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Metropolitan King County Council
Budget and Fiscal Management Committee

STAFF REPORT

	Agenda Item:
	10
	Name:
	Andrew Kim

	Proposed No.:
	2020-0282
	Date:
	August 26, 2020



SUBJECT

Proposed Motion 2020-0282 would approve the regional tourism recovery plan, as required by the 2nd COVID-19 Emergency Omnibus (Ordinance 19103).

SUMMARY

In May 2020, through the 2nd COVID-19 Emergency Omnibus (Ordinance 19103), Council appropriated $6 million to the Seattle-King County Convention and Visitors Bureau ("Visit Seattle") and $2 million to the Seattle Southside Regional Tourism Authority ("Seattle Southside") to support economic recovery efforts for tourism in the county which has been impacted due to the COVID-19 pandemic. The appropriation was funded by an interfund loan which will be paid back by lodging tax revenues that would be collected beginning on January 1, 2021. When the council approved the appropriation, there was a possibility that the appropriation would be funded by the $262 million Treasury Department Coronavirus Relief Fund appropriated through the Coronavirus Aid, Relief, and Economic Security (CARES) Act which the county received in April 2020. Executive staff has since confirmed that the appropriation is eligible to be funded by the CARES Act.

The appropriation included a proviso that restricted the funds until (1) the executive transmitted a plan, developed in consultation with Visit Seattle and Seattle Southside, describing how the appropriation would be used to develop and implement campaigns that promote tourism and attract tourists to the county, and (2) the council approved the plan through a motion. Proposed Motion 2020-0282 would approve this plan, which is Attachment A to this motion.

Council staff analysis has determined that the regional tourism recovery plan generally meets the requirements of the proviso. However, it should be noted that the plan did not fully address the requirements in the expenditure restriction to consider developing campaigns to be geographically balanced and promote tourist destinations located in historically disadvantaged communities. The executive’s response on why these details were not included in the plan is addressed in the Analysis section of the staff report.

BACKGROUND 

2nd COVID-19 Emergency Omnibus.   In May 2020, through the 2nd COVID-19 Emergency Omnibus (Ordinance 19103), Council appropriated $6 million to the Seattle-King County Convention and Visitors Bureau ("Visit Seattle") and $2 million to the Seattle Southside Regional Tourism Authority ("Seattle Southside") to support economic recovery efforts for tourism in the county which has been impacted due to the COVID-19 pandemic. The appropriation was funded by an interfund loan which will be paid back by lodging tax revenues that would be collected beginning on January 1, 2021.

When the council approved the appropriation, there was a possibility that the appropriation would be funded by the $262 million Treasury Department Coronavirus Relief Fund appropriated through the Coronavirus Aid, Relief, and Economic Security (CARES) Act which the county received in April 2020. Executive staff has confirmed that the appropriation will be funded by the CARES Act.

The appropriation was also tied to two expenditure restrictions (Section 21, ER1 and ER2) which included the following requirements:
· Visit Seattle should consider developing campaigns to be geographically balanced, while accounting for need, to promote all tourist destinations throughout the county including, but not limited to, East King County and North King County and should consult with all nine councilmembers to seek guidance on identifying tourist destinations throughout the county to allow the campaigns to be geographically balanced; and
· Both Visit Seattle and Seattle Southside should consider promoting tourist destinations located in historically disadvantaged communities that have been disproportionately impacted by inequities and discrimination and should consult with all nine councilmembers to seek guidance on identifying historically disadvantaged communities.

The appropriation also included a proviso (Section 21, Proviso P1) that restricted the funds until (1) the executive transmitted a plan, developed in consultation with Visit Seattle and Seattle Southside, describing how the appropriation would be used to develop and implement campaigns that promote tourism and attract tourists to the county, and (2) the council approved the plan through a motion. Proposed Motion 2020-0282 would approve this plan which is Attachment A to this motion.

It should be noted that the interfund loan would need to be approved by the Executive Finance Committee (EFC). However, executive staff has yet to submit a request to the EFC for an interfund loan request since the appropriation is currently restricted for use until the council approves the plan through this Proposed Motion 2020-0282.

Future Lodging Tax Allocations.   RCW 67.28.180 requires that future lodging tax revenues for the county be used for the following three categories: (1) arts and culture; (2) transit-oriented development affordable housing and homeless youth services; and (3) tourism. Table 1 below summarizes the requirements as outlined by RCW 67.28.180. In September 2018, the Council adopted Ordinance 18788 which authorized a new funding agreement and amendment to the existing financing agreement with the Washington State Major League Baseball Stadium Public Facilities District, and outlined the Council’s intent on the allocation of lodging tax revenues that would be collected beginning on January 1, 2021. The allocation intent comports with RCW 67.28.180. 

Table 1. Future Lodging Tax Allocation Requirements as per RCW 67.28.180[footnoteRef:1]. [1:  In 2011, the Washington State Legislature passed ESSB 5834 (Enacted as Chapter 38, Laws of 2011. Effective August 24, 2011) to amend RCW 67.28.180 to establish requirements on the allocation of the county imposed 2% lodging (hotel/motel) tax revenues starting 2021 and onwards.] 


	Category
	
	Requirement
	
	Additional Requirements

	
Arts and Culture
	
	
At least 37.5% for art museums, cultural museums, heritage museums, the arts, and the performing arts

	
	
K.C.C. 2.49.170 requires all lodging tax revenues to be transferred to 4Culture


	Affordable Housing and Homeless Youth Services
	
	At least 37.5% for the following:

· Nonprofit organizations or public housing authorities for affordable workforce housing within one-half mile of a transit station (Transit-Oriented Development Affordable Housing);

· Services for homeless youth;

· Repay general obligation or revenue bonds for affordable housing or sustainable workplace opportunities near a community impacted by the construction or operation of tourism-related facilities authorized by a community preservation and development authority
	
	TOD affordable housing allowed usage includes contracts, loans or grants

TOD affordable housing allowed to repay general obligation bonds or revenue bonds

TOD affordable housing allowed for capital uses only

Not allowed for services for homeless adults



	Tourism
	
	At most 25% must be used for capital or operating programs that promote tourism and attract tourists to the county

	
	Tourism means economic activity resulting from tourists, which may include sales of overnight lodging, meals, tours, gifts, or souvenirs[footnoteRef:2] [2:  RCW 67.28.080(5).] 






2nd COVID-19 Emergency Omnibus Actions Related to Future Lodging Tax Allocations.   The executive proposed 2nd COVID-19 Emergency Omnibus included a proposal to increase the tourism allocation, as intended by Ordinance 18788, from $9 million to $21 million from 2021-2029. The executive proposed increase to $21 million would support the following:

· $9 million would keep the original allocation to tourism intact (as adopted by Ordinance 18788);

· $8 million to Seattle-King County Convention and Visitors Bureau ("Visit Seattle") and Seattle Southside Regional Tourism Authority ("Seattle Southside") to support economic recovery efforts for tourism in the county, which has been impacted due to the COVID-19 pandemic;

· $2 million to 4Culture to provide relief grants to arts, culture, heritage, and preservation organizations throughout King County; and

· $2 million, to support the following:
· $1,000,000 – science organizations;
· $250,000 – arts education and institutions; and
· $750,000 – live music venues

Since Ordinance 18788 allocates the full future lodging tax revenues to arts and culture, affordable housing and homeless youth services, and tourism, an increase in allocation to one category would result in a decrease in allocation to another. Therefore, an increase in the tourism allocation would result in a decrease to transit-oriented development affordable housing (TOD) in the affordable housing category. 

However, the executive proposed that the $12 million additional allocation to tourism in Ordinance 18788 would not impact the allocation to TOD since the difference would be made up by savings from a lower interest rate on the $187 million of TOD bonds that had already been appropriated by the council. Ordinance 18788 assumed an interest rate of 5.5% for the TOD bonds. Due to the recent economic volatility and the Federal Reserve’s lowering of interest rates due to the COVID-19 pandemic, the executive proposed a new interest rate assumption of 4.0% which would lower the use of lodging tax revenues for the TOD Bonds.

It should be noted that a change in future lodging tax revenue allocations would necessitate a change to Ordinance 18788. During deliberation of the 2nd COVID-19 Emergency Omnibus, the executive stated that legislation to amend Ordinance 18788 to memorialize the Executive’s proposal to increase the tourism allocation by $12 million would be transmitted once council resumed normal meetings after the pandemic.

At the time of deliberation on the 2nd COVID-19 Emergency Omnibus, the county was still in the process of understanding the eligibility requirements of the Treasury Department's Coronavirus Relief Fund appropriated through the CARES Act. The assumption was that, if eligible, the $21 million appropriation as mentioned above would be funded by the CARES Act. However, should it not be eligible, the executive proposed the items to be funded by future lodging tax revenues. However, the council amended the executive’s proposal and the 2nd COVID-19 Emergency Omnibus was adopted to have the $2 million to 4Culture and $2 million for science organizations, live music venues, and arts education be funded through the General Fund while the $8 million for Visit Seattle and Seattle Southside remained as proposed to be funded through future lodging tax revenues. The council made these changes assuming that all of the appropriation would be eligible to be funded by the CARES Act.

Since the adoption of the 2nd COVID-19 Emergency Omnibus, executive staff has confirmed that all of the $21 million of appropriations that they originally proposed to be funded through future lodging tax revenues would now be funded by the CARES Act, including the $8 million to Visit Seattle and Seattle Southside. With this assumption, Ordinance 18788 would not need to be amended and the original allocations would remain intact. 

However, it should be noted that due to the COVID-19 pandemic, hotel tax revenues have declined as forecasted by OEFA (Office of Economic and Financial Analysis). The August 2020 OEFA forecast estimates the decline to be approximately $86 million from 2021 through 2043. Table 2 below provides a comprehensive summary of the total lodging tax allocation from 2021 through 2043 as originally allocated by Ordinance 18788 (which used the August 2018 OEFA forecast) and provides an updated allocation based on the latest August 2020 OEFA Forecast, which has yet to be adopted by the Forecast Council.
Table 2. Summary of Future (2021 – 2043) Lodging Tax Allocation.

	Category
	
	Allocation Details
	
	Ordinance 18788 Allocation
	
	August 2020 
OEFA Forecast

	AUGUST 2018 OEFA FORECAST
	
	
	
	

	
Arts and Culture
	
	
Building 4 Culture debt service
	
	
$3.0 mil 
	
	
$3.0 mil 

	
	
	Building 4 Equity repayment
	
	$0.0 mil
	
	$20.2 mil

	
	
	4Culture
	
	$493.0 mil
	
	$440.3 mil

	
Affordable Housing 
& Homeless Youth
	
	
TOD1 $87m bond debt service
	
	
$154.5 mil 
	
	
$134.2 mil[footnoteRef:3] [3:  Assumes debt service for taxable general obligation bonds issued in 2021 for 22 years with an interest rate of 4.0%, however, given the decline in interest rates due to the economic volatility caused by the COVID-19 pandemic, the county may be able to obtain a lower interest rate. In addition, this assumes interfund borrowing or short term debt may be required to meet cash flow needs in advance.] 


	
	
	TOD2 $100m bond debt service
	
	 $212.5 mil 
	
	$158.1 mil3

	
	
	Homeless Youth Services
	
	$34.4 mil
	
	$32.1 mil

	
	
	Unallocated
	
	 $258.9 mil
	
	$291.2 mil

	
Tourism
	
	
Tourism ($25K/yr. to Savor Snoq.)
	
	
$9.0 mil
	
	
$9.0 mil

	
	
	Building 4 Culture debt service
	
	$22.3 mil
	
	$22.3 mil

	
	
	Washington State MLB PFD
	
	$135.1 mil
	
	$125.6 mil

	
	
	SUBTOTAL
	
	 $1,322.6 mil 
	
	$1,236.0 mil

	EXCESS OF AUGUST 2018 OEFA FORECAST
	
	
	
	

	
	
	
Kent Special Events Center PFD
	
	
$0
	
	
$0

	
	
	4Culture
	
	$0
	
	$0

	
	
	Unallocated TOD & Homeless Youth
	
	$0
	
	$0

	
	
	Tourism
	
	$0
	
	$0

	
	
	Washington State MLB PFD
	
	$0
	
	$0

	
	
	SUBTOTAL
	
	 $0 
	
	$0

	
	
	TOTAL
	
	 $1,322.6 mil 
	
	$1,236.0 mil







Regional Tourism Recovery Plan.   According to the Regional Tourism Recovery Plan, the plan was developed in partnership with the Office of Performance, Strategy and Budget, Visit Seattle, and Seattle Southside.

Facts and Figures
The plan states that in 2019, tourism contributed approximately $8.1 billion to the county’s economy which included employment of 80,317 individuals. The plan also states that visitor spending largely contributes to the lodging, food and beverage, retail, recreation, and local transportation industries.

The plan states that the COVID-19 pandemic resulted in a 77% decline in visitor spending in 2020. In June 2020, Sea-Tac Airport saw a 75% decline in domestic passengers and a 95% decline in international passengers and hotel occupancy rates at 31.7%. Visit Seattle estimates that the lost economic impact of events cancelled at the Washington State Convention Center in March and April is approximately $34.7 million.  

Response to Proviso
Ordinance 19103 Section 21, Proviso P1 required that the Regional Tourism Recovery Plan address at least six questions related to the usage of the $8 million provided to Visit Seattle and Seattle Southside. The following provides a brief summary of how the plan addresses these six questions:

1. Description of what conditions must exist for King County to be a safe, healthy and desirable tourist destination – The plan states that King County will need to continue meeting all goals related to reducing the spread of the virus and disease activity targets as established by Washington’s “Safe Start” phased reopening plan.

2. Description of the desired outcomes of the tourism campaigns developed by Visit Seattle and Seattle South Side – The plan states that the goal of the tourism campaigns is to encourage residents and visitors to safely and mindfully support King County businesses, in turn driving overnight stays to revitalize and stabilize the lodging tax and reinforcing King County’s robust reputation around prioritizing public healthy safety as a top priority. The plan further states that the focus areas of the campaign will include: (1) Local Focus which includes King County residents; (2) Regional Focus which includes nearby metropolitan areas; and (3) Fly-Market Focus which includes visitors that would require airline travel to King County.

3. List of the types of anticipated campaign expenditures for each tourism campaign and how the expenditures will contribute to meeting the desired outcomes of the tourism campaign – The plan states that the $8 million would be used as follows:
· $1,040,000 – Strategy, planning, discovery, campaign development and deployment; 
· $2,000,000 – Locals campaign: Paid advertising, organic and paid social media, public relations, toolkits, partner support; and
· $4,960,000 – Regional drive market campaign: Paid advertising, organic and paid social media, public relations, media hosting, toolkits, partner support (may expand audience to include key fly West Coast markets, depending on progression to Phase 3 of the State’s “Safe Start’ phased reopening plan.[footnoteRef:4]). [4:  King County is currently at Phase 2 of the “Safe Start” Reopening Plan.] 


4. Timeline for the anticipated campaign expenditures for each tourism campaign and how the timeline will be informed by public health guidance – The plan provided the following table to show the spend timelines for the $8 million appropriation:

	 
	June - August
	September
	October
	November
	December
	Totals

	 
	Campaign Development & Deployment

	Sub-Total
	$582,426
	$114,394 
	$114,394 
	$114,394 
	$114,394 
	$1,040,000 

	VS share
	$425,172
	$83,508 
	$83,508 
	$83,508 
	$83,508 
	$759,200 

	SS share
	$157,254
	$30,886 
	$30,886 
	$30,886 
	$30,886 
	$280,800 

	 
	 
	 
	Local King County Focus 

	Sub-Total
	 
	$800,000 
	$600,000 
	$300,000 
	$300,000 
	$2,000,000 

	VS share
	 
	$536,000 
	$402,000 
	$201,000 
	$201,000 
	$1,340,000 

	SS share
	 
	$264,000 
	$198,000 
	$99,000 
	$99,000 
	$660,000 

	 
	 
	 
	Regional Drive Markets* 

	Sub-Total
	 
	$496,000 
	$1,488,000 
	$1,488,000 
	$1,488,000 
	$4,960,000 

	VS share
	 
	$391,840 
	$1,175,520 
	$1,175,520 
	$1,175,520 
	$3,918,400 

	SS share
	 
	$104,160 
	$312,480 
	$312,480 
	$312,480 
	$1,041,600 

	Total
	$1,164,852
	$1,410,394 
	$2,202,394 
	$1,902,394 
	$1,902,394 
	$8,000,000 



5. Description of how each campaign is expected to benefit tourist destinations throughout King County – The plan states that a healthy, safe, and desirable King County will appeal to conference meeting planners and attendees regarding future bookings. By promoting that King County is open for business in a safe and healthy way, King County’s convention centers and event spaces will be better positioned to win future business events.  The plan further states that other benefits include: (1) foot traffic growth to businesses; (2) increased hotel occupancy rate growth; (3) sales tax growth; and (4) overall increased  awareness of and pride in less familiar businesses, activities, and attractions in King County.


6. Description of how Visit Seattle and Seattle South Side will consult with other organizations in preparing the campaign – The plan states that Visit Seattle and Seattle Southside began consulting with elected officials and various organizations from around the county (listed in Appendix A of the report) to seek diverse perspectives on the campaign strategy, planning, campaign creation and measurements to measure campaign effectiveness. In addition, a survey was sent to more than 3,000 businesses throughout King County seeking information on their opening strategies, safety precautions, and recovery concerns. The plan further states that the information obtained through this process will support the coordination of messaging and implementation of the campaign with various stakeholders in East King County, North King County, and South King County, including but not limited to Visit Bellevue, Visit Issaquah and Woodinville Chamber, to ensure all corners of the county are represented and see the benefits from this effort.

Lastly, the plan concludes that as soon as the plan is submitted to council, the Office of Performance, Strategy and Budget will enter into contracts with Visit Seattle and Seattle South Side, who will begin developing campaign materials and purchasing airtime. The plan also states that in order to maximize revenue from the Coronavirus Relief Fund, Visit Seattle and Seattle Southside plan to complete all activities by December 30, 2020.

ANALYSIS

Council staff analysis has determined that the regional tourism recovery plan generally meets the requirements of the proviso. However, the plan did not fully address the requirements in the expenditure restriction that required Visit Seattle to consider developing campaigns to be geographically balanced and both Visit Seattle and Seattle Southside to promote tourist destinations located in historically disadvantaged communities.

The expenditure restriction requires that Visit Seattle and Seattle Southside seek guidance from all nine councilmembers on identifying historically disadvantaged communities and tourist destinations throughout the county to allow the campaigns to be geographically balanced. The plan identifies only 6 of the 9 councilmembers as those that provided input into the plan. Executive staff state that they reached out to all nine councilmembers but only identified those councilmembers that participated in an interview. They stated that some councilmembers provided connections to other organizations in their district to provide input on their behalf.

Executive staff relayed that Visit Seattle and Seattle Southside inquired councilmembers about promoting historically disadvantaged communities in each council district and inquired about connections to organizations who could provide support in that effort. Executive staff further stated that the promotion of minority-owned businesses will be prioritized and highlighted as destinations/partners (retail, restaurants, attractions, etc.) in the campaign.

Visit Seattle and Seattle Southside have committed that at least 33% of the highlighted retail/restaurant locations in the campaign will be minority-owned. They also plan to seek input from community partners including Ethnic Chambers of Commerce Coalition, Eastside for All, African Chamber of Commerce of the Pacific Northwest, Kent Downtown Partnership, and Renton Downtown Partnership, among others. Lastly, they plan to commit at least 25% of the total funding to directly support South King County communities.

With regards to considering a geographically balanced campaign, Visit Seattle and Seattle Southside stated that they have committed to an equitable distribution of tourism promotion for all parts of the county. They state that while some messaging will be broad and countywide, they will also ensure a balanced share of highlighting specific destinations/partners (retail, restaurants, attractions, etc.) for North King County, East King County, South King County, and Seattle. Visit Seattle plans to lead the effort to ensure the funding is used in a geographically balanced manner.

INVITED

· [bookmark: _GoBack]Katherine Kertzman, President & CEO, Seattle Southside
· Tom Norwalk, President & CEO, Visit Seattle
· Joe Woods, Managing Partner, Pacific Public Affairs

ATTACHMENTS

1. Motion 2020-0282 (and its attachment)
2. Transmittal Letter
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