CITY COUNCIL STAFF REPORT

DATE: JULY 24, 2023 BUSINESS & LEGISLATIVE

SUBJECT: INTRODUCTION AND FIRST READING OF A PROPOSED ORDINANCE
OF THE CITY OF PALM SPRINGS, CALIFORNIA, AMENDING CHAPTER
5.26 OF THE PALM SPRING MUNICIPAL CODE REGARDING THE
HOTEL OPERATIONS INCENTIVE PROGRAM

FROM: Scott C. Stiles, City Manager
BY: Community & Economic Development Department
SUMMARY:

The Hotel Operations Incentive Program (Program) is scheduled to expire on December
31, 2023. It is being recommended that the Program be extended until December 31,
2028, and modified to change the calculation of the Transient Occupancy Tax (TOT)
Increment that is shared between the City and hotels. TOT Increment is the difference
between the TOT Base and the amount of transient occupancy tax owed to the City. The
TOT Base is calculated using the average of the past thirty-six months of TOT paid by
the hotel. Some hotels do not have thirty-six months of TOT payments and are thus
unable to participate in the Program. The proposed Ordinance clarifies that, in certain
instances, such hotels may still be eligible to participate in the Program and sets forth the
reduced incentive that such hotels are eligible to receive under the Program. The draft
ordinance making these changes is provided as Attachment A.

RECOMMENDATION:

Waive reading of the text and introduce for first reading proposed Ordinance No. ,
‘AN ORDINANCE OF THE CITY OF PALM SPRINGS, CALIFORNIA, AMENDING
CHAPTER 5.26 OF THE PALM SPRING MUNICIPAL CODE, REGARDING THE HOTEL
OPERATIONS INCENTIVE PROGRAM.”

BACKGROUND:

The City of Palm Springs adopted Chapter 5.26 of its Municipal Code in December, 2007
(Ordinance 1730, effective January 2008) 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
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the City’s Convention Center, provide attractive and desirable visitor-serving facilities and
experiences, and assist the City in achieving its tourism goals.

The Program could be used for several types of hotels (comfort hotels, first class hotels,
and renovation of hotels). Each of these hotels were classified as New (hotels to be
constructed), or Existing (hotels, constructed, occupied, and used as a hotel on or before
January 1, 20006).

New hotels qualified for the Program if they were fully entitled as a hotel after January 1,
2008, but before December 31, 2014, and were under construction prior to December 31,
2017. After December 31, 2017, no additional New Hotels were accepted into the
Program. It should be noted that City Council approved Program extensions for the
Dream Hotel and Orchid Tree Hotel.

Existing hotels were those that were constructed, occupied, and used as a hotel on or
before January 1, 2006. Renovations to Existing Hotels were required to be under
construction no later than December 31, 2014 and completed no later than December 31,
2015. After December 31, 2015, no additional Existing Hotels were accepted into the
Program.

In early 2019, the Program was revived for Existing Hotels as the Phase Il Renovation
Project Hotels Program and included the following terms:

e Renovations made by the hotel shall not be less than $5,000 per room.

e The City reimburses the hotel with 50% of the annual TOT Increment. TOT
Increment is the difference between the TOT Base and the amount of transient
occupancy tax owed to the City. The TOT Base is calculated using the average of
the past thirty-six months of TOT paid by the hotel.

e Share period will be limited to 10 years.
e The Program would not be available for construction of new hotels.

e Amounts of TOT reimbursed to hotels under the Program will not exceed the
amount of the hotel renovation investment.

e The Tax Base formula requires the hotel have a thirty-six (36) month period to
establish the annual Tax Base.

e The base TOT level will be adjusted on an annual basis at a rate of 3% or increase
in the Consumer Price Index (“(All items in Riverside-San Bernardino-Ontario, CA,
all urban consumers, not seasonally adjusted”; Area “Riverside-San Bernardino-
Ontario, CA) from the prior year for the most recent month available.

e The hotel must be in operation for a period of five (5) years prior to the date when
the City accepts the Program application.

e Renovations must be completed no later than December 31, 2023.
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STAFF ANALYSIS:

The proposed Ordinance would make the following changes:

e Extend the Program until December 31, 2028.

o Clarify that the five (5) year required operating period need not be continuous or
immediately preceding the date the Program application is deemed complete.

e Allow for hotels that do not have thirty-six (36) months of TOT payment history, or
hotels that have not been in operation for a total of at least five (5) years in the
fifteen (15) years immediately preceding the date the Program application is
deemed complete, to receive an incentive of up to fifty percent (50%) of the TOT
increment [or seventy-five percent (75%) for hotels in Class | Historic buildings] in
for a reduced period of only five (5) years.

e Eliminate annual CPI adjustment and replace with a one-time CPI adjustment after
the fifth year of operation (for hotels eligible to receive the 10-year incentive) or the
second year of operation (for hotels eligible to receive the 5-year incentive
payment).

Maintaining an attractive City is an important part of a tourism economy. Palm Springs
already has several architectural resources and natural beauty which contributes to the
City’s success as a desirable location. There remain, however, several hotel properties
in need of renovation; the proposed program amendments will assist in providing
desirable incentives to reinvigorate the city’s hotel stock.

ENVIRONMENTAL ASSESSMENT:

The recommended action is not a “project” for purposes of the California Environmental
Quality Act (CEQA), as that term is defined by CEQA guidelines (Guidelines) section
15378.

ALIGNMENT WITH STRATEGIC PLANNING:

Quality of Life (1D), Advance Economic Development — Stimulate investment in activities
that create living wage employment opportunities and increase livability of the community.

FISCAL IMPACT:

Funds used to reimburse the hotels are from net-new TOT revenues — that is revenue
above the TOT revenues previously received from each participating hotel (TOT
Increment). That amount is divided between the hotel and City with each receiving 50%
of the annual TOT Increment. Under the proposed amendment, it is likely more hotels will
qualify for the program creating more new TOT revenues and higher room rates based
on the improved quality of the hotel facility.
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While the new TOT revenue cannot be known before participating hotels are identified,
recent Program participants in just their first year of operations after renovations have
generated TOT revenues that are 200% higher than their TOT base. Of that amount, 50%
is allocated to the hotel and 50% is allocated to the City. This represents approximately
$56,000 of new revenue for each participating hotel for reimbursement of their
improvements, and approximately $56,000 from each participating hotel to the City for a
ten-year period. For hotels that do not have thirty-six (36) months of TOT payment history
the payment period will be limited to five (5) years.

REVIEWED BY:
Department Director: Jay Virata
Deputy City Manager: Flinn Fagg
City Manager: Scott Stiles
ATTACHMENTS:

A. Draft Ordinance
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