues in Local Government Finance
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Fiscal Management Challenges Likely to Take 
Priority for many years

Most all Policy Decisions and Council Actions 
have budgetary / financial planning implications

Continuous Process  - Plan > Monitor >Adjust

On-going Learning  
Community Economic Indicators
City Budget Details
State / Local Fiscal Reform  - Vigilance & Advocacy  

Conclusion: Financial Management Today

January 19, 2012

Resources

League of California Cities
City Advocate Weekly
Regional Managers
League Alerts
Conferences / Seminars

Institute for Local Government (ILC)

Government Finance Officers’ Association (GFOA)
California State Municipal Finance Officers (CSMFO)
California Municipal Treasurers’ Association (CMTA)

www.CaliforniaCityFinance.com


