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CITY OF SANTA BARBARA


CITY COUNCIL AGENDA REPORT

AGENDA DATE:
October 7, 2014
TO:
Mayor and Councilmembers
FROM:


Administration Division, Finance Department
SUBJECT:
Consideration Of Potential Amendment To The Municipal Code, Title 5, Affecting Business License Taxes Payable By Artists
RECOMMENDATION:
That the City Council direct the City Attorney to draft an ordinance to amend Title 5 of the Municipal Code pertaining to business license taxes to add an exemption for artists with annual gross receipts of less than $5,000.
DISCUSSION:
The Business License Tax Ordinance (Ordinance) was adopted in 1963 and was enacted solely to raise revenue, similar to other local taxes, for municipal purposes; it was not intended for regulatory purposes.  The business license tax rate is structured either on a gross receipt basis or a flat fee basis, depending on the type of business (see Attachment 1).  Per the Ordinance, the tax rate is applied based on business category or business type as defined in the code.  The Ordinance also provides for certain exemptions to the tax, such as charitable, educational and religious organizations; minors; and disabled individuals.  In addition, there is a reduced tax rate of $5 for businesses with annual gross receipts of $1,200 or less.  

Starting in Fiscal Year 2013, the Finance Department hired a consultant to assist in identifying businesses in the City that may not be in compliance with the City’s business license tax ordinance. This effort augmented existing audit efforts related to the City’s Transient Occupancy Tax and Utility Users’ Tax ordinances, and the collection of sales taxes per State law. 

As a result of this audit effort, many artists were identified and, where appropriate, requested to come into compliance with the business license tax requirements. 

Representatives from various arts organizations and associations raised a number of concerns and questions with City Council and staff over the applicability of the Ordinance to artists given that many of the artists do not generate a significant amount of money from the sale of their art work. 
Over the past few months, Finance Department staff has responded to questions and concerns regarding the business license tax requirements for artists.  Finance staff provided a fact sheet to the artist community (see Attachment 2) and attended the Santa Barbara Arts Advisory Committee in May 2014 during which City staff presented additional information and clarification of the business license tax requirements per the City’s Ordinance.  Staff also provided an amnesty program that allowed artists additional time to comply with the Ordinance without the penalties.  
Tax Rates for Artists

For artists preferring to be categorized as a “professional artist,” the amount of tax is $100 per year, pursuant to the Ordinance, Section 5.04.420. For all other artists, the amount of tax is based on annual gross receipts with a minimum tax of $30 for the Arts/Crafts – Home Occupation category (5.04.450).  However, if an artist has annual gross receipts of $1,200 or less then the tax rate is $5 (Section 5.04.730).
Potential Change to the Business License Tax Ordinance
In response to a request from Council and the concerns raised by the artist community, staff has developed a potential change to the Ordinance, exempting any artist from the business license tax requirements that generates less than $5,000 in gross earnings in any year. If approved by Council, this change would effectively exempt many artists that are not actively engaged in the sale of art, which is consistent with the intent of the ordinance and addresses many of the concerns of the artist community. 
Staff presented this item to the Finance Committee on September 23, 2014 and the Committee unanimously voted to recommend approval of a proposed change for Artists which would exempt them from the business license tax for gross receipts of less than $5,000.  
BUDGET/FINANCIAL INFORMATION:

Business license taxes generate approximately $2.55 million in tax revenue each year, and the Artist category currently represents approximately $10,000 of that amount. Staff estimates that the exemption for annual gross receipts of less than $5,000 for Artists will result in a reduction of revenue by approximately $3,000 to $5,000 annually.
ATTACHMENTS:
1.
Business License Tax Rates 

2.
Business License Frequently Asked Questions (FAQs) 
PREPARED BY:
Genie Wilson, Treasury Manager
SUBMITTED BY:
Robert Samario, Finance Director
APPROVED BY:
City Administrator's Office
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