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SUMMARY
Motion (Perry-Parks, CF# 09-2540), introduced on October 14,2009 recognizes the importance
of hotels to the City's economy and instructed the Chief Legislative Analyst (CLA) to identify
incentive programs that could support the development of additional hotels in the City.
The City's hotel market is experiencing historically high occupancy rates, often exceeding 80%.
In addition, the ability to book national events at the Los Angeles Convention Center (LACC) is
significantly affected by the lack of hotel rooms within a 10 minute walking distance of the
facility. Various studies have indicated that an additional 5,000 hotel rooms are needed to ensure
that the LACC becomes a competitive convention center.
To evaluate the options, PKF Consulting was retained to identify model hotel incentive programs
in other cities, then evaluate and recommend options for a program in Los Angeles. The model
program recommended in the PKF study is based upon recent hotel incentives approved by the
City. The program would include a general incentive for new hotels located anywhere in the City,
with additional incentives provided to hotels in Downtown and Hollywood. The recommended
program also provides an incentive for hotel renovations at hotels along Century Boulevard
leading to Los Angeles International Airport (LAX).
RECOMMENDATIONS
That the City Council:
1.

Request that the City Attorney prepare and present the necessary ordinances to
implement a Hotel Incentive Program that provides qualified hotel developers
with site-specific revenue support under specified criteria;

2.

Instruct the Chief Legislative Analyst (CLA), with the Economic and Workforce
Development Department and City Administrative Officer (CAO), to implement
the Hotel Incentive Program;

3.

Instruct the CLA to prepare and release a Request for Qualifications (RFQ) to
establish a list of economic and financial analysts qualified to evaluate the
development costs and economic impacts of hotel development for use in the
Hotel Incentive Program; and

4.

Instruct the Department of City Planning, with the CLA, CAO, Los Angeles
Convention Center, and Los Angeles Tourism and Convention Board, to identify
targeted hotel areas for examination of existing land use and zoning code
requirements and report to Council in 45-days with recommendations to improve
the ability for hotel developers to implement projects in these targeted areas.

BACKGROUND
The Los Angeles Economic Development Corporation (LAEDC) has reported that the tourism
and hospitality industry is one of the leading industry sectors in Los Angeles county, supporting
nearly half a million jobs. Hotels provide lodging to visitors who shop and eat in the City; attend
conventions and other events at City entertainment and cultural attractions; conduct business; and
access local transportation hubs, such as the Harbor and Airport. All of these activities generate
important revenues for the City's General Fund, including transient occupancy tax (TOT), sales
tax, business tax, and utility tax revenues. From time-to-time, the City has provided economic
assistance for the development of hotels in ail effort to boost tourism and the financial impact
they have on the local economy.
In the past, assistance for a hotel development has been determined on a case-by-case basis,
driven by the needs of the specific project and hotel under consideration. Other cities across the
nation, however, have developed broader assistance policies for hotel development. Motion
(Perry-Parks) seeks to establish such policies in the City as hotel development has become a
major component oflarger developments over the last decade.
To date, the hotel development incentives adopted by Council have involved a return of TOT to
the developer in an amount that is no higher than 50% of all net new City revenues generated by
the hotel project. In each case, the City expended significant effort, and hired consultants at the
cost of the developer, to calculate revenues and general economic impact generated by the
project, the development costs ofthe project itself, effects on other hotels in the market, and the
amount of TOT that would be available to the project.
This process does not effectively incentivize hotel development because it does not create a clear,
understandable path toward successful financing and development. Such efforts have taken a
significant amount of time to manage a competitive bidding process to retain consultants and
then to manage the consultant's work, while at the same time negotiating terms with the
developer terms for receiving the financial support. The time needed to conduct a project-byproject analysis creates uncertainty and increases cost for the developer. This uncertainty also
harms the City by delaying hotel development, or worse, preventing developers from initiating
such a project to begin with. A more streamlined process could quickly provide developers with
greater certainty in the development process, reducing the time for a project to begin
construction.
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Hotel Demand in Los Angeles
Demand for hotel rooms in various parts of the City is on the rise, with demand for rooms in the
vicinity of the Los Angeles Convention Center (LAC C) remaining a significant barrier to the
LACC becoming highly competitive in the convention market. Data indicate that hotel bookings
in the City are well above the national average and even the top 25 national markets. It is likely
that visitors are forced to book hotel rooms in adjacent cities due to the lack of room availability
in the City. The proposed Farmers Field project is only expected to increase demand in this area.
Another variable to consider is that the City has had about 0.9% compound annual growth in
hotel room supply over the past 25 years. Demand growth nationally for hotel supply has grown
at about 1.8% compounded annually for the same period.
In its annual assessment of the Los Angeles hotel market, PKF Consulting USA reports that the
Los Angeles hotel market generally is at peak, and that some sub-markets in the area are
currently exceeding peak. The data indicates that capacity constraints exist in Downtown, the
Century Boulevard corridor at Los Angeles International Airport, West Los Angeles, and
Hollywood markets. The East San Fernando Valley is also performing near its historical peak.
Peak in the Los Angeles market is generally considered to be 75% occupancy. Some sub-markets
are regularly exceeding booking rates of 80% or higher, with bookings now in excess of 90%.
The result of such a severe shortage in lodging is that visitors would stay in hotels outside the
market, reducing the larger economic benefits to the City. More damaging is that visitors would
not visit Los Angeles because they could not obtain lodging. The same holds for convention
business. The LACC would potentially lose both short-term and long-term bookings because
convention planners would be concerned that rooms would not be available for their clients.
It should be noted that the City provides opportunities for growth in the hotel sector that may not
exist in other communities. Santa Monica, Beverly Hills, and West Hollywood each have
extremely impacted hotel markets as well, with occupancy rates exceeding 80%. Those areas,
however, may not have the same development potential for hotel products, particularly large
products, due to land and development costs.
LACC lO-Minute Walk Zone
The most current, focused demand analysis has been in the South Park area of Downtown Los
Angeles due to its proximity to the LACC. A recent report prepared for the City by Convention,
Sports, and Leisure, International (CSL) evaluates the competitive status ofthe LACC in drawing
national conventions. One ofthe critical limitations faced in booking large national conventions
into the LACC is the limited number hotel rooms within a half mile of the LACC. There are only
1,685 hotel rooms within a half mile of the LACC, while the average number of hotel rooms near
convention centers among major convention destinations is 7,300 rooms. This means that large
conventions are required to book hotel rooms as far away as LAX, Santa Monica, and Beverly
Hills, then use a shuttle system to transport convention participants to the LACC. This creates
added cost, coordination and service delivery concerns, and time constraints to the event. This
reduces the LACC's competitiveness as a venue.
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The Los Angeles Tourism and Convention Board (LATCB) reports that 5,000 peak night hotel
rooms are needed to improve the competitive status of the LACC with regard to large
conventions. This means that 5,000 hotel rooms are needed by a single convention within a half
mile of the LACC on the peak night of a convention. Since a convention does not book 100% of
the hotel rooms available in any given hotel, more than 5,000 rooms are actually needed in the
room inventory to meet demand.
Using 70% availability as a guide (the percentage provided in hotel room block agreements
previously implemented), approximately 7,000 to 7,500 hotel rooms would be needed within a
ten minute walk of the LACC to provide 5,000 hotel rooms on the peak night of a convention.
With 2,157 hotel rooms currently within the zone, an additional 5,300 hotel rooms are needed in
the area.
Construction is currently underway on the Residence Inn/Courtyard hotel complex at Olympic
and Francisco in the South Park district. These hotels will add 392 rooms to the inventory
available for LACC bookings. In addition, the new Wilshire Grand hotel will contain
approximately 900 rooms. These two projects, then, will add 1,292 rooms to the hotel inventory
to help meet the LAce booking needs. That means that an additional 4,000 rooms are needed in
the area.
Hollywood
An example of the high demand for hotel rooms can be found in Hollywood. This is one of the
most visited locations in southern California, as well as an important entertainment district.
There are approximately 3,000 hotel rooms in Hollywood, with about 1,700 of those rooms in
business class or higher quality facilities. It is significant to note that the market has fully
absorbed the 305 rooms in the newly opened W HoteL The market typically reaches full
absorption within three years.
Century Boulevard/LAX Hotel District
Another area that has received significant attention is the hotel zone along Century Boulevard
adjacent to the Los Angeles International Airport (LAX). The district has 7,370 hotel rooms and
is one of the largest hotel submarkets in the County. These hotels regularly experience occupancy
rates exceeding 80%. But whereas the hotels have high occupancy, room rates are comparatively
low due to conditions in the district as described below.
A December 2011 Urban Land Institute (ULl) report indicates that there are significant issues
that should be addressed in this area. The ULl notes that pending improvements to LAX, the Los
Angeles Metropolitan Transportation Authority's Crenshaw Line improvements, and the
proposed consolidated rental car facility provide development opportunities to improve the
district. But additional efforts are needed to improve the pedestrian experience, create retail and
restaurant opportunities for visitors, and improve the built environment to strengthen the district.
The ULl argues that this area should be recognized as the "Gateway to Los Angeles." It is the
first experience of Los Angeles for many visitors. Because Century Boulevard is an eight-lane
roadway with significant vehicle activity, the area is not pedestrian friendly. Further, the ULl
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determined that building facades in the district are dated, negatively affecting the experience of
the district. Finally, the lack of restaurant and retail services in the district require that visitors
travel to adjacent communities for these services. Reports indicate that transit services have been
set up to take visitors or nearby EI Segundo for these needs. The pending redevelopment of
Hollywood Park to a retail and entertainment district will create an additional draw away from
the City.
Improvements to the amenities within these hotels, as well as the district, would be expected to
improve the visitor experience, extend visitor stays, and allow hotels to increase their room rates,
which are currently significantly discounted. Further, it is expected that visitors would be more
inclined to remain in the City rather than travel to adjacent jurisdictions for their shopping,
restaurant, and entertainment needs.
Land Use and Zoning Limitations
The City has significant ability to manage the development of hotels through its land use and
zoning powers. Some current restrictions, however, create uncertainty in the development
process and potentially limit the ability of developers to build hotel projects that would otherwise
be able to meet the needs of the tourism industry in the City. Further, zoning regulations may
currently promote the development of other land uses and construction types in areas thereby
losing hotel development potential in these areas, such as adjacent to the LACC.
One example of a zoning code provision that constrains hotel development is a requirement that
hotels adjacent to R-zones obtain a Conditional Use Permit (CUP). The value of this requirement
is to provide a check to ensure that hotels do not negatively impact residential areas. But this
provision has the potential to limit or prevent further development of hotels in Downtown and
Hollywood where hotels are needed to support the LACC and tourism generally. Another
example is that provisions of the Adaptive Reuse ordinance effectively prevent developers from
converting old buildings for hotel uses. This is another factor that affects the development
potential of hotels in Downtown.
As noted recently in the press, certain areas of the City where high rise development is
predominant, such as Downtown, have seen a significant amount oflow density, multi-family
residential construction activity. This could create a significant impact on hotel development in
Downtown, particularly near the LACC where an additional 5,000 hotel rooms are needed.
A close review ofland use and zoning designations in targeted areas, such as Downtown,
Hollywood, and the Century Boulevard corridor near LAX, is warranted to determine whether
reforms are needed to ensure that hotel development can move forward with greater certainty and
meet the City's needs for this land use.
The Department of City Planning would be able to identify the key areas where focused hotel
development is appropriate and evaluate the land use and zoning issues that could be negatively
affecting hotel development.
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Site-Specific Tax Revenue Incentive Programs
From time to time, the City has approved economic development projects that pledge a portion of
the City's General Fund revenues toward development costs of a project. The general policy
approved by Council, and applied to all such projects, restricts the amount of revenue available to
no more than 50% of net new revenue generated by the project.
This policy requires that the City independently verify the development costs of a project to
determine whether or not the project would be able to move forward without City support. If a
financing gap exists in the project, then the City could provide a portion of net new site-specific
revenue to support the project.
Site-specific revenues are those local taxes that accrue to the City only, such as the City portion
of the property tax, sales tax, business tax, utility taxes, and transient occupancy tax. The
independent analysis that determines development costs also evaluates the revenues that would
be generated upon completion of the project. This review then informs the amount of sitespecific revenues available to the developer.
It is important to note that only net new revenues are potentially available. The independent
review includes an analysis of revenues currently generated by the project site, then subtracts that
value from the revenues estimated to be earned by the completed project. This, then, determines
the net new revenues that are estimated to be earned by the City. In other words, the funds used
to support the project would not have been generated otherwise. But for this new project, these
new revenues would not exist.
Site-Specific Tax Incentives for Hotel Developments
To date, the City has approved five site-specific tax incentive programs for hotel developments:
the Hollywood Renaissance Hotel at Hollywood Highlands, the Convention Center Headquarters
Hotel, the Grand Avenue Project, Wilshire Grand Hotel, and the Olympic North Hotels. The
Council has instructed City staffto negotiate terms for a sixth project, The Village at Westfield
Topanga.
For hotel development projects, the City typically supports the creation of a Community Taxing
District (CTD) as a means to facilitate the availability of funds. In this case, the CTD charges an
occupancy tax on hotel rooms. The City's transient occupancy tax (TOT) is temporarily waived
in any CTD that charges an occupancy tax. Once the project has received its full financial
support, the CTD terminates and all City TOT revenue collections resume.
Two key variables have been evaluated in determining how much net new revenue would be
provided to the project: the amount of TOT estimated to be generated by the project and the time
necessary to earn enough TOT to equal the amount of 50% of net new site-specific tax revenue.
The project then receives only enough TOT to match the 50% net new site specific revenue
value. A key factor in this approach to hotel incentives is that the opportunity to generate TOT is
limited. The project does not have an unlimited amount oftime to earn the designated incentive,
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but, rather, must perform and earn the revenue within a specific time-frame. Most ofthe past
hotel incentive agreements have limited that time period to 20 years.
Study of Hotel Development Incentive Program Options
Analysis of economic and financial elements of hotel construction and operation factors was
required in order to evaluate the value and impact of incentive scenarios for hotel developers. To
that end, PKF Consulting (PKF) was retained to provide options for the development of a hotel
incentive program. The following criteria were set out for analysis:
Basic Eligibility Criteria
Provide a minimum number of hotel rooms
Comply with CEQA requirements
Meet a minimum quality standard (3-star or higher)
Incentives to be Offered
Receive a certain amount of TOT generated by the project
Receive TOT for a certain number of years
Community Benefits
Developer agrees to a Project Labor Agreement
Developer agrees to a Room Block Agreement
In addition, PKF was asked to look at hotel sub-markets in the City to determine whether special
circumstances in those areas would merit modifications to a general incentive program. The submarkets identified as being of greatest concern included Downtown Los Angeles, Hollywood,
and the Century Boulevard corridor.
Proposed Hotel Development and Renovation Incentive Program
The study provided by PKF recommends the following structure for New Hotel Construction
Citywide and Existing Hotel Renovation at LAX. A description of unique needs in each submarket is described above. The incentives recommended below account for both the Citywide
need for hotel rooms and the needs of each of these submarkets.
In order to receive these incentives, all projects would be required to include a project labor
agreement, a room block agreement with the Los Angeles Convention Center and Los Angeles
Tourism Board, and comply with all entitlement requirements.
Applicants would be required to deposit funds with the City to cover expenses associated with
the required fiscal and economic analysis required to approve the incentive. They would also be
required to submit their pro forma when appropriate to facilitate such studies.
All developers receiving the incentive would be required to approve a project labor agreement for
temporary and permanent jobs and comply with CEQA and other entitlement approvals. Hotels
within the LACC zone would also be required to approve a Room Block agreement to provide
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70% of their rooms for national convention business. Hotels receiving the LAX renovation
incentive would be required to include pedestrian- and retail-oriented improvements.
Additionally, the following incentive criteria would be provided in these four geographic areas:
A.

B.

C.

Citywide Hotel Development (general incentive for all new hotel construction), to
support the development of hotels to meet current market needs and address the
lag in hotel development compared to growth in market demand.

*

Eligible to Three-star or higher hotels with 200 or more rooms

*

Incentive of the lesser of:
- 25% of total net new fiscal impact
- 40% of TOT collections

*

20-year time period from project opening to collect incentive

*

Re-evaluate the incentive every five years

LACC-Serving Hotel Development; to meet the specific need for at least 5,000
new hotel rooms within the 10-minute walk zone of the LACC

*

Eligible to Three-star or higher hotels with 300 or more rooms within a 10
minute walk zone ofthe Los Angeles Convention Center

*

Incentive of the lesser of:
- 50% oftotal net new fiscal impact
- 100% of TOT collections

*

20-year time period from project opening to collect incentive

*

Re-evaluate incentive once the zone has achieved 7,300 rooms

Hollywood Hotel Development, which is significantly under-served as noted
above.

*

Eligible to Three-star or higher hotels with 300 along the commercial
corridors adjacent to Hollywood and Sunset Boulevard

*

Incentive ofthe lesser of:
- 40% of total net new fiscal impact
- 50% of TOT collections

*

20-year time period from project opening to collect incentive
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*
D.

Re-evaluate the incentive every 5 years

LAX Hotel Renovation, with a focus on improvements to the visitor experience,
pedestrian-orientation, retail and restaurant needs, and improvements to the
Gateway District.

*

Eligible to Three-star or higher hotels with 200 or more rooms

*

Incentive of the lesser of:
- 25% of total net new fiscal impact
- 50% of TOT collections

*

I5-year time period to collect incentive

*

Sunset the incentive after five years

Additional research is needed to determine whether this incentive program can be expanded to
include a Citywide component for the renovation of other existing hotels. Data are not currently
available to determine the most effective structure for such an incentive. PKF recommends that
such projects be considered on a per-project basis with an evaluation of:
attributes
nexus as
potential
potential

within the local hotel market
a gateway project to enhance the sub-market
for induced demand
net new revenues to be generated

When several such projects have been evaluated, it may be possible to craft terms for an
incentive program for the renovation of existing hotels. Initiating a renovation incentive
component in the Century Boulevard corridor, a specific area with known needs for hotel
renovation, would provide an opportunity to generate data on such an approach that could inform
the development of a Citywide incentive at a later date.
Implementation
Efforts to implement a hotel development incentive program should move forward expeditiously
in light of current and future trends in hotel occupancy, expansion of the LACC, and efforts by
the LATCB to significantly increase visitors to Los Angeles. To that end, the City Attorney
would need to draft an ordinance that establishes the incentive program. Further, the CLA, with
assistance ofthe Economic and Workforce Development Department and City Administrative
Officer, should be directed to develop a process to receive and evaluate applications for the
incentive.
One of the significant time factors involved with the analysis of applications concerns the hiring
of independent fiscal and economic advisors to review the construction costs and estimated sitespecific revenues of proposed projects. To facilitate this process, it is recommended that the City
establish a list of consultants qualified to conduct such reviews. A Request for Qualifications
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(RFQ) should be released in an effort to identify and establish a list of firms qualified to
complete this type of work. Such a list would allow the City to more quickly complete the
required fiscal and economic analyses necessary to support this incentive program.
FISCAL IMPACT
There is no impact to the General Fund associated with this action. Implementation of such an
incentive program is anticipated to generate net-new sales tax, business tax, utility tax, and other
tax revenues. The fiscal impact of each project participating in the incentive program would be
reported as approved.

~~

Jo);l1i Wickham
Mlalyst

Attachment A:
Attachment B:

Motion (Parks-Perry, CF# 09-2540)
PKF "City of Los Angeles Hotel Incentive Study"
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MOTION
The current financial crisis has hit all economic sectors in unexpected and profound ways. Severe
troubles in the banking and investment sector and the real estate sector have rippled out to every
corner of OUY economy, including the travel and tourism industry. The City has experienced a
serious drop in tourist visits, as evident by a decrease in transient occupancy tax revenues and the
recent announcement that dozens of hotels in the region are experiencing severe operation losses
that call into question their viability over the next few years"
A drop in tourism affects other City and State revenues as well. Sales in restaurants and shops
decrease, resulting in a reduction in sales tax and business tax revenues, Furthermore, businesses,
such as hotels, are forced to hold off' on improvements to their properties; reducing property tax
revenues and discouraging repeat business, Improvements to local tourist attractions and hoitels:'\siL"""",;(
are essential to attract new visitors and to ensure that those who have visited will return because
they enjoyed the facilities they used.
This is just one example of a situation where the impacts of economic activities ripple through
our communities, impact our local revenues, and ultimately impact services that the City can
provide, City's all across the country are facing similar dilemasand many have embarked on
programs to re-invest local revenues, including hotel taxes, to generate economic activity, create
jobs and expand their revenue base. The City must make every effort to investigate Best
Practices in economic development activities and the tools available to the City build our tax
base over time,
I THEREFORE MOVE that the City Council direct the Chief Legislative Analyst, City
Administrative Officer, Community Redevelopment Agency, and Officeof'Finance to look at
economic development incentive programs that involve the City's Vix\~q~v611ues,
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Mr. Gerry Miller
City of Los Angeles
200 North Spring Street
Room 255
Los Angeles, California 90012

Prepared By:
PKF Consulting USA
Los Angeles, California

Date of the Report:
July 30, 2013
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PKF

July 30, 2013

CONSULTING
USA

Mr. Gerry Miller
City of Los Angeles
200 North Spring Street
Room 255
Los Angeles, California 90012

Dear Mr. Miller:
In accordance with your request, we have completed a review of hotel incentives that have
occurred in other municipalities and have developed a baseline criteria for the
establishment of a hotel incentive program in the City of Los Angeles. Our analysis
included the following:
•

Review of examples of incentives that were provided in other areas for hotels.
We reviewed 16 projects where incentives were provided, including an analysis
of key metrics of each project.

•

Utilizing existing examples and incorporating the attributes of Los Angeles and
its submarkets, we developed a baseline set of criteria for the provision of
incentives for new hotels in Los Angeles. This included:
o

Minimum number of rooms

o

Comply with CEQA requirements

o

Minimum quality standard

o

Room block agreement

o

Other potential criteria (branding, community benefits, labor agreement etc.)

•

We then focused on several specific sub-markets based on their specific
attributes and the level of need/benefit that additional hotels would bring to
those markets.

•

For the City of Los Angeles as well as these submarkets, we developed a
summary of the proposed incentives to be offered.

•

Lastly, we provided commentary on setting criteria for the reception of hotel
incentives for renovation projects.

The following presents our analysis and recommendations relative to the above.

PKF Consulting USA 1665 S. Figueroa Street, Suite 3500
TEL: 213·680·0900

I FAX:

213·623·8240

I Los Angeles,

I www.pkfc.com

CA 90017
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PURPOSE OF INCENTIVES

A number of municipalities have shown that some public investment is often needed to
augment the large private capital that is required to develop hotel and tourism facilities.
Many cities have induced the development of a hotel rooms through public financial
participation in the project. Public involvement usually falls into two general categories:
public/private partnerships and public financing. In a public/private partnership, the project
is typically owned and developed by the private partner, and public involvement takes the
form ofa public incentive program or "bridging the gap" between the cost of construction
and financing the project and the combination of equity and loans a private developer is
able to secure.
The question that is fairly, and more frequently being asked is, why commit public money
to support development that many feel should be left to the private sector? The answer is
that there are considerable returns that come from the development and operation of hotels
that are captured by the public sector. To the extent that municipal and state governments
can achieve a reasonable return on their investment while creating jobs and an amenity in
their city, these types of partnerships can be a win-win for both private sector developers
and the taxpayers.
FISCAL & ECONOMIC

IMPACT

Growing Tax Revenues
Tourism is one of the most highly taxed industries. Among the obvious tax revenues that
can be expected to increase with the development of a hotel are transient occupancy taxes.
TOT's of fifteen to as high as nineteen percent are common in major U.s. cities. Salestaxes
of all kinds also benefit from an influx of visitors. Local tax rolls also benefit from airport
landing fees as well as taxes on taxis and rental cars. Tourist spending habits also tend to
be strong on highly taxed fuel and liquor. Many regions have added highly tariffed casino
gambling as yet another way to keep tourists' dollars in their communities. Of course
payroll taxes are also collected from the jobs created to bui Id and operate the property.

lob Creation and Entrepreneurial Development
Not only is tourism a highly taxed industry, but it is a labor intensive industry that produces
jobs for both skilled and unskilled workers. Examples of the types of jobs created by a
major hotel include hotel and convention sales jobs, catering positions, retail workers,
movers, front desk clerks, housekeeping, taxi and limousine drivers, entertainers,
decorators, engineers, meeting planners, airline employees, secretarial and business
services, and a wide range of hotel and restaurant personnel. These jobs have the added
benefit of being tied to place. Manufacturing jobs or services such as credit card processing
can be moved out of a community at any time, but the bellman's job cannot be done
remotely.
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A vital tourism industry also creates a wide range of entrepreneurial opportunities along
with the resultant new job creation. Among these are restaurants, retail, transportation
services, catering, entertainment, and business services.
EXAMPLESOF PUBLIC FINANCING MECHANISMS
Given the challenge to finance hotel development in this market, combined with reduced
property values, there continues to be a disconnect between development cost and the
ability to effectively finance construction of a variety of hotel project types. In an effort to
drive hotel development,
many municipalities
have sponsored a portion of the
development costs through a subsidy of some sort. These vary widely and may include any
of the following or a combination thereof:
•
•
•
•
•

Fee Waivers
TOT rebate
Parking tax rebate
Other tax rebate or deferral
Bond Issuance

While these tools are generally used to drive the development of token projects, in recent
years, their use has become more prevalent. Municipalities are finding creative ways to
stimulate development through the creation of an area incentive program. These include
Palm Springs, Escondido, Anaheim, Garden Grove, Los Angeles, and San Diego, to name a
few. In many cases, several types of rebate programs have been utilized in combination.
One example in Anaheim is the establishment of a market Revenue Per Available Room
(RevPAR), and any new project receives a rebate of transient occupancy tax created over
and above this set base.

II.

REVIEW OF HOTEL INCENTIVES PROVIDED IN OTHER
MUNICIPALITIES

We have gathered information on a number of projects where hotel incentives were
provided for the development of new hotel facilities or the renovation of existing hotel
facilities. The following presents a summary of each project and the incentives provided.
We also gathered examples of municipalities
with set criteria for providing hotel
incentives.
MUNICIPAL INCENTIVE PROGRAMS
The following presents examples of special area or municipal incentive structures. These
include convention center overlay zone and city-wide incentive programs.
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Program

The purpose of this chapter is to provide an incentive program for the operation and
maintenance of quality and first class hotel facilities which enhance the tourist and travel
experience for visitors to the city of Palm Springs, maximize the use of the city's
convention center, provide attractive and desirable visitor serving facilities and
experiences, and assistthe city in achieving its tourism goals.
Incentive Program
(a)
First Class New Hotels. The city shall pay to an operator of a first class new hotel an
amount equal to fifty percent of the adjusted tax rate. Such payments shall be made
for twenty years or until the operator has been paid fifty million dollars, whichever
event occurs first. Without regard to any preceding conditions of this section, the
program shall terminate at any point the first class new hotel is not operated as a
first class hotel.
(b)

Deluxe New Hotels. The city shall pay to an operator of a deluxe hotel an amount
equal to fifty percent of the adjusted tax rate. Such payments shall be made for
twenty years or until the operator has received twenty-five million dollars,
whichever event occurs first. Without regard to any preceding conditions of this
section, the program shall terminate at any point the deluxe hotel is not operated as
a del uxe hotel.

(c)

New Quality Hotels. The city shall pay to an operator of a quality new hotel an
amount equal to fifty percent of the adjusted tax rate. Such payments shall be made
for ten years or until the operator has received twenty-five million dollars,
whichever event occurs first. Without regard to any preceding conditions of this
section, the program shall terminate at any point the new quality hotel is not
operated as a new quality hotel.

(d)

Existing Hotels. the city shall pay to an operator of an existing hotel an amount
equal to fifty percent of the transient occupancy tax increment collected and
remitted to the city pursuant to Chapter 3.24, the T.O.T. section of the municipal
code. Such payments shall be made for ten years, or until the operator has been
received twenty-five million dollars, whichever event occurs first. Without regard to
any preceding conditions of this section, the program shall terminate at any point
the existing hotel is not operated as a hotel.

Kentucky

In 1996, the state of Kentucky enacted the Kentucky Tourism Development Act. Known as
the KTDA, this economic incentive program is the most aggressive tourism incentive
program within the
as it boasts 17 completed projects since its inception. The KTDA
legislation specifically addresses a pro-growth attitude toward tourism development at the
state level by providing incentives for private developers to create or add to existing
tourism attractions that benefit the state's tourism industry. The incentive vehicle for the

u.s.
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KTDA is a state sales tax reimbursement. State programs such as the Arkansas Tourism
Development Act, The Colorado Regional Tourism Act, Vision Iowa's CAT program, and
others use a variety of methods including TIFs and grants to incentivize tourism
development. Several states including Georgia and Pennsylvania are currently in the
process of developing or modifying their own legislation for incentivizing tourism
developments. Georgia is in the process of creating the Georgia Tourism Development Act,
and Pennsylvania has pending legislation to establish the Pennsylvania Tourism
Commission, which would replace their existing travel and tourism act.
Key characteristics include performance based incentives, defined minimum project costs,
and specifics regarding qualifying locations and types of attractions. Many use the word
"destination when defining tourist project locations,
II

Austin, Texas
The purpose of the Convention Center overlay district is to protect and enhance the health,
safety, and welfare of the public, to promote pedestrian activity and vitality in the
Convention Center area, and to protect the existing character of the area.
Except as otherwise provided in Subsection (C), the Convention Center overlay district
applies to the land bounded on the west by the boundary line for the Congress Avenue
combining district; on the north by the boundary line for the East Sixth/Pecan Street
combining district and extending eastward across IH-35 to Waller Street; on the east by
Waller Street and an imaginary centerline of Waller Street, if that street were extended in a
straight line south to intersect the shoreline of Town Lake; and on the south by the north
Town Lake shoreline.

Cathedral City, California
On August 8, 2012 the Cathedral City Council proposed an ordinance which would acts to
incentivize the opening, operation and renovation of new and existing hotels in Cathedral
City in order to expand the city's tourism industry and create new sources of transient
occupancy tax revenue for the city's general fund. The ordinance would add a new chapter
to the city's municipal code, Chapter 3.25, providing for an incentive program whereby the
city and an existing or proposed hotel could enter into a transient occupancy sharing
agreement. If agreed to, the agreement would provide that the city would rebate a portion
of the transient occupancy tax increment generated by the new or renovated hotel.
After a proposed new hotel, or existing hotel which plans a renovation, submits an
application for participation in the transient occupancy tax sharing program, the city
council will cause to be prepared a "tax sharing report" which analyzes factors including:
(1) the existing level of transient occupancy tax generated by the hotel. And the amount of
said tax to be generated after construction or renovation; (2) the expected amount of
transient occupancy tax increment; (3) the quality of the hotel; (4) the total projected cost
to construct or renovate the hotel; (5) the necessity for publ ic assistance, and (6) any other
factors which the city council in its sole discretion deems appropriate. After considering
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said factors, the city council will determine the appropriate rate of sharing (i.e. the
percentage of the tax increment to be rebated), and the appropriate time period for sharing.
The city council will then hold a noticed public hearing on the contemplated transient
occupancy tax sharing agreements. After the public hearing the city may by resolution
authorize city staff to negotiate and prepare an agreement with the hotel, which will be
brought back for final approval by the city council. The agreement may provide for
appropriate rate of transient occupancy tax increment to be shared for an appropriate time
period, as determined by the city council at its sale discretion.
The rate of transient occupancy tax sharing is capped at: 50 percent of the tax increment
generated and actually received by the city from existing hotels, and 75 percent of the tax
increment generated and actually received by the city from new hotels, unless the city
council, in its sole discretion, determines otherwise. The time period for sharing with
existing and new hotels is capped at 10 years, unless the city council, in its sole discretion,
determines that a longer time period is necessary to achieve the goals and intent of the
program. All hotels which enter into an agreement must record against the hotel property
operating covenants to run with the land regarding (1) continuing use of the hotel, (2)
maintenance and (3) non-discrimination. The city may terminate any agreement upon 10
days' notice if the hotel violates any of these covenants. All hotels which enter into an
agreement with the city must also execute an indemnification agreement in a form
approved by the city.

Park College, Georgia
The Convention Center District is established to promote development having an
unparalleled intensity in the City of College Park, Clayton County and South Fulton
County. The District responds to this desire by accommodating substantial development
density and land utilization. In exchange for such development rights, the district
establishes architectural design, materials and site development standards that serve to
promote high quality development projects.
Ultimately, the uses and manner of establishment and operation must benefit the
overwhelming public investment in the GICe. The hotels, restaurants, retails shops and
service establishments will serve to enhance the attractiveness of the GICC as a convention
destinationlfocus/venue. The Convention Center District is therefore established to foster
mixed use, high intensity development that advances local and regional goals,
intergovernmental cooperation and capitalizes on regional transportation improvements.

Anaheim, California
Anaheim Resort Specific Plan
The purpose of the Anaheim Resort Specific Plan is to provide a long range comprehensive
plan for future development of approximately 549.5 acres within the l,046-acre Anaheim
Resort. The Specific Plan establishes an overall identity and land use plan which is
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intended to maximize the area's potential, guide future development, and ensure a balance
between growth and infrastructure.
Especially relevant to the development
following General Plan Policies:

of the Anaheim

position

Resort Specific Plan are the

•

To maintain and encourage Anaheim's
tourist, convention and recreation center;

as a nationally

recognized

•

To increase sales tax yields and further enhance the economic
community, thereby lessening the tax burden on real property;

•

To encourage to development
conventions, family entertainment,
the community; and,

•

To maintain the integrity of the Commercial Recreation Area (now referred to as
the Anaheim Resort) by permitting only compatible land uses within this
designated area.

base of the

of quality facilities which complement
and recreation within appropriate areas of

Key overall goals of the Anaheim Resort Specific Plan include:
•

To foster the growth
Anaheim Resort;

of the City's economic

potential

by revitalizing

the

•

To ensure that development complements the City's investment in the Anaheim
convention Center and other area resources and interests; and,

•

To create a coherent, unique resort identity that reinforces the Anaheim Resort's
image as a high quality destination resort.

Washington DC
Comprehensive Plan
This Plan is a general policy document that provides overall guidance for future planning
and development of the city.

Central Washington Area Element
Policy CW-l. 1. 10: Central Washington Hotels and Hospitality Services
Encourage the development of additional hotels in Central Washington, especially in the
areas around the new Convention Center and Gallery Place, along Pennsylvania Avenue
NW and Massachusetts Avenue NW, in the Thomas Circle area, and in the area east of
Third Street NW. A range of hotel types, including moderately priced hotels, and hotels
oriented to family travelers as well as business travelers, should be encouraged, Hotels
generate jobs for District residents and revenues for the general fund and should be granted
incentives when necessary. Retain existing hotel uses by allowing and encouraging the
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expansion of those uses, including the addition of one floor, approximately 16 feet in
height subject to coordination with federal security needs, to the Hay-Adams Hotel.
SPECIFIC PROJECTSWITH HOTEL INCENTIVES

City of Anaheim - Lake Project
Anaheim established a market Revenue Per Available Room (RevPAR) incentive program,
and any new projects receive a rebate of transient occupancy tax created over and above
this set base. A case in point is Lake Development which reached a TOT rebate agreement
with the City of Anaheim for a mixed-use, 252-foom hotel project to be located across the
street from the Anaheim Convention Center at the intersection of Harbor Boulevard and
I<atella Avenue. This project enhances the center by adding high quality guest rooms that
are convenient to what is one of the West Coast's largest exhibition halls. Terms include a
potential TOT subsidy for a period of 15 years and up to a maximum of $44 million in
future TOT reimbursements.

City of Palm Desert - /W Marriott expansion
In January 2012, the Palm Desert City Council voted to approve the city's first tax rebate
deal, which is worth $1 million to the J.W. Marriott Desert Springs Resort. The rebate will
help the hotel finance the construction of a water park. How it would work is, after the
water park opens the hotel would keep whatever transient occupancy tax it earns above
what it would be expected to if the park had not been built, until that figure reaches $1
million. According to the hotel's General Manager it is anticipated that the transient
occupancy tax rebate will remain in effect for approximately five years and that building
the waterpark would potentially increase the annual occupancy of the hotel by as many as
three occupancy points.

City of Garden Grove - Proposed Water Park Hotel
On April 12, 2011, the Garden Grove City Council voted unanimously to approve the
implementation of $51 million in bonds to help fund the construction of a proposed 600room water park resort hotel, Under the agreement revenue from the project will be used
to pay back the bond. The bonds were intended to close the feasibility gap on the $300
million project and allow for Great Wolf to break ground on the project in 2012. The
incentives equated to 17 percent of the total project budget.

City of Chicago - Proposed Hyatt Place Hyde Park
In June 2012, the City of Chicago approved $5.2 million in incentives for a proposed 131room hotel at Hyde Park at the corner of Harper Avenue and East 52nd Street. The $33.8
million project will include 131 guest rooms, 50 subterranean parking spaces, fitness
center, and pool. The $5.2 million subsidy equates to 15.4 percent of total project cost and
is being funded by tax increment financing (TIF). The incentives require that the project
adhere to the following:
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•

Construction jobs - The hotel will utilize union workers, who will be paid
prevailing wage. At least 28 percent of construction jobs will be placed with
minority and women-owned businesses.

•

Permanent jobs - We are currently projecting the hotel will have approximately
25 full-time positions when the hotel opens in spring 2013. Most of the hotel
jobs will be full-time positions. The wages paid for those jobs will exceed the
city of Chicago's living wage scale (incl uding tips for tipped employees). Benefits
will include the following:
o

Bereavement pay for the loss of an immediate family member.

o

Personal, vacation, sick time and paid holidays

o

Medical, dental, short-term disability and life insurance coverage.

o

A company-sponsored 401 K plan after six months of employment.

•

Workforce Training - The hotel will partner with the Black United Fund of
Illinois (BUFI) to develop a workforce training program in hospitality targeted to
community residents. This unique program is designed to create job
opportunities for community residents at the hotel, as well as other hotels in the
region.

•

Environmental sustainability - The hotel is designed to be LEEDcertified.

Santa Barbara County - Proposed Montecito Hotel (Miramar)
In June 2012, the County of Santa Barbara passed an ordinance allowing new hotel
developments to receive an incentive of up to 70 percent of their bed tax for a period of 15
years after completion. The main project that drove this process was the proposed Miramar
Hotel in Montecito .. The 186-room project intends to pay prevailing wages to an
anticipated 1,000 construction workers. Exact application of the ordinance and
identification of the specific incentives for each project have yet to be determined.

City of Escondido - Proposed Springhill Suites
In May 2010, the City of Escondido requested an amendment to the Hotel Economic
Development Incentive Agreement for a proposed Springhill Suites. The amendment
requested a three year extension to the original agreement, which called for a ten year
incentive of 55 percent of the transient occupancy tax generated by the 1OS-room
proposed property at 300 La Terraza Boulevard. The incentives have a ceiling of $1.45
million for cumulative benefits. The City estimates that it will be generating approximately
$339,158 annually at the 10 year mark and cessation of incentives.
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City of Cincinnati - Hyatt Regency Cincinnati Renovation
In June 2012, the City of Cincinnati provided an incentive to ownership of the Hyatt
Regency to complete a $17 million renovation. In exchange for completing a renovation of
the 485-room property, the City has agreed to sell the land underneath the hotel, which the
City owns, at a reduced price to ownership of the hotel. The land is valued at
approximately $3.65 million and will be sold to hotel ownership for $2.1 million, or an
incentive amount of $1.55 miliion, or 9.1 percent of the total renovation amount.
Colorado, Gaylord Aurora Project
In May 2012, the Colorado State Economic Development Commission awarded Gaylord a
state sales tax incentive pursuant to the state's Regional Tourism Act enacted in 2009. The
incentive award provides for an annual rebate of 65.8 percent of the state sales tax
generated by the project for the first 30 years of its operation. As a result, the project would
receive 65.8 percent of the state's 2.9 percent sales tax, equaling 1.91 percent of project
revenues annually over its first 30 years of operation. The $800 million, 1,500 room
project is slated to open in 2016. The 30 year incentive package has an estimated value of
$81.4 million, which equates to 10.2 percent of the project budget. In addition to this State
incentive, the City of Aurora is also providing significant incentive assistance.
Kansas City - Proposed Hyatt Hotel
In July 2012, the Kansas City Tax Increment Financing Commission approved a funding
agreement with BH Plaza, LLC relative to a proposed 225-room Hyatt Hotel. The
incentives would include $11 to $13 million through TIF.
City of Durham - Proposed 21c Museum Hotel
In August 2012, the Durham City Council approved a $5.7 million incentive package for
the conversion of a 17-story building to a 120-room hotel. With a total budget of $48
million, the incentives contribute 11.9 percent of the project. Conditions of the package
include deadlines for start and completion of construction.
City of Palm Springs - Proposed Port Lawrence Hotel
The City of Palm Springs has reached a preliminary agreement with the developer of the
proposed 175-room Port Lawrence Hotel to rebate a portion of the TOT associated with the
project that would typically go to the city's general fund. The current TOT rate in the city is
11.9 percent. Per the terms of th is agreement the developer is to receive 75 percent of the
total TOT generated on an annual basis for a period of 20 years, with the total amount not
to exceed $50 million. This project is of particular interest to the city as it improves the
marketability of the Palm Springs Convention Center by adding high quality rooms to their
existing inventory. It is anticipated that this upscale project will also encourage additional
restaurant and retail development in the immediate Downtown Palm Springs area.
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Palm Beach County-

III

Proposed Hilton Convention Center Hotel

In July 2012, Palm Beach County approved an updated hotel development deal with The
Related Companies to complete an approximately $107 million hotel project The hotel
will be a 400-room Hilton adjacent to the convention center. The incentive package
includes a 3 acre parcel, valued at $10 million, that will be leased to the hotel at a
maximum of $1 million per year, plus $27 million in subsidies. Funding/sourcing of the
incentives is yet to be determined.

City of Wilmington - Proposed Westin Riverfront
The City of Wilmington is in the process of approving approximately $9 million in
incentives for a proposed lBO-room Westin. The project has a total cost of $37 million. The
incentive package equates to 24.3 percent of the total budget and includes financing
guarantees and land concessions. The property is slated to open in 2014.

City of Los Angeles - Past Examples of Hotel Incentives
We recognize that you are familiar with these projects and have presented the following
for comparison and discussion purposes.
The City of Los Angeles, on previous occasions, has provided a portion of future tax
collected by the establishment of new lodging rooms. This type of incentive has been
utilized in both the LA Live and Grand Avenue projects in downtown Los Angeles, as well
as for the 21B-room Residence Inn and 174-room Courtyard development adjacent to LA
Live. For LA Live, the City of Los Angeles agreed to assist in the financing of the 1,001room downtown hotel through approximately $BO million in incentives and loans. The
deal stated thatthe hotel will receive a rebate of at least $246 million in the hotel bed taxes
it is expected to generate during the first 25 years of operation, which translated to a then
present value of approximately $65,000,000 (based on a 10.0 percent discount rate). On
March 25, 2011, City Council gave preliminary approval for a $54 million subsidy for the
Grand Avenue project, also in the form of TOT rebates of a portion of net-new revenue to
the City. This project was slated as a 275-room Mandarin Oriental.
With the opening of the JW Marriott in February 2010 and the Ritz-Carlton in April of the
same year, the downtown lodging market has experienced significant growth in both
occupancy and ADR, The downtown lodging market readily absorbed the new supply
(1,001 rooms) in their first year of operation. With a 16.4 percent growth in annual supply
in 2010, occupied rooms grew by 24.0 percent. In 2011, occupied rooms grew by another
10.9 percent. This is despite two prior years (200B and 2009) of occupancy decline related
to the recession and amidst its slow recovery. Average daily rate grew by 6.5 percent in
2010, followed by additional growth of 10.2 percent in 2011. The addition of these two
new hotels has clearly had a positive impact on the downtown Los Angeles market, as
shown in the following table.
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Historical Market Performance of Downtown
'1 Rates A bove
Hote IS Wit. h Average Dally
Annual
Supply

Percent
Change

Occupied
Rooms

Percent
Change

Market
Occupancy

Average
Dailv Rate

Percent
Change

REVPAR

Percent
Change

1,886,685
1,892,890
1,911,505
1,911,505
2,225,405
2,276,870

N/A

1,385,862
1,418,390
1,341,190
1,154,941
1,431,992

N/A

0.3%
1.0
0.0
16.4
2.3

73.5%
74.9
70.2
60.4
64.3
69.8

$124.81
132.20
147.46
133.81
142.51
157.11

N/A
5.9%
11.5
-9.3
6.5
10.2

$ 91.68
99.06
103.47
80.85
91.70
109.62

N/A
8.1%
4.4
-21.9
13.4
19.5

Year
2006
2007
2008
2009
2010
2011 E

Los Angeles

$ 11000
.

0.7%
CAAG
Source: PKF Consulting

1,588,710
1.3%

Southern California

2.3%
-5.4
-13.9
24.0
10.9

6.1%

6.8%

Lodging Forecast 2012

The Courtyard and Residence Inn incentive packages provide fora rebate of TOT equal to
half of the revenue collected from sales tax, property tax, parking tax, business tax, and
transient occupancy tax (TOT) generated by the project over its first 25 years. The
estimated $67.3 million incentive package has a present value of approximately $21.9
million.
CONCLUSION
The municipal examples include convention center overlays, revitalization areas, and
specific geographic zones wither within a city or municipality or covering the municipality
in its entirety. They present a wide range of incentive products, including tax increment
financing, TOT rebates/incentives, and sales tax rebates. Most of them present a range of
incentives that can be offered, while others, such as the Anaheim Resort Area, present very
specific terms as to what the incentive will be.
Specific project examples previously presented ranged from 105 to 1,500 rooms, with an
average room size of 377 rooms. The examples represent a wide range of hotel type and
product, including luxury and full service hotels, convention hotels, and limited service
hotels. A common factor is that most of these projects occurred in key areas within their
municipalities. i.e. near the convention center, within a major revitalization zone, or within
or adjacent to a historic landmark.

III.

BASECRITERIA FOR HOTEL INCENTIVES IN LOS ANGELES

Based on the incentives utilized in other municipalities, the incentives previously provided
at LA Live and Grand Avenue, and our recommendations, we have developed a set of base
criteria for providing hotel incentives within the City of Los Angeles. The following
presents our recommendations and basis therefor.
MI N IMUM N UMBER OF ROOMS
The examples previously presented ranged from 105 to 1,500 rooms, with an average
room size of 377 rooms. The examples largely represent convention center hotels or larger
hotel projects near the city center. We recommend a room count minimum towards the
lower end of the range given the variety of submarkets within the City of Los Angeles.
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Specifically, we find 200 rooms to be a reasonable criteria. This is approximately double
the average property size within the greater Los Angeles market, which consists of 983
properties with a total of 97,004 rooms.'
COMPLIANCE WITH CEQA REQUIREMENTS
We find it reasonable to incorporate a requirement of compliance with CEQA in order to
qualify for hotel incentives.
MINIMUM

QUALITY STANDARD

We recommend a minimum quality standard of facilities and service equal to the general
requirements of a three star property.
ROOM BLOCK AGREEMENT
Any proposed project within 10 miles of the convention center should be subject to a
room block agreement in order to qualify for hotel incentives. For hotels within the Los
Angeles Sports and Entertainment District, the rooms block should equate to 70 percent of
the rooms being added; for hotels within the rest of the downtown area, the rooms block
should equate to 60 percent of the rooms being added; and for the anything outside of
downtown it should be 0 to 50 percent, depending on location.
OTHER CRITERIA
Other criteria evaluated include branding, community benefits, and labor agreements. For
branding, we recommend that either the branding or sponsorship behind the project be
sufficient to support a 110 percent RevPAR penetration of the local competitive set. This
would result in new projects lifting the local markets which we find usually results in the
rest of the market also being able to raise their rates. This further supports the minimum
quality standard criteria.
Projects should drive additional community benefits, such as providing conference space
and other amenities in areas with insufficient hotel facilities. This would be reviewed on a
case by case basis.
We understand you are eval uating a labor-agreement criteria and find this to be reasonable
given the number of comparable projects also incorporating a labor agreement. This
appears to be in line with the industry.

I

Based on June- August 2012 Edition of Hotel Horizons, STR
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IV.

SUBMARKET ANALYSIS

There are several areas within the City where we recommend refinements be incorporated
into the basic criteria to meet additional targeted policy goals. Specifically, we have
focused on the following three areas:
•

Within Yz mile of the Los Angeles Convention Center (LACC)

•

Hollywood

•

LAX

LAce
The location of hotel rooms within half a mile of the LACC has been identified as an
important policy consideration. The ability of the Center to drive additional city-wides
hinges on the development of additional quality hotel rooms within proximity to LA Live
and the Convention Center. Additional TOT could be provided to the project if it is located
in that target area and provides a threshold number of rooms. This is further discussed in
the incentive discussion in the next section.
We have reviewed several examples of convention overlay districts and incentive programs
oriented specifically to a convention center zone, as presented in the beginning of this
report.
HOLLYWOOD

AN D LAX

Adjustment of the portion and term of TOT incentives were also considered for Hollywood
and LAX. Hollywood continues to be significantly underserved in terms of hotel product,
with the W Hollywood being fully absorbed within a year of opening. Similarly, the LAX
market consists of a number of larger hotels that post occupancies in the low to mid 80's
percent, though at a significant discount in terms of ADR (Average Daily Room Rate), and
we believe renovations to the existing hotel rooms and expansion of the amenities offered
in the LAX area would raise the fundamentals within this market, resulting in additional
fiscal benefits to the City. Amenities should include additional restaurants, retail, and visitor
serving amenities.

v.

CITY OF LOS ANGELES HOTEL INCENTIVES

Based on our analysis, we present the following
within the City of Los Angeles.

recommendations for hotel incentives

BASE INCENTIVES
If a project meets the base criteria, we reCommend a base level of hotel incentives of 25
percent of the net new fiscal benefits. The total incentives given, however, may not exceed
40 percent of Transient Occupancy Tax (TOT) collected during the incentive period. For
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example, if a property drives $10 million in fiscal impact, the incentive would be limited to
$2,500,000. If TOT collections represent $7,000,000 of the $10,000,000, then the
incentives would be capped by TOT collections at $2,800,000 (40 percent of $7,000,000).
To summarize:
•

Base Incentives - the lesser of:
o 25 percent of total net new fiscal impact
o 40 percent of TOT collections

Net new means that the existing use and tax streams are deducted from the proposed hotel
projections in order to calculate the net new revenues to the City.
We recommend a time period of 20 years of TOT incentives.
FUNDING

GAP

We recommend the dollar amount of the hotel incentives be limited to a supportable
funding gap in the proposed development
A feasibility analysis would have to be
completed, whereby a projection of operating performance is combined with project
development cost in order to determine the funding gap. A discounted cash flow of the
project should include ten years of projected operating income and a reversionary value
utilizing a reasonable terminal capitalization rate.
Once the funding gap is identified, a net present value analysis of the base incentives
should be completed. Through the application of a discount rate, the future stream of
incentives can be presented as a present value dollar amount. This should not exceed the
funding gap identified above.
SPECIAL AREAS
As previously discussed, there are several areas within the City that we believe are
underserved by hotels and/or are targeted policy goals. This includes the area surrounding
the LACC, as well as the submarkets of Hollywood and LAX,
For the Yz mile area surrounding the LACC, we recommend the following if the project
exceeds 300 rooms. If it falls between the base criteria of 200 and the LACC minimum of
300, the project is only able to receive the incentives above (base incentives) the following:
•

Special Area Incentives LACC Zone - the lesser of:
o 50 percent of total net new fiscal impact
o 100 percent of TOT collections

For Hollywood,
•

we recommend the following:

Special Area Incentives Hollywood Zone - the lesser of:
o 40 percent of total net new fiscal impact
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o

50 percent of TOT collections

For LAX, we do not recommend incentives for new hotel room construction. Rather, we
recommend an incentive program for renovations and the addition of amenities such as
restaurants. This is discussed in the next section.
For these special areas, we recommend
incentives.

VI.

a maximum

time period of 25 years of TOT

HOTEL INCENTIVES FOR EXISTING HOTEL RENOVATION

The criteria for qualifying for, and level of incentive received, for a renovation of an
existing hotel is difficult as each project would be unique. There are varying levels of disrepair, age of facilities, branding, and other factors that play into the scope and scale of a
renovation. We recommend that the criteria be more general, such as:
•

An existing Hotel must represent one of the larger hotels or meet other attributes
that position it as a center of its local hotel market. It must be a trigger or
gateway project that will enhance a submarket and benefit the market and
induce demand rather than cannibalize existing demand.

•

The incentives for hotel renovations should also be based on net new tax
revenues, so the renovation should be of sufficient scale and benefit to drive
significant additional tax revenues to the City.

•

The hotel should be subject to similar minimum criteria as new hotels, including
minimum room block, minimum quality standard upon completion, community
benefits, and acceptance of a labor agreement.

•

The renovation should focus on further amenitizing the area.

For LAX, we recommend a specific program be available to support hotel renovations and
the addition of amenities such as restaurants. The scale of incentives should be a function
of the net new tax revenues generated by the renovated facilities. We recommend
•

Special Area Incentives LAX Zone - Renovation and Addition of Amenities - the
lesser of:
o
o
o

25 percent of total net new fiscal impact
50 percent of net new TOT collections
15 year suggested maximum time period

CONCLUSION
We have presented recommended base criteria for new hotel and existing hotel
renovations to receive hotel incentives. Furthermore, we have presented adjusted criteria
for several key areas for additional hotel development.
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We thank you for the opportunity to complete this interesting assignment on your behalf,
and would be pleased to hear from you if we could be of further assistance in the
interpretation of our findings.
Sincerely,
PKF Consulting

USA

v£-~
Bruce Baltin
Senior Vice President

STATEMENT Of ASSUMPTIONS

AND LIMITING CONDITIONS

STATEMENT OF ASSUMPTIONS AND LIMITING CONDITIONS

This report is made with the following assumptions and limiting conditions:
Economic and Social Trends - The consultant assumesno responsibility for economic, physical or demographic
factors which may affect or alter the opinions in this report if said economic, physical or demographic factors were not
present as of the date of the letter of transmittal accompanying this report. The consultant is not obligated to predict future
political, economic or social trends.
Information Furnished by Others - In preparing this report, the consultant was required to rely on information
furnished by other individuals or found in previously existing records and/or documents. Unless otherwise indicated,
such information is presumed to be reliable. However, no warranty, either express or implied, is given by the consultant
for the accuracy of such information and the consultant assumes no responsibility for information relied upon later found
to have been inaccurate. The consultant reserves the right to make such adjustments to the analyses, opinions and
conclusions set forth in this report as may be required by consideration of additional data or more reliable data that may
become available.
Hidden Conditions - The consultant assumesno responsibility for hidden or unapparent conditions of the property,
subsoil, ground water or structures that render the subject property more or less valuable. No responsibility is assumed for
arranging for engineering, geologic or environmental studies that may be required to discover such hidden or unapparent
conditions.
Hazardous Materials - The consultant has not been provided any information regarding the presence of any
material or substance on or in any portion of the subject property or improvements thereon, which material or substance
possessesor may possesstoxic, hazardous and/or other harmful and/or dangerous characteristics. Unless otherwise stated
in the report, the consultant did not become aware of the presence of any such material or substance during the
consultant's inspection of the subject property. However, the consultant is not qualified to investigate or test for the
presence of such materials or substances. The presence of such materials or substances may adversely affect the value of
the subject property. The value estimated in this report is predicated on the assumption that no such material or substance
is present on or in the subject property or in such proximity thereto that it would cause a loss in value. The consultant
assumes no responsibility for the presence of any such substance or material on or in the subject property, nor for any
expertise or engineering knowledge required to discover the presence of such substance or material. Unless otherwise
stated, this report assumes the subject property is in compliance with all federal, state and local environmental laws,
regulations and rules.
Zoning and Land Use - Unless otherwise stated, the projections were formulated assuming the hotel to be in full
compliance with all applicable zoning and land use regulations and restrictions.
Licenses and Permits - Unless otherwise stated, the property is assumed to have all required licenses, permits,
certificates, consents or other legislative and/or administrative authority from any local, state or national government or
private entity or organization have been or can be obtained or renewed for any use on which the value estimate
contained in this report is based.
Engineering Survey - No engineering survey has been made by the consultant. Except as specifically stated, data
relative to size and area of the subject property was taken from sources considered reliable and no encroachment of the
subject property is considered to exist.
Subsurface Rights - No opinion is expressed as to the value of subsurface oil, gas or mineral rights or whether the
property is subject to surface entry for the exploration or removal of such materials, except as is expressly stated.
Maps, Plats and Exhibits - Maps, plats and exhibits induded in this report are for illustration only to serve as an
aid in visualizing matters discussed within the report. They should not be considered as surveys or relied upon for any
other purpose, nor should they be removed from, reproduced or used apart from the report.

STATEMENT OF ASSUMPTIONS AND LIMITING CONDITIONS
(continued)

Legal Matters ~ No opinion is intended to be expressed for matters which require legal expertise or specialized
investigation or knowledge beyond that customarily employed by real estate consultants.
Right of Publication - Possession of this report, or a copy of it, does not carry with it the right of publication.
Without the written consent of the consultant, this report may not be used for any purpose by any person other than the
party to whom it is addressed. In any event, this report may be used only with proper written qualification and only in its
entirety for its stated purpose.
Testimony in Court -

Testimony or attendance in court or at any other hearing is not required by reason of
rendering this appraisal, unless such arrangements are made a reasonable time in advance of said hearing. Further, unless
otherwise indicated, separate arrangements shall be made concerning compensation for the consultant's time to prepare
for and attend any such hearing.

Archeological

Significance - No investigation has been made by the consultant and no information has been
provided to the consultant regarding potential archeological significance of the subject property or any portion thereof.
This report assumesno portion of the subject property has archeological significance.
Compliance with the American Disabilities Act - The Americans with Disabilities Act ("ADA") became
effective January 26, 1992. We assumed that the property will be in direct compliance with the various detailed
requirements of the ADA.
Definitions and Assumptions - The definitions and assumptions upon which our analyses, oprruons and
conclusions are based are set forth in appropriate sections of this report and are to be part of these general assumptions as
if included here in their entirety.
Dissemination of Material - Neither all nor any part of the contents of this report shall be disseminated to the
general public through advertising or sales media, public relations media, news media or other public means of
communication without the prior written consent and approval of the consultant(s).
Distribution and liability to Third Parties - The party for whom this report was prepared may distribute
copies of this appraisal report only in its entirety to such third parties as may be selected by the party for whom this report
was prepared; however, portions of this report shall not be given to third parties without our written consent. Liability to
third parties will not be accepted.

Use in Offering Materials - This report, including all cash flow forecasts, market surveys and related data,
conclusions, exhibits and supporting documentation, may not be reproduced or references made to the report or to PKF
Consulting in any sale offering, prospectus, public or private placement memorandum, proxy statement or other
document ("Offering Material") in connection with a merger, liquidation or other corporate transaction unless PKF
Consulting has approved in writing the text of any such reference or reproduction prior to the distribution and filing
thereof.
limits to liability - PKFConsulting cannot be held liable in any cause of action resulting in litigation for any dollar
amount, which exceeds the total fees collected from this individual engagement.
Legal Expenses - Any legal expenses incurred in defending or representing ourselves concerning this assignment will
be the responsibility of the client.

