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revenue basics

You don’t have to scratch any local government issue very deeply to find the
question of money: What’s this going to cost? What are we going to get for
that price? Is this project worth it?

How does your city pay its bills? What
does the future hold for city service costs
and funding? Though every city is different — each with its own needs, local
economy, expectations, protocols, responsibilities and finances — some essential
elements of city revenues and spending are
common to cities throughout California.
an overview of city
revenue sources
Revenue, the bread and butter of city
budgets, comes from a variety of sources.
Some revenue is restricted by law to certain uses; some revenue is payment from
customers for a specific service. Other
revenue requires voter approval for rate
increases. Still other revenue comes from
state and federal agencies, almost all of it
with strings attached.
The California Constitution and state law
provide some specific distinctions among
municipal revenue sources.
continued
www.cacities.org

california city revenues
Utility Fees

Other
5%

(water, sewer, refuse,
electric, gas, etc.)

29%

Property Tax 14%
Sales Tax 7%

Other Fees
12%

Not
Restricted
36%

Development
Fees/
Permits
2%

Utility User Tax 3%
Transient Occupancy Tax 2%
Other Tax 3%
Franchises 2%

Licenses,
Permits
<1%

State & Federal <1%
Other 3%

Fines, Forfeitures
1%
Investments, Rents
1%

Business License 2%

Federal
Grants
5%

State
Grants
4%

Benefit
Assessments
2%
Special Taxes
3%

This is a statewide aggregation of city revenues. Individual cities vary.
Source: Author's computations using 2014–15 data from California state controller;
does not include the City and County of San Francisco.
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A Primer on California City Revenues, continued

taxes
A tax is a charge for public services and
facilities. There need not be a direct
relationship between the services and
facilities used by an individual taxpayer
and the tax paid. Cities may impose any
tax not otherwise prohibited by state law
(Gov’t. Code Section 37100.5). The state
prohibits local governments from taxing
certain items, including cigarettes, alcohol
and personal income; the state taxes these
for its own purposes.
The California Constitution distinguishes
between a general tax and a special tax.
General tax revenues may be used for any
purpose. A majority of voters must approve
a new general tax, its increase or extension
in the same election in which city council
members are elected. Special tax revenues
must be used for a specific purpose, and
two-thirds of voters must approve a new
special tax, its increase or extension.

Overview of General Tax and Special Tax Requirements
General Tax

Special Tax

Use of Revenues

Unrestricted

Specific purpose

Governing Body
Approval Required

• General-law cities: twothirds approval is required.

Majority

• Charter cities: majority
approval is required.
• Transactions and use
taxes: two-thirds approval
is required.
Voter Approval
Required

Majority

Two-thirds

Other Rules

A general tax election must be
consolidated with a regularly
scheduled general election
of members of the governing
body, unless an emergency is
declared by unanimous vote
(among those present) of the
governing body.

Special tax funds must be deposited in a separate account.
The taxing agency must publish
an annual report including the
tax rate, the amounts of revenues collected and expended
and the status of any project
funded by the special tax.

Local Tax and Revenue Limitations:
Proposition 13 and Its Siblings
Local officials have limited choices in governing, managing their finances and
raising revenues to provide services needed by their communities. Voters have
placed restrictions as well as protections in the state Constitution. The Legislature
has acted in various ways both to support and provide and to limit and withdraw
financial powers and resources from cities, counties and special districts.
Significant limitations on local revenue-raising include:
• Property taxes may not be increased except with a two-thirds vote to fund
a general obligation bond (most local school bonds can now be passed with
55 percent voter approval);
• The Legislature controls the allocation of local property tax among the
county, cities, special districts and school districts within each county;
• Voter approval is required to enact, increase or extend any type of local tax;
• Assessments to pay for public facilities that benefit real property require
property-owner approval;
• Fees for services and the use of local agency facilities may not exceed
the reasonable cost of providing those services and facilities; and
• Fees for services such as water, sewer and trash collection are subject
to property-owner majority protest.

fees, charges and
assessments
A fee is a charge imposed on an individual
for a service that the person chooses to
receive. A fee may not exceed the estimated
reasonable cost of providing the particular
service or product for which the fee is
charged, plus overhead. Examples of city
fees include water service, sewer service
connection, building permits, recreational
classes and development impact fees.
Cities have the general authority to impose
fees (as charges and rates) under the cities’
police powers granted by the state Constitution (Article XI, Sections 7 and 9).
State law sets specific procedures for fee
and rate adoption. Proposition 218 provides special rules for property-related fees
used to fund property-related services.
Special benefit assessments are charges
levied to pay for public improvements or
services within a predetermined district
or area, according to the benefit the
parcel receives from the improvement or
services. The state Constitution requires
continued on page 6

4

League of California Cities

www.cacities.org

A Primer on California City Revenues, continued from page 4

a fee may not exceed the estimated
reasonable cost of providing the
particular service or product for
which the fee is charged, plus overhead.

property-owner approval to impose a
benefit assessment. Other locally raised
revenues include licenses and permits;
franchises and rents; royalties and concessions, fines, forfeitures and penalties; and
investment earnings.
intergovernmental
revenue
Cities also receive revenue from other
government agencies, principally the state
and federal governments. These revenues
include general or categorical support
monies called subventions, as well as grants
for specific projects and reimbursements
for the costs of some state mandates. Intergovernmental revenues provide 10 percent
of city revenues statewide.
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other city revenues
Other sources of revenue to cities include
rents, franchises, concessions and royalties; investment earnings; revenue from
the sale of property; proceeds from debt
financing; revenues from licenses and permits; and fines and penalties. Each type
of revenue has legal limitations on what
may be charged and collected as well as
how the money may be spent.
putting money in
its proper place
The law restricts many types of city
revenues to certain uses. As explained
earlier, a special tax is levied for a
specific program. Some subventions are
designated by law for specific activities.
Fees are charged for specific services, and

fee revenue may fund only those services
and related expenses. To comply with these
laws and standards, finance departments
segregate revenues and expenditures into
separate accounts or funds. The three most
important types of city funds are special
revenue funds, enterprise funds and the
General Fund.
Special revenue funds are used to account
for activities paid for by taxes or other
designated revenue sources that have specific limitations on use according to law.
For example, the state levies gasoline taxes
and allocates some of these funds to cities
and counties. A local government deposits
gasoline tax revenue in a special fund and
spends the money for streets and roadrelated programs, according to law.

www.cacities.org

Local Revenue Protections

In response to actions of the Legislature
and the deterioration of local control of
fiscal matters, local governments placed
on the ballot and voters approved
Proposition 1A in 2004 and Prop. 22 in
2010. Together, these measures prohibit
the state from:
• Enacting most local government mandates without fully funding the costs
(the definition of a state mandate
includes the transfer of responsibility
for a program for which the state was
previously fully or partially responsible);

• Reducing the local portion of the sales
and use tax rate or altering its method
of allocation, except to comply with
federal law or an interstate compact;
• Reducing the combined share of
property tax revenues going to the

cities, county and special districts in
any county; and
• Borrowing, delaying or taking motor
vehicle fuel tax allocations, gasoline
sales tax allocations or public transportation account funds.

Fiercely Protecting
Our Clients Since 1927
Public Law
Labor & Employment
Litigation
Education Law
Real Estate & Business
Construction Law
Environmental Law

Law offices throughout California | 800.333.4297 | www.bwslaw.com

The Legislature has enacted many
complicated changes in state and local
revenues over the past 30 years, which
at times have had significant negative fiscal impacts on city budgets. In
response, local governments and their
allies drafted — and voters approved —
state constitutional protections limiting
many of these actions. At times, these
protections have resulted in the Legislature undertaking even more complex
maneuvers in efforts to solve the financial
problems and protect the interests of the
state budget.

Enterprise funds are used to account for
self-supporting activities that provide services on a user-charge basis. For example,
many cities provide water treatment and
distribution services to their residents. Users of these services pay utility fees, which
the city deposits in a water enterprise fund.
Expenditures for water services are charged
to this fund.
The General Fund is used to account
for money that is not required legally or
by sound financial management to be
accounted for in another fund. Major
sources of city General Fund revenue include sales and use tax, property tax and
locally adopted business license tax, hotel
tax and utility user taxes.

www.cacities.org
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major city revenues

major city
revenues

sales tax: how much goes to your city?

Sales and Use Tax. The sales tax an
individual pays on a purchase is collected
by the state Board of Equalization and
includes a state sales tax, the locally levied
Bradley-Burns sales tax and several other
components. The sales tax is imposed
on the total retail price of any tangible
personal property. State law provides a
variety of exemptions to the sales and
use tax, including resale, interstate sales,
intangibles, food for home consumption,
candy, bottled water, natural gas, electricity and water delivered through pipes,
prescription medicines, agricultural feed,
seeds, fertilizer and sales to the federal
government. A use tax is imposed on the
purchaser for transactions in which the
sales tax is not collected.

Add-On Transactions & Use (e)
varies

Sales and use tax revenue received by
cities is general purpose revenue and is
deposited into a city’s General Fund.
continued

www.cacities.org

City or County (a)
1.00%
County
Transportation (b)
0.25%
Prop. 172 Public
Safety (c)
0.50%

State
General
Fund
3.9375%

County Realigned
Programs (d)
1.5625%
a. The local 1 percent rate is allocated based on a "point of sale" or "situs" of the sales transaction. The local rate goes to the city or
unincorporated county area where the transaction occurs.
b. The 0.25 percent rate for county transportation programs is allocated to the county in which the transaction occurs.
c. Proposition 172 of 1993 established a 0.5 percent state sales tax to fund public safety programs (sheriff, police, fire, district
attorney, etc.) to mitigate the impacts on those programs of state shifts of property tax revenues.
d. In 1991 the California Legislature enacted a realignment of state and county programs, assigning various health and welfare
program responsibilities to counties and providing funding for those programs including a 0.5 percent portion of the state-imposed
sales and use tax rate. In 2011 the California Legislature enacted another realignment of state and county programs, assigning various
corrections and rehabilitation program responsibilities to counties and providing funding for those programs, including a 1.0625 percent portion of the state-imposed sales and use tax rate.
e. Some counties and some cities have imposed additional "transactions and use" tax rates, which may total no more than 2 percent
in counties other than Los Angeles, Contra Costa and Alameda. In Los Angeles, Contra Costa and Alameda counties, the maximum
combined additional rate is 2.5 percent.

League of California Cities
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A Primer on California City Revenues, continued

Although cities vary widely, sales and use
tax revenue provides on average 30 percent
of city general purpose revenue — and
often as much as 45 percent.

• The historic (1978) tax rates of the
city in relation to other local taxing
entities. City property tax revenues are
also affected by local property values.

Cities and counties may impose additional
transaction and use taxes in increments of
0.125 percent with two-thirds city council
approval and majority voter approval for a
general tax; a special tax requires two-thirds
voter approval. The combined rate of the
city and county transaction and use taxes is
capped at 2 percent in most counties.

Property Tax in Lieu of Vehicle License
Fee (VLF). The VLF is a tax imposed by
the state on the ownership of a registered
vehicle in place of taxing vehicles. Cities
receive additional property tax to replace
VLF revenue that was cut when the state
permanently reduced the VLF in 2004.
This property tax in lieu of VLF grows
with the change from the prior year in
gross assessed valuation of taxable property in the jurisdiction. Property tax in
lieu of VLF allocations is in addition
to other property tax apportionments.

Property Tax. The property tax is an
ad valorem (value-based) tax imposed
on real property and tangible personal
property. State law provides a variety of
exemptions to the property tax, including most government-owned property;
nonprofit, educational, religious, hospital,
charitable and cemetery properties; the
first $7,000 of an owner-occupied home;
business inventories; household furnishings and personal effects; timber; motor
vehicles, freight and passenger vessels; and
crops and orchards for the first four years.
California Constitution Article XIIIA
(Proposition 13) limits the property tax
to a maximum 1 percent of assessed value, not including voter-approved rates to
fund debt. The assessed value of property
is the base year value plus the value of
any improvements, plus annual inflation
capped at 2 percent per year. The base
year value is the value at the most recent
sale or the 1975–76 market value. Property that declines in market value may be
temporarily reassessed at the lower value.
Property is reassessed to current full value
upon change in ownership (with certain
exemptions). Property tax revenue is collected by counties and allocated according to state law among cities, counties,
school districts and special districts.
The share of property tax revenue allocated
to a city varies depending on a variety of
factors, including:
• The service responsibilities of the city
(for example, in a city where fire services
are provided by a special district, the city
receives a lower share, with a portion of
the property tax revenues going instead
to the special district); and
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Property tax revenue (including property
tax in lieu of VLF) accounts for more
than one-third of general revenue for the
average full-service city. For cities that do
not fund fire service, property tax revenue
represents on average 25 percent of general revenue.

Business License Tax. Most cities in
California levy a business license tax.
Tax rates are determined by each city,
which collects the taxes. Business license
taxes are most commonly based on gross
receipts or levied at a flat rate but are
sometimes based on the quantity of goods
produced, number of employees, number
of vehicles, square footage of the business or some combination of factors. In
all cases, cities have adopted their tax as
a general tax. On average, the business
license tax provides about 3 percent of
city general revenue and often as much as
6 percent. For businesses that operate in
more than one city, state or county, cities
can impose a business license tax on only
that portion of the business transacted in
that city.
Transient Occupancy Tax (TOT) or
“Hotel Bed” Tax. More than 400 cities
in California impose TOT on people
staying for 30 days or less in a hotel, inn
or other lodging facility. Rates range from

Responsibilities Differ Among Cities — and
Consequently, So Do Budgets
Comparing revenues and expenditures of different cities can be difficult because cities vary according to the needs of their constituents, the nature of the
local economy and the city’s service and financial responsibilities. Less than
25 percent of California cities are full-service cities, responsible for funding all
of the major city General Fund-supported services such as police, fire, library,
parks and recreation and planning. In about three out of 10 California communities, a special district provides fire services with property tax revenue that would
otherwise go to the city. In six out of 10 California cities, another public agency
provides and funds library services.
Allocations of property taxes among local agencies vary from place to place due
to differences in the service responsibilities among agencies serving different
areas and differences in the tax rates enacted by those agencies prior to Prop. 13,
which passed in 1978. Full-service cities generally receive higher shares than
those that do not provide the complete range of municipal services. For example,
in a city where fire services are provided by a special district, the city gets
a lower share, and a portion of the property tax revenues goes instead to the
special district.
Property tax revenues among jurisdictions are also, of course, dramatically
affected by differences in the assessed value of properties.

www.cacities.org

3.5 to 15 percent of the lodging cost. In
nearly all cases, cities have adopted these
as general taxes, but some cities make a
point of budgeting the funds for tourism
or business development-related programs.
Among cities that impose a TOT, it provides 7 percent on average of a city’s general
revenues and often as much as 17 percent.
Utility User Tax (UUT). More than 150
cities (collectively representing a majority
of the state’s population) impose a utility
user tax. UUT rates vary from 1 to 11
percent and are levied on the users of various utilities, which may include telephone,
electricity, gas, water and cable television.
For cities that impose the UUT, it provides
an average of 15 percent of general revenue
and often as much as 22 percent.

sales and use tax revenue
provides on average
30 percent of city
general purpose revenue —
and often as much as
45 percent.

continued

Mark Adler
Managing Director
310 297-6010
mark.j.adler@pjc.com

Tom Innis
Managing Director
415 616-1635
thomas.p.innis@pjc.com

Katie Koster
Managing Director
949 494-6110
katherine.a.koster@pjc.com

Russell Reyes
Managing Director
310 297-6014
russell.c.reyes@pjc.com

Victor Ume-Ukeje
Managing Director
415 616-1662
victor.e.ume-ukeje@pjc.com

Tony Rapista
Vice President
310 297-6031
anthony.l.rapista@pjc.com

www.cacities.org

Dennis McGuire
Managing Director
916 361-6520
dennis.j.mcguire@pjc.com

League of California Cities

11

A Primer on California City Revenues, continued

Parcel Tax. This is a special non-valuebased tax on property, generally based
on either a flat per-parcel rate or a variable rate depending on the size, use or
number of units on the parcel. Parcel
taxes require two-thirds voter approval
and are imposed for a variety of purposes,
including police and fire services, parks,
libraries and open space protection. Parcel
taxes provide less than 1 percent of city
revenues statewide.
Rents, Royalties and Concessions.
Examples of revenues generated through
the use of city property include royalties
from natural resources taken from city
property, the sale of advertising in city
publications, payments from concessionaires operating on city property, facility
rentals, entry charges, on- and off-street
parking charges and even golf fees.

Every great leader's
secret weapon is a
trusted financial advisor.

Let us be
yours.

Municipal Advisors for:

Franchises. In lieu of rent, franchise fees
are collected from refuse collectors, cable
television companies and utilities for the
use of city streets. Some franchise charges
are limited by statute.
Fines, Forfeitures and Penalties. Cities
receive a share of fines and bail forfeitures
from misdemeanors and infractions committed within city boundaries. State law
determines the distribution and use of
state-imposed fines and forfeitures, but
cities determine penalties for violations of
their municipal codes.
Service Charges and Fees. Cities have
authority to impose fees, charges and rates
for services and facilities they provide, such
as plan checking or recreation classes.
Use of these revenues is limited to paying
for the service for which the fees are collected, but may include overhead, capital
improvements and debt service.
Regulatory fees pay for the cost of issuing licenses and permits, performing
investigations, inspections and audits and
the administrative enforcement of these
activities. Examples include a fee to pay
for the cost of processing pesticide license

applications or a fee to inspect restaurants
for health and safety compliance.
City utilities and enterprises supported by
service fees constitute a substantial portion of most city budgets. These include
water, sewer, electricity and solid waste
services. In some cities, a public or private
agency other than the city provides and
funds these services.
and there’s more
City budgets can be bewildering. Myriad
laws and limitations make city funding a
very complicated subject. Understanding
the essentials of city finance is critical for
any city decision-maker. Elected officials
find their job is made easier when they
are able to explain the basic elements of
municipal finance to their constituents. ■

More Resources Online
For additional information and links to related
resources, read the online version of this
publication at www.westerncity.com.

Trends in California City Finance
• State and federal aid to California cities is declining, down from 21 percent of
a city’s budget in 1974–75 to less than 10 percent today. Nearly all state and
federal aid today is earmarked for specific purposes;
• The sales tax base is declining relative to population and inflation growth, due
to the gradual shift toward a service-oriented economy;

- Public Finance

• Voter-approved provisions in the state Constitution limit the types, approval
procedures and use of local taxes, fees and other charges;

- Policy Recommendations

• State population growth is higher in cities than in unincorporated areas;

- Financial Modeling
- Strategic Capital Planning
- Green Bonds

• Cities must respond to residents’ demand for a greater array of services that
bring with them additional costs and new challenges (high tech, cable, transit,
pollution control, etc.);
• Spending on police and fire services is up largely due to employee pension
and retiree health-care costs; and
• Infrastructure improvements and maintenance are lagging.

NHAadvisors.com
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Important Local Government Tools
League Health
Benefits Marketplace

SM

Flexible Health Care Solutions for Cities,
Employees and Retirees
Created by the League, the HBM features:

» Retiree benefits solutions designed to help cities
reduce OPEB liability

» A technology-driven administrative

platform to ease delivery of employee
and retiree health benefits

Purchasing Solutions
Important Factors that Differentiate
U.S. Communities from Other
Purchasing Programs

» No public agency fees or costs
» Contract benchmarking to validate best
pricing guarantee

» Publicly solicited contracts by a large lead
public agency

» Public agency oversight by

state and local government
procurement professionals

» A range of carriers and plan

» Commitment to lowest

options tailored to active
employees and retirees

government pricing from
each supplier

» ACA compliance/reporting,
wellness program and
voluntary benefit options

Contact: (916) 658-8226

Contact:
Northern CA (415) 328-8109
Southern CA (925) 588-5054

www.cacities.org/HBM

www.uscommunities.org/lcc

Investments
Your Pooled Public Agency
Investment Solution

» Four active account options offering
diversification and flexibility
• Short-Term
• Medium-Term
• Money Market Fund
• Government Money Market Fund

» Low minimum investment amount
» Governed by city, county and special district
treasurers and investment officers

Contact: (888) 422-8778
www.caltrust.org

Economic
Development
Local Government JPA Providing an
Effective Tool for Financing Community-Based
Public Benefits Projects

» Multifamily & Senior Affordable Housing
» 501c3 Nonprofits
» Statewide Community Infrastructure Program (SCIP)
» Total Road Improvement Program
» Property Assessed Clean Energy (PACE)
» New Markets Tax Credits
Contact: (925) 476-5887 or (925) 476-5644
www.cscda.org

Financial Programs Created by the League of California Cities

TAKING THE BULL BY THE TAX BASE.
Oakdale, the “Cowboy Capitol of the World,” needed to grow its tax base, but it was nearly
completely built out to existing city limits. Churchwell White worked with city leaders, staff
and community to expand the boundaries by passing an updated general plan and new plans
for residential and commercial development. We reworked development agreements and
infrastructure phasing requirements—all geared toward creating new projects and revenue
sources. And while at it, the city passed a climate action plan, too. All of this was done cost
effectively and without any litigation.

PUBLIC LAW

| GOVERNMENT RELATIONS | REGULATORY ADVOCACY | CHURCHWELLWHITE.COM

