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Re: Additional Hotel Room Tax and Future Local Tourism Funding

Staff Recommendation

That a letter be sent to the Minister of Finance, the Minister of Tourism, Culture and the Arts and
UBCM, providing comments on current local tourism funding scenarios, as outlined in the

attached staff report dated January 18, 2010.

Cathryn Volkering GM

General Manager - Community Services
(604-276-4068)
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Staff Report
Origin

Since 1999, the City of Richmond has been collecting Additional Hotel Room Tax (AHRT)
revenues and distributing them to Tourism Richmond for the purposes specified in the AHRT
provincial legislation for Richmond. Between 2004 and 2009, the City has been through a full
cycle of the AHRT and in February 2009, a joint application from Tourism Richmond and the
City was submitted to the Province to renew the AHRT for another five-year cycle. Support for
the provincial legislation came from the Richmond hotels, regional tourism industry stakeholders
and the City of Richmond, as outlined in the requirements for imposition of the 2% AHRT. In
addition, the application for this new AHRT cycle was supplemented by an official Agreement
between Tourism Richmond and the City, which aimed to enhance the working relationship
between Richmond’s Destination Marketing Organization (DMO) and the City, including:

o Clear definition of the roles and responsibilities of the DMO and the City in working
towards advancing Richmond as a destination

e Use of AHRT and a mechanism for distribution of funds to take advantage of specific
destination-building opportunities, such as the 2010 Olympic Winter Games and a
proactive Richmond Sport Hosting Strategy

s Deliverables, accountability principles and reporting requirements
Since then, the Province has folded back Tourism BC into the Ministry of Tourism, Culture and
the Arts and has initiated a review of the current provincial/local tourism funding network and a
stakeholder consultation process to determine what the future tourism funding network in BC
will look like. Meanwhile, to ensure funding continuity for local DMOs, the Province issued

Orders In Council (OIC) to approve AHRT until June 30, 2010 and, subsequently, extended the
expiry date of the OIC to June 30, 2011.

In late December 2009, the Province issued a Green Paper (Aftachment I) with results from
stakeholder consultations to date and a likely model for future funding of the BC tourism
network. On January 6, UBCM issued a member release (Aftachment 2) largely in support of the
Green Paper model and urging municipalities to submit comments to the Province.
Analysis
The analysis below includes:

o Summary of AHRT consultations to date

¢ Three main tourism funding scenarios developed as a result of consultations to date

® Analysis of the 3 scenarios that have emerged to date, including advantages and
disadvantages from Richmond’s point of view

¢ Recommended comments to be submitted to Province and UBCM

e Next steps
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AHRT Consultations to Date

In the spring of 2009, the Province signalled the need for review of the tourism network in BC
by absorbing Tourism BC back into the Ministry of Tourism, Culture and the Arts and by
introducing the Harmonized Sales Tax (HST). Both actions profoundly influence tourism at the
provincial and local level and the Province launched consultations with all stakeholders to
explore funding options for tourism. After initial consultation on the effectiveness of the current
AHRT model, carried out by the Ministry of Finance to AHRT-receiving local governments, the
Province tasked the Ministry of Tourism, Culture and the Arts with carrying out broader
consultations, including hoteliers, tourism industry associations, and local government
associations. (A detailed summary of consultations to date is included in Attachment 3.)

Local Tourism Funding Scenarios

Through the above consultation process, 3 distinct models for funding local tourism have
emerged, with key parameters for each model included below:

DMO

Key Parameters Current Model: Proposed Tourism Proposed Province
Additional Hotel Industry Model: Model:
Room Tax (AHRT) Destination Enhanced Additional
Model Marketing Fee Hotel Room Tax
(DMF) Model (EAHRT) Model
Tax vs. Fee Tax Fee Tax
AHRT 51% of hotels with 51% of hotels with 51% of hotels with
Requirement 51% of hotel rooms 51% of hotel rooms 51% of hotel rooms
Applicant Local Government or | DMO only Joint Local

Government-DMO

Revenue Collection | Ministry of Finance Ministry of Finance Ministry of Finance
and Disbursement
Flow of Funds Ministry of Finance to | Ministry of Finance to | Ministry of Finance to
Local Government to | DMO Local Government to
DMO DMO
Reporting Ministry of Finance DMO Boards Ministry of Tourism,
Tourism Industry Culture and the Arts
Sectors
Sectors Involved Accommodation Only | All Tourism Accommodation Only
Rate (% of Hotel Up to 2% 1% to 4% DMF 1% to 4% AHRT
Room Price)
Renewal Varies Unknown Standard 5-year
Penalties None Unknown Set out in Regulation

At a recent meeting between Tourism Richmond and the City, the Provincial representative
presented the parameters of the EAHRT model. The Provincial representative also re-enforced
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the Province’s desire to strengthen accountability in the tourism network and continue to involve
local government in both the funding flow and reporting processes to achieve that.

Analysis of Scenarios

Option 1: Current Additional Hotel Room Tax (AHRT) Model’
The current AHRT model has proven effective for Richmond, as it has the following advantages:
¢ Shifts financial burden of local tourism development from the taxpayer to the visitor

o Provides a mechanism for funding the development of local tourism based on market
forces and not subsidies (when tourism grows, funding grows and vice versa)

¢ Supplies significant funding for the tourism sector, as it is based on number of rooms,
which are many in Richmond

¢ Hoteliers can measure and directly see the results from the use of AHRT funds
through DMO Board participation

The current AHRT model in Richmond has the following disadvantages:

e Reduces capacity of the community to target day visitors

¢ Raises absolute cost of accommodation and puts margin pressure on hoteliers
(however, it should be noted that all local and international jurisdictions follow such
practice, hence the comparative cost remains the same)

¢ Focuses largely on filling beds and not on growing other sectors of tourism which
may be of priority to the Community

Option 2: Proposed Destination Marketing Fee (DMF)?
The DMF Model proposed by the tourism industry has the following advantages for Richmond:

¢ Direct flow of funds from Province to DMO reduces revenue administration, financial
management and reporting burden on Staff

e Involvement of other tourism sectors, , beyond accommodation, in local tourism
funding allows for broader, more holistic consideration of community tourism
objectives, not just filling beds

e Variable rate of 1% to 4% more realistic to address the needs of various communities,
for example communitics with fewer hotel beds may opt to collect higher rate to '
secure an appropriate level of tourism funds

The DMF Model proposed by the tourism industry has the following disadvantages for
Richmond:

! Staff feedback to the Province on the current ALIRT Funding Model is enclosed in Attachment 4: “AHRT
Consultations — Survey Response (Richmond)”

2 The proposed DMF Funding Model is articulated in the enclosed Attachment 5: “Conceptual Framework to
Replace the Additional Hotel Room Tax with a Destination Marketing Fee”
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¢ Direct flow of funds from Province to DMO bypasses local government and does not
link hoteliers to the community at large, and tourism initiatives to broader community
planning

o (Capacity for AHRT accountability, financial management, auditing and reporting
reduced under direct flow through of funds from Province to DMO
Option 3: Proposed Enhanced Additional Hotel Room Tax (EAHRT)?

The EAHRT Model proposed by the Ministry of Tourism, Culture and the Arts has the following
advantages for Richmond:

e Visitors and not taxpayers continue to fund local tourism development
e Long-term industry development based on market forces and not subsidies

e Source of significant local industry funding compared to other methods, such as
memberships

e The approving entity—hoteliers—can directly monitor the results through the DMO
reporting process

e Proposed 1% to 4% tax range, approved by hoteliers in the community, allows for
more flexibility in balancing hotel room costs with tourism budgets

e Standard S-year approval term streamlines application and renewal process

¢ Maintenance of current revenue delivery model, including collection, administration
and disbursement, simplifies transition

e Shifting responsibility for approval, expenditure policies, reporting, monitoring and
renewal to the subject matter ministry — the Ministry of Tourism — strengthens the
EAHRT accountability process and secures a higher level of program oversight

o Legislated penalties increase compliance

The EAHRT Model proposed by the Ministry of Tourism, Culture and the Arts has the following
disadvantages for Richmond:

¢ Docs not enforce a unified tourism strategy, including the input from local
government, hoteliers and DMO

¢ Increased cost of oversight

Recommended Comments to Province and UBCM

Based on the advantages and disadvantages of each of the three funding scenarios outlined
above, Staff recommend that council submit a letter to the Ministry of Finance, Ministry of
Tourism, Culture and the Arts and UBCM, including the following recommendations;

¢ Funding of local tourism continues to be through a voluntary tax

o Hotelier community to continue approving tax rencwal

¥ The Enhanced Additional Hotel Room Tax Funding Model is articulated in the enclosed Attachment I: “Gréen
Paper on B.C.’s Destination Marketing Network: Funding and Structure”
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* Application process to continue inctuding both local government and DMO, with a
bylaw required to enact OIC legislation where DMO has not been designated as an
eligible entity by local government

¢ Ministry of Finance to continue collecting and disbursing the tax revenue
Flow of funds continues to be through local government to DMO, to ensure local
government retains its voice in local tourism management and marketing delivery,
ensure greater transparacy in spending tax dollars.

e Provides a streamlined process and ensures accountability.

e DMO reporting and business plan review to shift from Ministry of Finance to the
subject matter Ministry of Tourism, Culture and the Arts

e Accommodation to continue being the sole tourism sector involved

» Tax rate percentage range to be extended from up to 2% to 1% to 4% and appropriate
rate to be approved by hoteliers

* Renewal to be standardized on a 5-year cycle

Next Steps

The Ministry of Tourism, Culture and the Arts was required to submit its recommendation to the
BC Minister of Finance by January 15, 2010. It is expected that the Province will produce a
legislative decision in the 2010 Spring Session. At that stage, the Agreement between Toutism
Richmond and the City needs to be reviewed for compliance and potential updates under the
anticipated new Provincial legislation.

Financial Impact
None at this time.
Conclusion

Based on recent consultations with local tourism stakeholders, there are three scenarios for future
funding of local tourism. It is recommended that Council submit a letter with the recommended
comments on the three scenario to the Ministry of Finance, the Ministry of Tourism, Culture and
the Arts and UBCM.

_/Z‘/&W/’M N L.

Neonila Lilova
Manager, Economic Development
(604-247-4934)

NI.:nl
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Attachment 2

S
il h\” MEMBER RELEASE
i UBCM Response to DMO/AHRT Green Paper
Armeae,
To: Administrators of local governments cwrently receivieg AHRT

From: Gary Maclssac, Executive Director
Date:  Januwary 6, 2010

On January 4, 2010, UBCM wtaff reviewed the Green Paper on BC's Deskination Marketing
Network: Funding & Structure prepared by the Ministry of Tourisre, Culture & the Arts. In
general, we felt the Additional Hote] Room Taz (ARRT) mechanism descyibed in the Green
Paper dermonsirates a conuitment to retaining the voice of Iocal government in local tourism
marketing delivery.

The paper provides clear direction that the intent is to continue the AHRT as a tax that is, 8¢ least
in fhe inmediate future, collected locally through eligible accommaodations, remitted from the
Ministry of Firance to local govermments amd available to support local destivation msavketing
organizations (DMOz) to effectively market thetr srex or specific towrism product. As outlined
in our previcus submission to the Ministry of Finance, we believe the continued involvement of
loeal govenment helps to ensure the AHRT is an accountable process aud we were pleased to
seg this echoed in fhe Greeu Paper.

However, we do have concerns sbout the level of local government involvement in the
consultation procesg to date as well a3 concerns about a number of fhe enhancements that have
been proposed in: the Green Paper. These include:

»  Jachmsion of guiding prineiples that appear to have been brainstormed for the overall
structure and funding of the DO Network in BC - and not specifically for the
epplication of the AHRT or community DMOs;

»  The apparent desire to encourage Jocal governments to designate an eligible entity sud to
move towards more regionalized {owrism marketing;

» Removal of grandfathered stafus for communities that are not currently reguired to renew
their AHRT application, and;

> Creation of thresholds for administrative cogts.

As you may kuow, a forvm has been planned for January 6, 2010, Due to the late notice of this
mesting, UBCM staff are ot able to attend. We have however requested a subsequent meeting
with the Ministry of Touriem, Culture & the Arts.

The Mmistry hss stated that they are required fo subwmit their recosnmendations to the Minister of
Finance by January 15, 2610. If you have not done go already, we would encourage youto
review the Green Paper and submil comments directly fo the Minister of Finance and the
Minister of Tourism, Culiure & the Aris,

Please copy your comments fo UBCM to help staff continwe o work with the Ministey of
Finance to develop a solution that recognizes and values the important role local governments
play in local tourism marketing.

For more information or to submit comments or feedback, please contact;

Danyta Welch, Policy & Programs Officer
(230} 356-3193
dwelch{@bem.ca
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Tourism Funding Model — Consultations to Date

Attachment 3

Who Stakeholder(s) | When? Medium Outcome | Richmond
Consulted Consultation
BC Ministry | Municipalities | October E-mail Current City Staff email
of Finance 2009 survey: AHRT to province in
: AHRT model support of AHRT
Consultations | assessment | model and
suggestions for
improvement
Council of | Hotel Industry | November | Unknown Destination | Tourism
Tourism 2009 Marketing | Richmond letter
Associations Local DMOs Fee (DMF) | to province in
proposal support of DMF
BC Hotels
Association
BC DMO
Association
UBCM Representative | December | Unknown Support for | UBCM letter to
sample of 2009 current province in
membership AHRT support of current
mode] AHRT funding
model
BC Ministry | All December | Stakecholder | Green Proposed
of Tourism, | stakeholders, 2009 Forums Paper for Enhanced AHRT
Culture and | including Discussion | Funding Model
the Arts UBCM and and reviewed and
Hotel Feedback | evaluated
Associations
UBCM Membership January Letter to Overall Letter to province
2010 AHRT local | support for | in support of
governments | proposed Enhanced AHRT
Enhanced | Funding Model
AHRT solicited
Funding
Model
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