Agenda Item No. 4

File Code No. 29000

CITY OF SANTA BARBARA

COUNCIL AGENDA REPORT

AGENDA DATE: June 17, 2014

TO: Mayor and Councilmembers
FROM: Administration Division, Finance Department
SUBJECT: Renewal Of The Santa Barbara South Coast Tourism Business

Improvement District
RECOMMENDATION:

That Council adopt, by reading of title only, A Resolution of the Council of the City of
Santa Barbara Requesting Consent of the Cities of Carpinteria and Goleta, and the
County of Santa Barbara, to Renew the Santa Barbara South Coast Tourism Business
Improvement District.

DISCUSSION:
Introduction

On September 28, 2010 the Santa Barbara City Council approved resolution No.10-080
establishing the Santa Barbara South Coast Tourism Business Improvement District
(TBID) and approved the TBID Management District Plan. The TBID is a special benefit
assessment district designed to increase tourism by creating a supplemental funding
source for marketing the south coast region of Santa Barbara County. The TBID region
includes the Cities of Santa Barbara, Goleta, and Carpinteria, and the nearby
unincorporated areas of the County of Santa Barbara, with the City of Santa Barbara
designated as the lead jurisdiction. The five year term of the TBID is set to expire on
January 1, 2016.

Renewal Process

To renew the TBID, the formation/renewal proceedings specified in the Property and
Business Improvement District Law of 1994 (1994 Law) must be followed, including
accepting petitions, adopting a resolution declaring intention to form the district, holding
public hearings to allow for comments, and adopting a resolution forming the district.
The public hearings are proposed for September 30, 2014 and October 28, 2014, with
adoption of the TBID on the date of the final public hearing. The 1994 Law also requires
the creation of a management district plan, a guiding document for the TBID. A
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management district plan will be drafted and brought forward to the City Council at the
meeting of September 9, 2014 with a Resolution of Intention to renew the district.

The 1994 Law allows for the formation/renewal of multi-jurisdictional improvement
districts, with consent of the included jurisdictions being granted to one “lead”
jurisdiction. In this case, the City of Santa Barbara has agreed to act as the lead
jurisdiction, and by adopting the Resolution Requesting Consent the City will be
requesting consent from the cities of Carpinteria and Goleta, and the County of Santa
Barbara, to include their jurisdictions (or portions thereof) in the proposed TBID. Each
of those jurisdictions must grant consent in order for lodging businesses in their
jurisdiction to be included in the TBID. A summary report which provides an overview of
the current TBID and the renewal timeline is attached to this report for review.

Assessment

If renewed, the TBID will place an assessment on lodging businesses, regardless of
size or category, within the boundaries of the Cities of Santa Barbara, Carpinteria, and
Goleta, and portions of the unincorporated southern Santa Barbara County. The
current assessment rate varies from $.50 per occupied room per night to $2.00 per
occupied room per night, based upon the average daily rate charged by each lodging
business, as illustrated below. The assessment rate will be adjusted on an annual basis
to reflect any changes in the prior years’ average daily rates.

As shown in the table below, the new proposed assessment rates will vary from $1.00
to $4.00. In addition, two increases to the assessment rates are proposed during the six
year term in order to keep pace with the rate of inflation, to remain competitive and to
grow market share. These increases will be implemented on January 1% of the third
and fifth years (2017 and 2019) of the TBID. These increases will be automatic unless
the VSB Board votes not to implement them based upon the circumstances that they
deem significant.

Average Daily Rate Current Assessment Proposed
Per Night Assessment Per
Night
Less than $100 $0.50 $1.00
Between $100 and $1.00 $2.00
$150
Over $150 up to $200 $1.50 $3.00
Over $200 $2.00 $4.00
Governance

The TBID funds are managed by a committee formed within VSB. The committee is
comprised of a diverse group of representatives, including four representing Santa
Barbara lodging businesses.
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Term

If renewed, the TBID will have a six-year term, unless terminated earlier. Business
owners can petition for disestablishment of the TBID if they desire, and intend to do so
in the event current levels of tourism promotion funding provided by the City are
significantly reduced from current levels or disproportionally reduced in times of budget
cuts. The Santa Barbara City Council could also disestablish the TBID in certain cases
of malfeasance or illegal activity. After six years, the petition and City Council approval
process would have to be repeated to renew the TBID.

BUDGET/FINANCIAL INFORMATION:

The proposed TBID, if renewed, will continue work to bring visitors to the City,
potentially increasing transient occupancy and sales tax revenues. Because the City will
collect the TBID assessment from lodging businesses, it will be paid a fee equal to 3%
of the assessment collected.

The proposed TBID will have an overall positive impact on the City, increasing tourism
and potentially raising both transient occupancy and sales taxes. The current TBID
generates approximately $1.75 million for marketing outreach; the renewal will generate
an additional $1.75 million for marketing efforts.

ATTACHMENT: Santa Barbara Tourism South Coast Tourism Business
Improvement District — Renewal Process

PREPARED BY:  Genie Wilson, Treasury Manager
SUBMITTED BY: Robert Samario, Finance Director
APPROVED BY: City Administrator's Office
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To Our Valued TBID Members:

On behalf of the TBID renewal committee, thank you for your participation and support during the previous three
years. As we embark upon the TBID renewal process, | want to touch upon some key elements of this process, its
successes, and the vital importance of the tourism business improvement district to our industry’s viability.

We are initiating the TBID renewal process now based upon the recommendations of our TBID advisory consultant
and supported by the TBID Renewal Committee. Although we still have two years remaining of the five year TBID
term, we want to ensure that the TBID funding stream is uninterrupted so that we can seamlessly maintain our
marketing efforts. We witnessed the negative ramifications in San Diego when legal challenges forced a short-term
shut down of their Tourism Management District. We do not anticipate any similar challenges with our TBID renewal
and we have been advised that it is prudent to begin the renewal process now to ensure our future funding.

| believe most of you are aware of the tangible successes of our TBID, which has decisively contributed to the Santa
Barbara South Coast’s rising visitation numbers, resulting in substantial economic impact. Specifically, average daily
rate (ADR) increased from $166.45 in 2010 to $195.00 in 2013 and occupancy rose by 5.5%.

With the use of TBID funding, VSB-generated lodging revenue has increased from $28M in 2010/11 to a projected
$50M in 2013/14.

We’re not alone in acknowledging the importance of the TBID structure. There are
currently 85 tourism business improvement districts in existence in California. Although
this reinforces Santa Barbara’s adoption of the TBID, it also means that the marketplace is
incredibly competitive, especially at a regional level. Infused with TBID funding, we want
Visit Santa Barbara to continue to help ensure our destination is at the forefront of the
travel and tourism industry and remains top-of-mind at a state, national, and global level.

As we continue to maximize the opportunities created by TBID funding, we thank you,
our industry partners, for supporting the collections of these funds through the TBID
that are paramount to our marketing success. In the next months we will ask you for your
continued support for our South Coast Tourism Business Improvement District.

Sincerely,
Tom Patton | TBID Committee Chair

As President and CEO of Visit Santa Barbara, | want to personally thank you. As Tom mentioned, TBID funding has
notably increased the number of opportunities VSB is able to pursue on behalf of the destination. I’'m frequently
reminded of the Santa Barbara South Coast’s prominence within the travel and tourism industry when | attend trade
shows and meet with colleagues throughout the state, country, and world.

As a member of the U.S. Travel Association Board, | can assure our lodging partners that
Visit Santa Barbara is at the cutting edge of our industry and key performance indicators
support this. Unique website visitors to SantaBarbaraCA.com have increased 103% to
a projected 1.39M since 2010/11 TBID funds became available. VSB-generated lodging
revenue, as a percentage of total lodging revenue, has grown from 13.1 % in 2010/11 to
21.1% in 2013/14.

At Visit Santa Barbara, we give absolute consideration to every TBID dollar spent,
ensuring that funds are always maximized on behalf of the Santa Barbara South Coast. |
look forward to our continued partnership and the new levels of success to which it will
take our world-renowned destination.

Sincerely,
Kathy Janega-Dykes | President and CEO, Visit Santa Barbara
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The vast effect of travel and tourism on the Santa Barbara South Coast cannot be ignored.
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Source: 2012/2013 Santa Barbara South Coast Visitor Profile Study

The positive impacts of TBID funding for tourism marketing are very tangible. Santa Barbara South Coast
lodging properties have experienced strong and consistent growth in both occupancy and average daily rate
since the initiation of the TBID and its infusion of new funds to the VSB marketing program. The South Coast
has outperformed the California market as a whole with occupancy rising from 67.4% to 72.9% and with an
increase in ADR of 17% between CY 2010 and 2013.

SANTA BARBARA SouTH CoasT LobGING PERFORMANCE

Source: Visit Santa Barbara Destination Strategic Marketing Plan 2014/15 draft

VISIT SANTA BARBARA



SANTA BARBARA SouTH CoAsT vs. CALIFORNIA LoDGING PERFORMANCE

Occupancy ADR
Year California Santa Barbara | California Santa Barbara
2010 63.1% 67.4% $109.94 $166.45
2011 66.5% 70.0% $116.35 $176.38
2012 68.8% 72.0% $123.00 $182.00
2013 70.2% 72.9% $130.41 $195.00
Source: Smith Travel Research
Since TBID funds were added to the marketing effort, VisiT SANTA BARBARA UNIQUE WEBSITE VISITORS

unigue website visitors to the Visit Santa Barbara site
have grown aremarkable 103% to 1.39 million, anincrease
that directly leads to increased lodging revenue.

' 103% MILL}O.NSU9NIQUE

WEBSITE VISITORS

How does this translate into revenue? It is estimated that

10% of desktop users and 9% of mobile users who visit Source: Visit Santa Barbara Destination Strategic Marketing Plan 2014/15 draft
the VSB website are influenced to visit the destination.*

VisiT SANTA BARBARA GENERATED LoDGING REVENUE

TBID funds have further expanded VSB efforts and
resources allowing VSB to initiate a comprehensive
marketing effort and extensive sales and public
relations activity. The result has been an almost $31
million increase in VSB’s share of total lodging revenue
since 2010/11.

MILLION INCREASE IN VSB’s SHARE OF
TOTAL LODGING REVENCE SINCE 2010/11

Source: Visit Santa Barbara Destination Strategic Marketing Plan

With renewed funding, Visit Santa Barbara will VisiT SANTA BARBARA GENERATED LODGING REVENUE
continue to expand upon this multi-faceted approach, As A % oF ToTAL LobGING REVENUE

marketing the destination to drive the percentage of
lodging revenue even higher in years to come.

*Note: The 9% conversion rate is estimated based on several factors including input and
agreement from the lodging industry, extrapolation of the VSB conversion study and
comparisons with other destinations. It is purposely a conservative estimate.

Source: Visit Santa Barbara Destination Strategic Marketing Plan
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The California tourism market is an extremely competitive one.

Tourism Business Districts formed by our competitors are collecting more and outspending our South Coast
TBID. Additionally, many destinations and regions have a built in increase for tourism funding because they
collect TBID funds as a percentage of room revenue and not a flat fee per night, as done by our TBID. Our
South Coast TBID collects about $1.75 million annually. This compares to $4 million collected by Napa, $3+
million collected by Santa Monica, $3.5 million collected by Monterey and $6 million collected by Palm Springs.
Major California cities collect five to six times more, topped by San Diego with a 2% room revenue charge that
brings in $35 million annually.

Of course, our competition is not limited to California destinations.
We compete with coastal and resort destinations everywhere. According to TraveEffect.com, “Travel injects
$2 trillion into the U.S. economy.” As the economy continues to ramp up post-recession and travelers start to

extend stays and loosen budget restrictions, it is now more important than ever to position Santa Barbara as
a standout destination.

RecioNAL TBID CoLLECTIONS

Amount Assessment Rate Amount Assessment Rate
Major Destinations | $67,332,000 Central Coast $3,695,000
San Francisco $27,000,000 | .75% - 1.5% room revenue Arroyo Grande $140,000 2% room revenue
San Diego $30,000,000 | .55% - 2% room revenue Pismo Beach $600,000 1% room revenue
Los Angeles $19,000,000 | 1.5% room revenue Morro Bay $500,000 3% room revenue
Wine Country $6,200,000 San Luis OBISPO | ¢1 560,000 | 2% room revenue
County '
Napa $4,000,000 | 2% room revenue SC?Tr; Luis Obispo $950,000 2% room revenue
Sonoma County $2,000,000 | 2% room revenue
Paso Robles $500,000 2% room revenue
Sonoma City $440,000 2% room revenue
Atascadero $105,000 2% room revenue
LA/South Coast $7,079,031
(l\:lgrc’rjksmTCenTrol $4,860,000
Huntington Beach | $1,300,000 | 2% room revenue
Santa Cruz $1,140,000 | $1.00 - $1.50 per night
Laguna Beach $950,000 2% room revenue
Monterey $3,500,000 | $.50 - $2.50 per night
Newport Beach $2,500,000 | 3% room revenue
Carmel $220,000 $1.00 per night
Santa Monica $3,350,000 | $2.25 - $4.25 per night
o The Desert $6,000,000
Source: Civitas
Palm Springs $6,400,000 | 2% room revenue
The Sierras $6,480,000

1% - 2% Revenue Hotels/

Mammoth Lakes | $4,680,000 Restaurant Retail

South Lake Tahoe | $1,800,000 | $3.00 - $4.50 per night

VISIT SANTA BARBARA
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After considering both our success and our challenging competition, we are proposing that in FY 15/16 the
Santa Barbara South Coast Business Improvement District double its current assessment rate per night, with
no change in the current assessment categories. Hotels that currently assess $1.00 per room night sold would
assess $2.00. See the charts below.

CURRENT TBID ASSESSMENT Proposep TBID AssessMENT
. Assessment Rate . Assessment Rate
Average Daily Rate Per Night Average Daily Rate Per Night
Less than $100 $0.50 Less than $100 $1.00
$100 - $150 $1.00 $100 - $150 $2.00
Over $150 - $200 $1.50 Over $150 - $200 $3.00
Over $200 $2.00 Over $200 $4.00
With each assessment category doubling there will be VisiIT SANTA BARBARA Prorosep TBID FUNDING
an additional $1,750,000 for marketing outreach. This
added to the City, County, Membership and Cooperative
Marketing revenue would result in an operating budget
for Visit Santa Barbara of approximately $5 million
annually.
We believe this increase will have a minimal effect on
any consumer decision to visit the destination. These
fees are now pervasive throughout California and the
sum total of our assessment is considerably lower than
most.
The suggested increase will allow Visit Santa Barbara Source: Visit Santa Barbara Destination Strategic Marketing Plan 2013/2014

to continue to aggressively grow lodging revenue and
keep us on par with other direct competitors.

WHO PAYS THE ASSESSMENT

Beginning in January 2015, all commercial lodging businesses, regardless of size or category, within the
boundaries of the Cities of Santa Barbara, Carpinteria, and Goleta, and portions of unincorporated southern
Santa Barbara County will be required to pay the TBID assessment. Assessments would range from $1.00 to
$4.00 based on hotel room rates, as done in the past.

7 VISIT SANTA BARBARA



TERM LIMITS AND ESCALATOR CLAUSE

Two increases in the assessment rates have been authorized over the six year term in order to keep pace with
the rate of inflation, to remain competitive and to grow market share. These increases will be implemented
on January 1%t of the third and fifth years (2017 and 2019) of the District. These increases will be automatic
unless the VSB Board votes not to implement them based upon circumstances that they deem significant. Any
increase will be reflected in the annual report.

Assuming that the assessment increases are enacted in years 3 and 5 the annual assessment rates will be as follows:

Year Under $100 $100 - $150 $150 - $200 Over $200
2015 $1.00 $2.00 $3.00 $4.00
2016 $1.00 $2.00 $3.00 $4.00
2017 $1.10 $2.20 $3.30 $4.40
2018 $1.10 $2.20 $3.30 $4.40
2019 $1.25 $2.50 $3.75 $5.00
2020 $1.25 $2.50 $3.75 $5.00

This will result in an estimated annual budget of $3,670,000 for years 1-2, $4,037,000 for years 3-4, and
$4,586,000 for years 5-6.

TBID DESTINATION FUNDS

Local destination marketing funds shall be used for programs which drive room night sales to assessed lodging
businesses in Goleta and Carpinteria, respectively. The annual sum of $150,000 shall be dedicated to Goleta,
and $50,000 to Carpinteria, which sums are proportionate to the historical collections represented in each of
these jurisdictions.

The amount dedicated to local destination marketing may be adjusted if the bi-annual assessment rate
increases are implemented, the amount provided to Carpinteria may increase to $55,000 in year three and
$60,500 in year five, and the amount provided to Goleta may increase to $165,000 in year three and $181,500
in year five.

A destination marketing organization (DMO) in the cities of Goleta and Carpinteria shall receive funds to be
spent on local destination marketing activities. For Goleta, the initial DMO will be the Goleta Valley Chamber
of Commerce. The DMO shall have responsibility and decision making authority for the funds provided, within
the requirements of this Plan.

VISIT SANTA BARBARA 8



RETURN ON INVESTMENT

Visit Santa Barbara estimates the additional $1,750 million could generate approximately 300,000 new unique
website visitors. Based on the model established in the ROl study this could equate to an additional $27 million

in incremental lodging revenue.

Of course the benefit does not stop there. Visitors spend time and money throughout the community, enjoying
meals, activities and events. This spending generates additional tax revenue which in turn benefits civic and
community projects. Another significant benefit is jobs created as tourism grows. Our travel industry currently

generates 12,000 tourism-supported jobs.*

VisiT SANTA BARBARA PrRoPOSED TBID FuNDING ESTIMATED RETURN ON INVESTMENT

2013/2014 Baseline Year Projected Increase

Current unique website visitors 1,395,252 1,395,252
Projected incremental unique welbsite visitors* 337,838
Projected total unique website visitors 1,733,090

Conversion Rate 9% 9%

Length of Stay 2.5 2.5

Average Daily Rate $189 $189.28
Projected Incremental Revenue $59,333,091 $73,808837
Incremental Revenue $14,475,746

Source: Visit Santa Barbara Destination Strategic Marketing Plan 2014/15 draft

Notes:

1. Incremental unique website visitors calculated using the two year average for the cost per unique website visitor is $5.18 ($5.75+$4.60/2=$5.18).

$1,750,000 TBID investment/$5.18=337,837 new unique website visitors.

2. Baseline unique visitors is based on 2013/14 year end estimates.

OVERSIGHT

Representatives of the renewed district would continue to maintain a strong presence in the oversight of
all TBID funding, working closely with Visit Santa Barbara Board of Directors and staff on the planning,
implementation and measurement of TBID funds, assuring that they would be focused on generating new
room night sales and increased revenue for TBID members.

Source: 2012/2013 Santa Barbara South Coast Visitor Profile Study

VISIT SANTA BARBARA



Visit Santa Barbara aims to define and create opportunities that are as unique as the destination itself.

Creative positioning and an integrated long-term strategy help ensure that the Santa Barbara South Coast is as
memorable as it is desirable. Although Visit Santa Barbara’s annual action plan includes hundreds of initiatives,
these specific programs demonstrate how VSB would use additional TBID funding to fuel visitation to the area:

NON-PEAK SEASONS SALES DEPT. EXPANSION FILMING INCENTIVES

Implement programs that attract
destination visitors and increase
visitation during non-peak seasons
or “opportunity seasons”. This
includes expanded promotional
messaging and partner

programming that offers travelers Expand the Sales Department Incentivize commercial and film
good reason to visit during winter to target the meeting and producers to shoot their projects
and shoulder seasons. conference market. in Santa Barbara County.

DiscoverAmerica.com

Nurture key industry alliances

MORE FAM TRIPS INDUSTRY ALLIANCES MUSIC MARKETING
with organizations such as Central
Coast Tourism, Visit California,

Increase the number of journalist and Brand U.S.A. to infuse

familiarization trips, bringing key regional and national marketing

editorial influencers in-market messages with Santa Barbara- Develop a music marketing

to experience the Santa Barbara specific content, helping to program that industry partners
South Coast first-hand. collectively raise the tourism tide. ~ can use to promote the brand.

VISIT SANTA BARBARA
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SNOW CAMPAIGN INTERNATIONAL TV & RADIO

Create turn-key “Snow” marketing
initiatives to promote Santa

Barbara during times when the Expand international outreach to
remainder of the country is emerging markets such as Korea, Develop a television and radio
experiencing bad weather. China, Brazil and more. advertising strategy.

NEW PARTNERSHIPS PROMOTE SMALL HOTELS INNOVATIVE DELIVERY

Create ground breaking Create innovative ways to
partnerships with iconic Santa Develop campaign to promote the deliver Santa Barbara content to
Barbara companies. smaller, limited service hotels. potential visitors.

POP-UP EVENTS NEW AIR SERVICE MEETING INCENTIVES

Produce “pop-up” events in key

markets to generate consumer Collaborate with Santa Barbara Incentivize conferences and

and media awareness for Santa Airport staff to attract new air meetings to book at South Coast

Barbara. service. hotels from November - February.
WEBSITE REDESIGN RESEARCH MARKET TARGETING

VISIT

SANTA BARBARA

THE AMERICAN RIVIERA"
TRAVEL+MEET-FILM

Redesign official tourism

website, SantaBarbaraCA.com, Expand spot market media

to showcase the breadth of programs, providing targeted
attractions, lodging and reasons reach of growth markets such as
to visit the destination. Conduct a brand study. Chicago and New York City.

VISIT SANTA BARBARA
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1 Should we have a unified vision of Santa Barbara as a top resort destination not
* only in California but nationally?

2 What are the rewards we could expect if we increase our tourism marketing
* budget to the levels of other communities that we compete against?

3. What level of growth should we, as a tourism destination, aspire to?

4 As the economy improves should we seize the opportunity to develop new markets
°* in the U.S and abroad?

VISIT SANTA BARBARA
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HoTELIER OUTREACH MEETINGS

ReNEwAL - ReEsoLUTION REQUESTING CONSENT

SANTA BAarRBARA CiTy CouNciL

FinaLize MDP & PEeTITION

PeTiTioN DRIVE BEGINS

ReNEwAL - REsoLUTION GRANTING CONSENT
CARPINTERIA CiTY COUNCIL

SusMmIT PeETITIONS TO CITY

ReNEwAL - REsoLUTION GRANTING CONSENT
CouNTY BOARD OF SUPERVISORS

ReNEwAL - REsoLUTION GRANTING CONSENT
GoLETA CiTy CouNCIL

RENEWAL - RESOLUTION OF INTENTION
SANTA BarRBARA CiTy CouNciL

ReENEwAL - PuBLIC MEETING
SANTA BArRBARA CiTy CouNciL

May 2014

JUNE 2014

JUNE 2014

Jury 2014

AucusT 2014

AucusT 2014

SepTEMBER 2014

SepTEMBER 2014

SepTEMBER 2014

SepTEMBER 2014

RENEWAL - RESOLUTION oF FORMATION / MODIFICATION

RESOLUTION OF INTENTION

MODIFICATION - PuBLIC HEARING
SANTA BarRBARA CiTy CouNciL

MoDIFICATION - FINAL HEARING
SANTA BarRBARA CiTy CouNciL

FiNaL Day oF ExisTING DISTRICT

BecIN NEw COLLECTIONS

OcToBER 2014

NoveEMBER 2014

DecemBer 2014
DecemBer 31, 2014

JANUARY 1, 2015

VISIT SANTA BARBARA
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