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FY 2026-27 BUDGET: 
WHERE WE ARE IN THE PROCESS



FY 2026-27 BUDGET
TIMELINE



BUDGET METHODOLOGY

• The FY 2025-26 Mid-Year Budget Review was presented on March 09, 2026. 

• Midyear analysis is the start of the FY 2026-27 Budget Development Process

• Budget forms and instructions will go out to departments

• Staff continues using the Modified Zero-Based budgeting methodology as a financial management 
strategy for cost-effective delivery of public services

• Developing of Base Budget is the next essential step in this budget process to determine the 
projected fiscal position (deficit) for the upcoming year

• The FY 2026-27 Base Budget, including projected available fund balances, will be presented on May 11, 
2026

• Any proposed reductions and/or enhancements of services above/below the Base Budget will be 
presented for Council’s consideration in future budget meetings



LONG-TERM FINANCIAL FORECAST



GENERAL FUND
LONG TERM FINANCIAL FORECAST (AS OF 3/7/2026)

PRELIMINARY assumptions included 
(may be updated throughout the 
Budget Process):
• Vehicle in-Lieu current year Shortfall 

plus Backfill (2-year delay) 
• Reductions in Sales Tax and Cannabis 

due to trends at Mid-Year
• Reductions in TOT, STR Permits, 

Business Licenses due to change in STR 
Ordinance

• Increased status quo base cost 
(employee benefits, pension, insurance, 
contractual increases)

• Does NOT include changes to Service 
Enhancements or investments in Capital 
Infrastructure



PRELIMINARY BUDGET STRATEGIES



CITY OF PACIFICA
 STRATEGIC GOALS

1. Enhance organizational and fiscal stability.
2. Improve and steward City infrastructure, streets, and facilities.
3. Prioritize protection and development of affordable housing.
4. Pursue climate change adaptation and mitigation.
5. Broaden public communications and collaboration.



Keep Full Allocation of Excess Educational Revenue Augmentation Funding
for these revenues to stay in the General Fund – FY 2026-27 Projection $3.9m 

(Supports Strategic Goal #1)

Driving Factors:
 Growing structural deficit and increased financial pressure on the General Fund
 Although Excess ERAF revenues may not be stable long-term, Pacifica has received them over 

the past decade
 Many SMC cities budget Excess ERAF in the General Funds to support core services

Strategy:
 The City Manager’s preliminary recommendation for the upcoming FY 2026-27 is to continue 

retaining the full Excess ERAF revenue as needed in the General Fund to balance the budget :
• This strategy reflects the need for short-term fiscal flexibility and responsible stewardship
• Disaster Accounting Fund currently has a healthy balance - approximately $9.9 million

• Housing Action Fund currently has just over $2 million

STRATEGY #1:



Addressing Financial Uncertainties Related to Vehicle License Fee In-Lieu
Backfill Payments from the State - FY 2026-27 Projection $1.06m

(Supports Strategic Goal #1)
Driving Factors:

 The uncertainty surrounding Vehicle License Fee (VLF) In-Lieu payments from the State 
has been a recurring fiscal concern over the last several years now.

 The State’s continuing threat to fulfilling its obligations have made long-term financial 
planning increasingly difficult

Strategies:
 As a risk mitigation strategy, the City Manager recommends assigning a portion of the 

General Fund reserves as assigned fund balance designation to offset the potential loss.
• Core services are already at risk with the projected deficit;  this strategy will provide short-term 

financial stability if the State fails to follow through on its obligations
• If the City permanently loses this revenue source, a sustainable, ongoing solution will be required

STRATEGY #2:



VLF Backfill Issue – Countywide Impact

SMCFairFunding.org



Advance ED Workplan and Prioritize Revenue-Generating 
Development to Strengthen the City's Long-Term Financial Base 

(Supports Strategic Goals #1 and #3)
Driving Factors:

 Ongoing structural deficit requires focused investment in community and economic 
development to grow the City’s long-term tax base

Strategies:
 Investing in revenue-generating initiatives to build a sustainable fiscal foundation 

through increased property tax, transient occupancy tax (TOT), and sales tax revenues
 Long-Term

- New housing development (property tax + economic activity + RHNA)

- Hotel development (increase TOT and visitor spending)

Near Term
- Fill commercial vacancies and support business retention/expansion

  

STRATEGY #3:



Cost Allocation Plan (CAP) (Supports Goal #1)
Driving Factors:

 Limited discretionary revenues and ongoing structural deficit
 The comprehensive CAP is part of a broader effort to improve financial transparency, 

strengthen cost recovery practices, and ensure long-term fiscal sustainability
Strategies:

The development of fully burdened rates incorporates not only direct personnel costs, 
but also departmental and central service overhead

Evaluate cost of City service delivery to develop DIF,  user fees, and internal service 
charges, using defensible and transparent cost methodologies

 Incorporate CAP findings into FY 2026–27 Base Budget

STRATEGY #4:



Development Impact and User Fees (Supports Goals #1 and #3) 
Driving Factors:

 Most fees have not been comprehensively reviewed in several years
 Avoid over reliance on the General Fund to subsidize services
 DIF require updated nexus studies

Strategies:
 The study will provide a full cost of services and cost recovery options
 Benchmark against peer agencies 
 Incorporate conservative fee assumptions into FY 2026–27 Base Budget
 Final fee recommendations will be brought back to the City Council through a 

separate public process

STRATEGY #5:



NEXT STEPS



Aligning Services with 
Long Term Fiscal Sustainability

To address the City's structural deficit and enhance the public's understanding of the current service levels, 
departments will be asked to categorize their services into three categories 

1. Mandated & Public Health and Safety Services: Federally, state, or legally required services, and those directly 
tied to protecting life, property, and public safety. 

2. Core / Essential Services: Critical services necessary to maintain basic City operations and community 
functioning, but not legally mandated. 

3. Discretionary Services / Community Enhancements Services that enhance quality of life, community identity, 
and long-term vibrancy.

To be presented during Budget Study Session 2 on May 11th



NEXT STEPS IN 
BUDGET 

DEVELOPMENT 
PROCESS

• No Council action is required today.
• Input on the presented preliminary budget 

strategies
• Budget Session #2 on May 11, 2026

• FY 2026-27 Base Budget and Position Control
• Preliminary FY 2026-31 Capital Improvement Plan 

• Council Adoption of the Strategic Plan and 
Priorities on May 11, 2026

• Budget Session #3 on June 8, 2026
• Council Review and Approval of FY 2026-27 

Proposed Budget Recommendations
• Budget Hearing and Adoption on June 22, 2026



FY 2026-27 BUDGET
TIMELINE



COUNCIL QUESTIONS, 
DISCUSSION AND DIRECTION

Yulia Carter, Interim City Manager

Marisol Gómez,  Finance and Administrative Services 
Director
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