
 

 

Item No.   

REPORT TO THE CITY COUNCIL 

 
DATE: APRIL 24, 2018 
  
TO: CITY COUNCIL 
 
FROM: STEVEN ADAMS, CITY MANAGER 
 
RE: CONSIDERATION OF ANALYSIS OF LOCAL SALES TAX 

INCREASE AND LONG RANGE FINANCIAL STABILITY 
EFFORTS 

 

 
RECOMMENDATION: 
 
It is recommended the City Council: 1) consider staff’s analysis of a potential ½ 
cent increase to the local sales tax; 2) receive public input; 3) direct staff whether 
to proceed with preparation of a ballot measure for the November 6, 2018 
election; and 4) direct staff whether to provide for an advisory measure, sunset 
clause, advisory committee, or other special provisions. 
 
BACKGROUND: 
 
At the November 4, 2014 General Election, King City voters approved 
establishing a 1/2 cent local sales tax by 63.15%, which took effect April 1, 2015.  
It included a 7 year sunset clause, which means it will need to be placed on the 
ballot again by 2020 to be extended or will expire March 30, 2022.  The measure 
included formation of a sales tax advisory committee, which has been meeting 
annually to review budget recommendations prior to presenting them to the City 
Council.  An advisory measure was also placed on the ballot and approved, 
which specified that it if the measure passed, voters supported the funds be used 
as follows: 
 
 50% - Public Safety (Police, Fire, Recreation) 
 30% - Money Management (Debt Reduction & Reserves) 
 10% - Communication 
 10% -Appearance 
 
These funding allocations are recommended by the advisory measure, but not 
legally required.   
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The City has been making significant progress with regard to its financial issues, 
but also continues to face many challenges.  On the positive side, the City has 
adopted two balanced budgets in a row and has reduced its negative fund 
balance in the General Fund from almost $5 million to $2.5 million in just two 
years.  The City Council also recently adopted a Long Range Financial Plan that 
calls for reducing the negative fund balance by an additional $500,000 each year 
to reach a positive balance in 5 years and a goal of establishing a 20% reserve in 
10 years.  At the same time, the City has been able to fund a number of new 
efforts to address important needs in the community.  
 
However, it is also important to consider that most of this progress has been 
made primarily with one-time revenue sources.  Even though the City has been 
able to balance its budgets, if these one-time revenues and expenditures were 
eliminated, the City continues to experience what is referred to as a structural 
budget deficit.  This means the City is identifying ways to make progress in 
funding operational and project needs, but the underlying foundation of the 
budget remains out of balance.  
 
In addition, the Long Range Financial Plan relies heavily on projected funding 
from the cannabis tax.  While staff continues to be confident the cannabis tax will 
be instrumental in funding important community needs, there are also a number 
of uncertainties associated with it.  For example, there will likely be a surplus on 
the market so it is unknown how successful local businesses will be.  It is unclear 
how local cultivators and manufacturers will be impacted by State and Federal 
regulations.  In addition, electric power constraints are delaying projects so the 
timeline for receiving this revenue is still unknown. 
 
While the City's immediate goal is to eliminate the General Fund debt and to 
address urgent needs in the community, it is recommended the ultimate goal 
should be to establish long-term financial stability.  The objective is to reach a 
point where the City can withstand fluctuations in the economy and unanticipated 
expenses without it creating a financial crisis as it has in the past.  As a result, 
staff believes it is in the City’s best interest to avoid becoming overly dependent 
on this single revenue source.  Given the uncertainties, it is recommended the 
City establish the ability to fund a minimal level of service without it.  Therefore, if 
for some reason these revenues are not received as projected or were to ever be 
eliminated, the City could reduce the budget enough to get by temporarily without 
further increasing the debt. 
 
To accomplish this, staff has been studying the potential of adding an additional 
½ cent sales tax at the next November election.  Information has been presented 
to the public at the State of the City presentations, in the City's monthly Rustler 
article, and in a City newsletter article distributed to every household.  The public 
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was encouraged to attend and provide input at a public hearing at the April 24, 
2018 meeting.  The purpose of the agenda item is for staff to present the results 
of their analysis, to receive public input, and then for Council to direct staff 
whether to proceed to prepare a ballot measure for the November 6, 2018 
election.  
 
DISCUSSION: 
 
The review has shown that every other city in Monterey County except for one 
currently has a local sales tax that is at least twice the amount of King City and 
many are three times or more.  The only city with the same rate as King City is 
Gonzales, who is also in the process of proposing a 1/2 cent increase.  A list of 
current local sales tax amounts are as follows: 
 
Greenfield  1 ¾ cents 
Del Rey Oaks  1 ½ cents 
Salinas  1 ½ cents 
Seaside  1 ½ cents 
Carmel  1 cent  
Marina  1 cent   
Monterey  1 cent 
Pacific Grove  1 cent 
Sand City  1 cent 
Soledad  1 cent 
Gonzales  ½ cent 
King City  ½ cent 
 
Therefore, the City could increase its sales tax by ½ cent and likely remain equal 
to the lowest in the County.  Given the City’s significant needs and limited sales 
tax base, the current discrepancy creates an additional challenge for King City to 
fund the same types of services provided by these other communities.   
 
It has been determined that a 1/2 cent increase would generate roughly the 
amount of revenue needed to address the structural budget deficit.  Sales tax is 
generally considered a preferable alternative for funding local services because a 
large portion is paid by people from outside King City.  This is because the gas 
stations and other businesses along the freeway are the City’s highest sales tax 
producers. 
 
In addition to increasing the local sales tax by 1/2 cent, it is proposed to extend 
the existing 1/2 cent local sales tax at the same time.  The advantage of 
proposing the extension in 2018 is that if the voters were to reject the increase, 
the City would still have two more years to seek voter approval for maintaining 
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the existing tax.  It would also be preferable to incorporate both taxes into one 
measure in order to establish common provisions. 
 
The following schedule is proposed for the ballot measure based on deadlines 
established by the County Elections Office: 
 

 Council consideration of placing measure(s) on the ballot - June 26, 2018 

 Consideration of argument in favor of measure - July 10, 2018 
 
Under current State law, the measure will require a simple majority vote.  
However, a potential statewide ballot measure is being circulated for signatures 
that if approved would change the requirement to a two-thirds vote.  If it qualifies 
for the ballot, the City will need to assume a two-thirds vote is necessary in case 
it passes because it is drafted to be retroactive.  The measure also impacts 
requirements for language of local tax measures.  Therefore, staff will need to 
draft the tax measure so that it is compliant to make sure it is not challenged if 
the statewide measure is approved. 
 
If the City Council directs staff to proceed, input is needed on a number of 
alternative provisions that can be included in the measure.  Most of the 
provisions are designed to establish accountability measures.   
 
The first is whether to include an additional sunset clause, and if so, how long of 
a period.  The advantage of a sunset clause is that experts typically believe they 
help increase voter support.  The disadvantages are that they leave future 
revenue projections uncertain, make it difficult to issue long-term financing for 
capital improvements, and increase staff work and costs to periodically place 
measures on the ballot to extend the tax.  If a sunset clause is desired, it is 
recommended it be established at no less than 10 years.  If the Council wants to 
put in place some alternate measure to enhance accountability and community 
oversight, it can require a public hearing take place every five years that is 
advertised to the public to determine if the tax is still necessary and should be 
continued. 
 
Second, the Council will need to decide whether to continue to require a sales 
tax advisory committee.  The committee has been very helpful after the original 
measure was adopted by providing increased community oversight.  However, it 
becomes less necessary over time because most of the expenditures are 
ongoing and there are few changes for the committee to review.  Since the 
increase is proposed primarily to fund existing expenditures, there won't be many 
decisions for the committee to make on how to allocate the new revenue.  As a 
result, it is recommended the committee either be eliminated or that it be in place 
for only the first budget cycle after the tax increase takes effect.   
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Third, staff requests direction on whether to place another advisory measure on 
the ballot.  The advantage of advisory measures is they help communicate to 
voters what the tax funds are intended to be used for without legally restricting 
them.  The disadvantages are that they sometimes create confusion and false 
expectations since the measures are legally non-binding.  In addition, a specific 
advisory measure which appears to direct the expenditure of the funds to a 
specific area (e.g. public safety) could provide for a legally untested argument 
that it turns a “general tax” into a “special tax”.  This raises a concern that it could 
raise the threshold needed to a 2/3 voter approval rather than a majority vote.  A 
true general tax should provide leeway for the City to expend the funds for any 
General Fund purpose, and assuming the statewide initiative is not passed, 
should only require a 50% vote.  Staff recommends that any advisory measure 
not include specific percentages for use of the funds because funding needs and 
City priorities change over time.  If the Council would like to include an advisory 
measure, the following draft wording is proposed for consideration, which 
accurately identifies the intended use of the revenue while maintaining flexibility 
(subject to further legal review and comment): 
 

If the City’s General Sales Tax Measure passes, the City should 
utilize the revenues to balance the budget in order to maintain 
existing operations and services; pay off existing General Fund 
debt and establish a financial reserve; fund public safety staffing, 
services and projects designed to eliminate youth violence; fund 
improvements to streets and sidewalk infrastructure; and finance 
downtown improvements and other economic development efforts 
designed to increase businesses, jobs and visitors to King City. 

 
COST ANALYSIS: 
 
Based on staff's assessment of current operations, it is believed current staffing 
levels are at a minimum for the City's existing operations, facilities and 
responsibilities.  As the City has experienced in the past, any further reductions 
in staff only results in a lack of maintenance and accountability that increases 
costs through claims, litigation and a rise in violence and crime.   
 
While reducing the debt and increasing capital projects is an important financial 
need in the City on an ongoing basis, these are also costs that can be 
temporarily deferred during a recession if necessary.  Since the goal is to be able 
to withstand economic downturns without increasing debt, staff prepared an 
analysis of the ability of the budget to withstand a recession at this time by 
removing all one-time revenue sources, projected cannabis tax revenues, and all 
expenses for capital projects and repayment of debt.  This would result in a 
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deficit of approximately $889,000 in FY 2017-18 and $630,000 in FY 2018-19.  
Meanwhile, the 1/2 cent sales tax increase is projected to generate about 
$800,000 in annual revenue.   
 
Therefore, revenues from the cannabis tax are still necessary to address the 
City's projected needs on an ongoing basis.  However, the local sales tax 
revenue increase is critical in order to ensure the City can continue to function in 
a fiscally solvent matter when necessary without these revenues.   
 
The additional election cost of including the measure is estimated to be 
approximately $2,500 to $5,000.  It is also recommended the City budget $2,500 
for public education materials and there will be legal costs associated with 
drafting and reviewing the measure. 
 
ENVIRONMENTAL REVIEW: 
 
Since this is only a discussion item at this time, it is not considered a project for 
the purposes of CEQA and has no potential for resulting in either a direct or 
indirect impact to the environment.   
 
ALTERNATIVES: 
 
The following alternatives are presented for Council consideration: 
1. Direct staff to proceed in preparing a local sales tax increase ballot 

measure for consideration as recommended; 
2. Direct staff to proceed to prepare a local sales tax increase ballot measure 

for consideration with a sunset clause, and/or advisory committee 
requirement, and/or advisory measure; 

3. Direct staff to proceed to prepare a local sales tax increase ballot measure 
for consideration with a requirement for a public hearing every 5 years;  

4. Direct staff not to proceed with a local sales increase ballot measure;  
5. Direct staff to prepare an analysis and provide more information only at 

this time; or 
6. Provide staff other direction. 
 
 
 
Prepared and Approved by:  _____________________________________ 
       Steven Adams, City Manager 
  
 


