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Executive Summary
Management Partners was requested to update the City’s adopted fiscal sustainability plan,
approved by the Council in May 2018. This memorandum summarizes our updated analysis
and provides four new budget scenarios for Council consideration as City leaders seek to solve
the long-term, structural fiscal gap in the General Fund.
The updated long-range General Fund financial forecast (based on actions taken by City staff)
and updated revenue and expenditure projections indicates an ongoing structural gap of
approximately $2 million. Without corrective action, the General Fund reserves will fall below
the minimum reserve target of 17% of annual operating expenditures by the end of FY 2020-21,
will be nearly fully depleted in FY 2021-22, and will fall below zero starting in FY 2022-23. The
forecast makes an assumption that voters would approve an extension of the local 0.5%
transactions and use (sales) tax measure prior to its expiration in March 2022. The gap remains
as a result of the three primary factors detailed below.
1. Transient Occupancy Tax (TOT) Rate. The City Council placed a measure on the
November 2018 ballot for a tax rate of 11%, which was approved by voters. While
revenues from the 1440 Multiversity project have exceeded expectations, overall
revenues are still lower than projected.
2. Marriott Residence Inn. In the last several months, staff learned that the Marriott
Residence Inn hotel project that was anticipated to be implemented by FY 2019-20 is not
expected to take place. The long-term anticipated transient occupancy tax (TOT) revenue
expected from this development was $700,000 per year once completed.
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3. Local Transactions and Use Tax. The plan required an increase in the local sales tax rate
(Measure U) from 0.5% to 0.75% starting in FY 2021-22. The baseline forecast assumes
that the tax rate is maintained at 0.5%. Without voter approval, the City would lose an
additional $1.4 million in future revenues if Measure U sunsets
Based on the factors above, five revised budget scenarios are provided to demonstrate different
outcomes and strategies that use a combination of revenue enhancements and expenditure
reductions. Four of the five scenarios incorporate varying budget strategies that would all
require tax measures to be approved by voters. The fifth scenario assumes no new revenue
sources other than a modest 1% increase in the TOT rate, and the expiration of the existing local
sales tax. This scenario requires the General Fund to reduce expenditures up to $3 million per
year by FY 2022-23 (or 21% of annual operating expenditures), and up to $3.7 million per year
by FY 2028-29, to remain solvent. This would have severe negative impacts on police, roadway
and parks maintenance, and administration services.
The Council will need to consider implementing a variety of budget strategies in the next six
months to address the fiscal gap and maintain fiscal sustainability for General Fund operations.

Background
Management Partners assisted the City in developing a fiscal sustainability plan in preparation
of the FY 2018-19 budget process. The plan was based on a series of budget strategies that we
analyzed and packaged into a several budget scenarios for City Council consideration. The
scenarios were presented to the City Council on March 7, 2018. Staff will provide the March 7,
2018 report to Council separately, which is used as a reference document for this updated
analysis.
Four budget scenarios were introduced in that report for Council review. At its May 2, 2018
regular meeting, the Council adopted a fiscal sustainability plan that incorporated the elements
indicated in Table 1 below.
Table 1. City Council Approved Budget Strategies from May 2, 2018
Strategy/Feedback
Category

Revenue
Enhancements

Council Recommended Budget Strategy

Timing

Transient occupancy tax – increase TOT rate to 11%

January 1, 2019
through a November
2018 election

Local transactions and use tax (sales tax) – increase the existing
sales tax rate from 0.50% to 0.75% and extend the tax measure
long term or make it permanent

April 1, 2020 through
a November 2019
election declaring a
fiscal emergency
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Changes
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Council Recommended Budget Strategy

Timing

Development services fees – implement increases in fees and
charges for development services (building, planning, public
works engineering) to Council-established cost recovery levels
based on the NBS 2018 fee study ratably over a three-year
period starting in FY 2018-19

September 2018 and
every fiscal year
thereafter through
FY 2020-21

Vehicle/fleet maintenance – evaluate service delivery options,
conduct a fleet utilization study, and contract for services

July 1, 2019

Online permitting – implement online permitting and a permit
tracking solution

July 1, 2020

Pension cost sharing – implement cost sharing with employees
for CalPERS pension costs of at least 3% for Classic Member
employees

July 1, 2018

Cost allocation plan – implement an increase in the cost
allocation plan to attain full cost recovery for costs incurred by
the General Fund for the Wastewater Fund after the existing
three-year wastewater rate increases are completed

July 1, 2020

None to be implemented

N/A

Inflation factor – increase the baseline inflation factor from 2%
to 3% for services and supplies and capital outlay categories

July 1, 2018

Recessions – incorporate an assumption of a moderate
recession based on historical experience into the revenue
forecast in FY 2020-21 and for every seven years thereafter

July 1, 2018

Pension obligation bonds – incorporate the General Fund
portion of the final payoff of pension obligation bonds in FY
2024-25 into the ten-year forecast

July 1, 2018

Unfunded/underfunded capital improvements – incorporate
annual transfers to begin funding unfunded and/or underfunded
capital improvement obligations to the extent excess resources
are available based on the budget strategies and updated
assumptions indicated above

July 1, 2018 or as soon
as feasible

Update on Budget Strategies Incorporated in May 2018 Fiscal Sustainability
Plan
City staff have begun implementing all the strategies identified in Table 1 above. Several
significant actions that are currently in progress are noted below.


Local transactions and use tax. Based on Council direction in February 2019, the City
engaged the assistance of Assemblymember Mark Stone to develop legislation that
would allow Scotts Valley to pursue a local sales tax rate of up to 1%. Having this option
will provide an additional strategy approach for consideration as Council refines its
fiscal sustainability plan.
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Pension cost sharing. The City reached agreement with labor groups in FY 2018-19 to
have employees fully pay the required member contribution (8% for miscellaneous
employees and 9% for public safety employees) by the end of their multi-year
agreements in FY 2020-21.

Revised Baseline Forecast
City staff provided Management Partners with the updated revised baseline forecast that was
prepared as part of the FY 2019-20 budget process. As mentioned previously in the Executive
Summary, the updated forecast indicates a continued long-term structural gap of approximately
$1 million per year. Without corrective action, General Fund reserves will be almost fully
depleted by FY 2021-22, and below zero starting in FY 2022-23. These trends are presented in
Figure 1.
Figure 1. Revised Baseline Forecast for FY 2019-20 to 2028-29

The key assumptions used in arriving at these projections are shown in Table 2.
Table 2. Key Assumptions Used in Revised Baseline Forecast for FY 2019-20 to 2028-29

Revenue Assumptions

Expenditure Assumptions

• Recession – Mild recessions in 2020-21 and 2027-

• Overall – 3% growth based on inflation
• Service levels – Services maintained at existing levels
• Personnel costs – Known increases from existing

28, recovery within three years

• Property tax – 4% growth
• Sales tax – 2% growth
• Local TUT (Measure U) – Voters extend 0.5% tax
before expiration in March 2022; 3% growth

• Hotel Tax (TOT) – Tax rate maintained at 11%;
revenue growth of 3%; current hotels in operation;
excludes Marriott proposal

• Development fees – 3% growth in baseline fees;
permit fees for development projects in pipeline
through 2021-22 included

labor contracts included

• Pension costs
o Pension sharing by employees in effect based
on existing labor contracts
o Future employer pension cost growth based on
current CalPERS actuarial reports
o No assumptions made regarding potential
future reductions to discount rate
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Revenue Assumptions

Expenditure Assumptions
• Other reductions – Incorporates $300,000 in
expenditure reductions and/or revenue
enhancements starting in FY 2021-22

Revenue Enhancement Strategies Update
The strategies presented in the March 7, 2018 report were used as a starting point in updating
the fiscal sustainability plan in this memorandum. Based on our review of staff’s updated
revenue projections, we have revised the revenue estimates for each of the Council-adopted
revenue strategies. The new forecasts, which also include updated assumptions relative to
possible implementation of each strategy, are shown in Table 3.
Table 3. Updated Council-Adopted Revenue Enhancement Strategies
Strategy

Initial Forecast

Updated Forecast

Implementation
Assumption

FSP
Implementation
Status

Hotel tax
(TOT)

Increase from 10%
to 11%: $221,000
in FY 2019-20
growing to
$360,000 by FY
2026-27

Increase from 11% to
12%: additional
$226,000 in FY 202122 growing to
$315,000 by FY 202829

 Council places ballot
measure on 11/2020
ballot
 Voters approve measure
 Increase in effect
1/1/2021

 Council placed
11% TOT rate on
November 2018
ballot; approved
by voters.

Local sales
tax (TUT)

Increase from
0.5% to 0.75%:
$710,000 in FY
2021-22 and
thereafter

 Increase from 0.5%
to 0.75%: $720,000
in FY 2022-23 and
thereafter
 Increase from 0.5%
to 1.0%: $1,250,000
in FY 2022-23 and
thereafter

 Council places ballot
measure on 11/2020
ballot
 Voters approve measure
 Increase in effect
4/1/2021

 Council actively
exploring tax
measure
options; both
locally and at
the state level.

Development
services fees

Increase in
revenues of
$150,000 in FY
2018-19, growing
to $300,000 by FY
2021-22

No material change

 Implementation
continues with Council
approving fees to go
into effect July 1 of
every year

 Council
implemented
fee rate
adjustments for
FY 2018/19 and
FY 2019/20.

One other revenue enhancement strategy that was not previously pursued, an increase in the
utility users’ tax, is presented in Table 4.
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Table 4. Revenue Enhancement Strategies Previously Not Pursued
Strategy
Utility
users’ tax

Initial Forecast

Updated Forecast

Implementation Assumption

 Increase existing tax rate
on electric and gas from
4% to 6%: increase
annual revenues of
$375,000
 Implement new UUT on
telecommunications
services: new annual
revenues of $425,000

 Increase existing tax
rate on electric and
gas from 4% to 6%:
increase annual
revenues of
$400,000
 Implement new
UUT on
telecommunications
services: new
annual revenues of
$450,000

 Increasing existing tax or
implementing new tax would require
majority (50% + 1) vote in either
11/2020 or 11/2022
 New tax on telecommunications
services would need to determine
existing revenues from services,
develop strategies for what to include
in revenue base (e.g., telephone,
wireless, internet services, cable/video
services), and determine appropriate
tax rate

Updated Budget Strategy Scenarios
Based on the updated forecasts and the revenue potential identified in the prior section,
Management Partners developed four budget strategy scenarios for Council consideration that
employ different revenue enhancement strategies and make assumptions relative to the timing
of implementing each strategy. Table 5 summarizes these four scenarios.
Table 5. Potential Revenue Enhancement Scenarios
Scenario

Description

Scenario 1 – Strong Revenue
Enhancements including Sales Tax,
UUT, and TOT

 Local sales tax. Renew and increase the local sales tax rate from 0.5% to
1%, relying on legislative relief from the State of California, by April 1,
2021. Requires voter approval in the November 2020 election
 Utility users’ tax. Increase the existing utility users’ tax rate from 4% to
6% by January 1, 2021. Requires voter approval in the November 2020
election.
 Transient occupancy tax. Increase the TOT rate from 11% to 12% by
January 1, 2023. Requires voter approval in the November 2022
election.
 Temporary General Fund reductions. Requires temporary General Fund
suspension of the 17% minimum reserve policy or expenditure
reductions of $250,000 in FY 2020-21 and FY 2021-22; restoration of
$150,000 expenditure reductions in FY 2022-23, and restoration of the
remaining $100,000 in FY 2023-24.
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Scenario

Description

Scenario 2 – Strong Revenue
Enhancements including Sales Tax,
and TOT, but no UUT

 Local sales tax. Renew and increase the local sales tax rate from 0.5% to
1%, relying on legislative relief from the State of California, by April 1,
2021. Requires voter approval in the November 2020 election
 Utility users’ tax. Maintained at existing levels (no tax measure).
 Transient occupancy tax. Increase the TOT rate from 11% to 12% by
January 1, 2023. Requires voter approval in the November 2022
election.
 General Fund service level reductions. Requires General Fund
expenditure reductions of $500,000 in FY 2020-21; restoration of
$150,000 of expenditure reductions in FY 2023-24. Ongoing
expenditure reductions would remain at $350,000 from FY 2023-24 and
thereafter.

Scenario 3 – Balanced Approach
including Moderate Revenue
Enhancements; Ongoing Service
Level Reductions

 Transient occupancy tax. Increase the TOT rate from 11% to 12% by
January 1, 2021. Requires voter approval in the November 2020
election.
 Local sales tax. Renew and increase the local sales tax rate from 0.5% to
0.75%, by April 1, 2022. Requires voter approval in the November 2020
election or a declaration of fiscal emergency in anticipation of a special
election not later than November 2021.
 General Fund service level reductions. Requires General Fund
expenditure reductions of $1.1 million per year from FY 2020-21 to
2026-27, and an additional $100,000 in expenditure reductions
(cumulative $1.2 million) in FY 2027-28 and thereafter.

Scenario 4 – Balanced Approach
including Modest Revenue
Enhancements; Maintaining Local
Sales Tax; Ongoing Service Level
Reductions

 Transient occupancy tax. Increase the TOT rate from 11% to 12% by
January 1, 2021. Requires voter approval in the November 2020
election.
 Local sales tax. Renew and maintain the local sales tax rate at 0.5% by
April 1, 2022. Requires voter approval in the November 2020 election or
a declaration of fiscal emergency in anticipation of a special election not
later than November 2021.
 General Fund service level reductions. Requires ongoing General Fund
expenditure reductions of $1.4 million per year from FY 2020-21 to FY
2022-23; additional expenditure reductions of $300,000 per year
(cumulative $1.7 million) in FY 2023-24 to 2026-27; and additional
expenditure reductions of $300,000 per year (cumulative $2.0 million)
in FY 2027-28 and beyond.
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Description
 Transient occupancy tax. Increase the TOT rate from 11% to 12% by
January 1, 2021. Requires voter approval in the November 2020
election.
 Local sales tax. The local sales tax rate of 0.5% lapses and/or is not
approved by voters prior to its expiration on March 31, 2022.
 General Fund service level reductions. Requires significant ongoing
General Fund expenditure reductions of $1.5 million per year in FY
2020-21 to FY 2021-22; additional expenditure reductions of $1.5
million per year (cumulative $3.0 million) in FY 2022-23 to 2024-25;
additional expenditure reductions of $400,000 per year (cumulative
$3.4 million) in FY 2025-26 to 2027-28; and additional expenditure
reductions of $300,000 per year (cumulative $3.7 million) in FY 2028-29
and beyond.

Budget Scenario 1 focuses primarily on strong revenue enhancement strategies by increasing
the local sales tax rate to 1%, increasing UUT to 6%, and increasing TOT to 12%. The
combination of these strategies would provide the greatest overall relief to the General Fund
structural deficit, maintaining reserve levels between 17% and 25% of annual operating
expenditures throughout the long-range forecast. These trends are shown in Figure 2.
Figure 2. Projected General Fund Surplus/Shortfall and Reserves for Budget Scenario 1

Budget Scenario 2 retains the same strategies of increasing the local sales tax rate to 1% and
increasing TOT to 12%, but makes no changes to the UUT rate. The combination of these
strategies would provide lesser relief to the General Fund structural deficit compared to
Scenario 1, and would require ongoing expenditure reductions of $350,000 per year to maintain
reserve levels between 17% and 25% of annual operating expenditures throughout the longrange forecast. These trends are shown in Figure 3.
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Figure 3. Projected General Fund Surplus/Shortfall and Reserves for Budget Scenario 2

Budget Scenario 3 employs more moderate revenue enhancement strategies by increasing the
TOT rate to 12% and the local sales tax rate to 0.75%. It would require ongoing expenditure
reductions totaling up to $1.2 million per year starting in FY 2020-21 to maintain reserve levels
above 17% of annual operating expenditures throughout the long-range forecast. These trends
are shown in Figure 4.
Figure 4. Projected General Fund Surplus/Shortfall and Reserves for Budget Scenario 3

Budget Scenario 4 retains the existing local sales tax rate at 0.5% and increases the TOT rate to
12%, However, to maintain reserve levels above 17% of annual operating expenditures
throughout the long-range forecast, more drastic expenditure reductions would be required.
The City would need to cut $1.4 million in annual expenditures starting in FY 2020-21 that
grows to $2 million per year by FY 2027-28. These trends are shown in Figure 5.

Fiscal Sustainability Plan Update

Page 10

Figure 5. Projected General Fund Surplus/Shortfall and Reserves for Budget Scenario 4

Finally, Budget Scenario 4 assumes the current local sales tax measure ends in March 2022
without renewal while assuming that a TOT rate increase to 12% would be approved by voters.
Under this scenario, drastic reductions in service levels would be required in the General Fund
to maintain reserve levels above 17% of annual operating expenditures throughout the longrange forecast. The City would need to reduce expenditures totaling $1.5 million starting in FY
2020-21, and ultimately reduce expenditures up to a total of $3.7 million per year, or almost
21%, of annual operating expenditures, by FY 2028-29. This would significantly reduce police
service levels and/or require the City to seek a lower cost shared services alternative with the
County Sheriff or another agency. Further significant reductions would be required in
engineering, streets, parks and facilities maintenance. The City might also need to reduce
recreation services to mitigate or eliminate the ongoing subsidy of recreation programs. These
trends are shown in Figure 6.
Figure 6. Projected General Fund Surplus/Shortfall and Reserves for Budget Scenario 4
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Concluding Remarks
The City’s fiscal solvency will rely heavily on revenue enhancements. City leaders have already
taken action to implement long-term strategies to reduce the fiscal gap, including increasing
revenues in development services and other administrative fees and charges, reducing
expenditures by sharing pension costs with employees, finding more efficient ways to provide
services, and plans to refinance debt service obligations impacting the General Fund.
In every scenario, some form of expenditure reduction will be required, at least in the short
term. The City’s current staffing resources are quite low, so opportunities to reduce personnel
costs will necessarily reduce service levels. To maintain an adequate level of service to the
community, additional financial resources will be required, otherwise significant cuts will need
to be made to the police, recreation, and roadway, parks and facility maintenance services.
Approval of a local sales tax measure by the City Council and, ultimately, the voters, will be a
key component of a successful fiscal sustainability plan. Maintaining the current sales tax rate of
0.5% is not sufficient to avoid long-term reductions in service levels. An increase in the tax rate
to at least 0.75% will be necessary to maintain service levels to the fullest extent possible, but
would still require over $1 million in expenditure reductions. Failure to at least extend the
existing tax rate will have a severe negative impact on General Fund service levels.

