REPORT
To the Honorable Mayor and City Council
_From the City Manager

July 13, 2009

SUBJECT
Proposed Revisions to Business License Tax Ordinance

RECOMMENDATION

1. Introduce Ordinance No. adding Sections 32.156, 32.157, 32.158, 32.159,
and 32.160 to Division 6 of Article V of Chapter 32 of the Redwood City Municipal
Code with respect to a Business License Tax.

2. Adopt a resolution authorizing submission of Ordinance No. adding Sections
32.156, 32.157, 32.158, 32.159, and 32.160 to Division 6 of Article V of Chapter 32
of the Redwood City Municipal Code to the voters of the City of Redwood City at
the Consolidated General Municipal Election of November 3, 2009.

3. By motion, direct the City Attorney o prepare an impartial analysis with respect to
Ordinance No.

4. By motion, authorize the Mayor and Vice Mayor to select such persons as
necessary to sign the ballot arguments in favor of Ordinance No. .

BACKGROUND

The City's business license tax rates were most recently increased on July 1, 1994,
The current version of the ordinance was adopted by Council in 1990 and called for 5%
annual increases in the tax rates from 1991 — 1994. The ordinance provides for no
increases thereafter.

About 70% of the business license revenue is generated by businesses that fall into the
“general business category.” The current tax rates for this category are $37 per
business plus $24 for each full-time employee and $12 for each part-time employee. If
the proposed increase is approved by the voters these rates would increase to $59 per
business plus $38 for each full-time employee and $19 for each part-time employee
over a three year period.

In November 1996 the Caiifornia voters approved proposition 218 which amended the
State Constitution to require voter approval of any new taxes and increases in any
existing taxes. As a result of proposition 218 the City’s business license tax rates have
not increased since 1994. Earlier this year the Council Finance Committee met with
staff from the Finance Department to explore alternatives for increasing the business
license fax rates. Staff calculated that inflation, as measured by the changes in the San
Francisco-Oakland-San Jose consumer price index (All Urban Consumers), has
increased by about 50% since 1995. Applying this factor to the current estimated
annual business license tax revenues of $1.3 million indicates that had the tax rates
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kept pace with inflation the City would be receiving about $650,000 in additional
business license revenue annually. If the Council does not attach any restrictions upon
the use of these revenues then approval by a simple majority of those voting will be
required for the increase to become effective.

At the February 9, 2009 meeting the Finance Committee expressed a preference for
increasing the business license tax rates by 50% over a three year period commencing
July 1, 2010 with the tax rates then increasing by changes in the above consumer price
index in subsequent vears. The Committee then directed staff to meet with key
stakeholder groups in the community, such as the Chamber of Commerce (Chamber)
and Downtown Business Group, fo explain the favored approach and o gauge the
receptivity of this possible tax increase.

The Finance Director and City Manager met and discussed this concept with several
committees at the Chamber of Commerce. The result was the Chamber's Economic
Development Committee voting to recommend to the Chamber Board of Directors that
the Board support the proposed increase in business license tax rates. On May 28" the
Chamber Board of Directors voted to support the proposed increase in business license
tax rates should the Council elect to place such an increase on the November ballot.

Although staff is unaware of the Downtown Business Group taking a formal position on
this matter we did not detect any strong or deep opposition to it.

The Finance Director also presented this tc the Board of Realfors and is uncertain
whether this group will be taking a formal position on this proposal.

The proposed ordinance increasing the City’s business license tax rates is attached
hereto as Attachment 1. The City Council will need to adopt a resolution submitting the
proposed ordinance to the voters of Redwood City at the Consolidated General
Municipal Election to be held on November 3, 2009. Attached hereto as Attachment 2
is the proposed resolution.

FiscaL IMPACT

Should the voters approve adoption of the proposed Business License Tax increase,
the additional revenues o be received by the City of Redwood City are estimated to be
approximately $650,000 per year by FY 2012-2013.
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Brian Ponty & ~>STan T, Yathamol Peter In§ram
Finance Director City At}zrney City Manager
ATTACHMENTS

1. Ordinance
2. Resolution

RELATED DOCUMENTS IN CITY CLERK’S OFFICE
NONE
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ATTACHMENT 1
ORDINANCE NO.

AN ORDINANCE OF THE CITY COUNCIL OF THE CITY OF
REDWQOD CITY ADDING SECTIONS 32.156, 32.157, 32.158
AND 32160 TO ARTICLE V OF CHAPTER 32 OF THE
REDWOOD CITY MUNICIPAL CODE WITH RESPECT TO
BUSINESS LICENSE TAXES

THE PEOPLE OF THE CITY OF REDWOOD CITY DO ORDAIN AS
FOLLOWS:

SECTION 1. The Sections 32.156, 32.157, 32.158, 32.159, and 32.160 of
Article V of Chapter 32 of the Redwood City Municipal Code are hereby added to
read as follows:

“iArticle V.
BUSINESS LICENSES
DIVISION 6. LICENSE TAXES

Sec. 32.156. RATES GENERALLY:

Effective July 1, 2010, except as otherwise specified in Section 32.157, every
person commencing, engaged in, conducting or carrying on a business within the
City shall pay an annual business license tax in the base amount of forty three
dollars ($43.00) plus the amount of twenty eight dollars ($28.00) times the
average number of persons employed, including employees of contractors,
subcontractors and professional persons engaged in or to be engaged in such
business. The amount levied per employee shall be fourteen dollars ($14.00) for
part-time employees. The foregoing rates will increase 16.67% annually
commencing upon July 1, 2011 and upon July 1, 2012. Such increases wiil be
rounded to the nearest whole dollar. Thereafter these rates will increase as
provided for in Section 32.159.

Sec. 32.157. SPECIFIED BUSINESSES:

Effective July 1, 2010, every person who commences, conducts, engages in or
carries on any business described or whose business designation is listed
hereinafter in this Section shall pay a business license tax comprised of the base
tax plus the unit tax amount times the number of units calculated, respectively,
for each such classification of business as hereinafter specified:
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