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Proposed INT. NO. 879-A:
By Council Member Fidler
TITLE:
To amend the administrative code of the city of New York, in relation to an increase in the rate of the additional tax on the occupancy of hotel rooms imposed by chapter 25 of title 11 of such code.

 

ADMINISTRATIVE CODE:
Amends chapter 25 of title 11 of the administrative code of the city of New York.
BACKGROUND
The New York City Hotel Room Occupancy Tax (the “Hotel Tax”), is a tax imposed on the occupancy - or the right to occupancy - of a room or rooms in a hotel.
  The term "hotel" includes an apartment hotel, motel, boardinghouse, bed-and-breakfast, bungalow, or club, whether or not meals are served.
  The City charges a flat fee for rooms over $40 a night at the rate of $2.00 per day.
  The City also charges an additional tax of 5.0% on rent room charge.
   These 2 charges-the flat fee and the additional tax- comprise the Hotel Tax.   The Hotel Tax is levied in addition to the combined City, State, and MCTD sales tax (at 4.0 percent, 4.0 percent, 0.375 percent, respectively), bringing the aggregate hotel occupancy tax and sales tax on a hotel rental in the City to 13.375 percent.
LEGISLATIVE HISTORY
Chapter 161 of 1970 authorizes New York City to adopt and amend local laws imposing a hotel tax.   The rates of the hotel tax are set by State legislation, which dictates the fee based on the daily rental value of the hotel room occupied.
  As authorized by State legislation, section 11-2502 of the administrative code imposes a graduated tax upon  the occupancy of hotel rooms in the city of New York at a rate of $.50 per day if the daily rent for the room is $10 or more, but less than $20; $1.00 per day if the daily rent is $20 or more, but less than $30; $1.50 per day of the daily rent is $30 or more, but less than $40; and $2.00 per day of the daily rent is $40 or more.  
 
The State legislation also allows the City to impose an additional tax on person occupying hotel rooms in New York City.  The State legislation provides the City with discretion in setting the rate for the additional tax, allowing the City to set the rate up to 6%.
  Under State law, if the additional tax is imposed at the rate of 6%, then 4 1/6% of the total amount of the tax, including interest and penalties, must be dedicated for the sole purpose of promoting tourism and conventions in New York City and deposited in a special tourism and convention fund.
  Of this dedicated revenue, seven-eighths of the one-quarter percent funds the New York Convention and Visitors Bureau, pursuant to an annual contract with the City.
  The remaining one-eighth of the dedicated fund is required to be expended on the supplemental promotion of tourism and conventions throughout the City.
  However, if the City increases the tax to its authorized maximum percentage, 6%, then   4 1/6 of the tax must be dedicated to tourism in New York City.  The City Council can effectively increase the rate to slightly under 6%, thereby allowing all of the revenue generated by the increase to further the causes of the City and be placed in the City’s general fund.
  
Until 1986, the tax only imposed a flat fee based on the daily rental value of the hotel room occupied.  In 1986, an additional tax at the rate of 5% on the rent or charge was imposed.
  As a result of the additional tax, tax collections, increased from $26 million in 1986 to $79 million in 1987.
  In 1990, faced with tough economic times, the City increased the additional tax on hotels by 1%, from 5% to 6%, which triggered the tourism dedication requirement
.    In 1994, both the State and City acted to reduce the hotel occupancy tax burden.   In 1994, the City repealed its 1.0 percent tax increase, including the dedication of the one quarter percent to tourism, returning the rate to 5.0 percent, at which the rate remains today.

INT. 879
The proposed legislation would amend Chapter 25 of Title 11 of the Administrative Code to increase the tax imposed upon the occupancy of hotel rooms from a rate of 5% of the daily rent of each room to 5.875%.  This new rate would go into effect on March 1, 2009.   This increase would be in effect until November 30, 2011.  Beginning on, and after, December 1, 2012, the hotel tax would revert back to 5%. 
Rationale

Similar to 1990 when the City increased the tax to 6%, the City is facing tough economic times.  In the Mayor’s November Plan, published on November 5, 2008, the Mayor lowered its estimates of tax revenues from the Fiscal 2009 Adopted Budget by $275 million, and $1.3 billion in Fiscal 2010.  
 In order to maintain core services that our vital to our City, the Council had to make difficult choices in deciding where and how to generate additional revenue to close the budget gap for Fiscal 2009, 2010 and the outyears. 

As previously mentioned, the State legislation allows the City to increase the tax up to 6%.  Based on OMB’s Fiscal 09 November Plan forecast, along with some additional assumptions about occupancy rates, Council Finance static estimation of an 0.875% increase in the hotel occupancy tax is that it could raise an additional $20 million in Fiscal 2009 and $61 million in Fiscal 2010.    

There have been discussions about the impact that changes in hotel taxes have on hotel occupancy and room rates.
  It is plausible that increasing a tax might have an impact on an industry’s sales and prices.  But the determinants of hotel occupancy and room rates are typically things like personal income and wealth in the United States, the level of safety and amenities of the locality, the exchange rate and economic growth overseas.  The hotel tax is a relatively small part of overall costs of business or vacation travel. According to the most recent data from NYC & Company, the average daily rate for a hotel room, from January 2008 through October 2008 was $307 per room.  According to Council Finance, a 0.875% increase for the price of the average room for one night in New York City is $2.63.  The proposed increase would be a fraction of one percent of what a visitor would spend in the City, for a couple visiting from overseas it would be less than 1/3rd of 1 percent what they spend in the City and a much smaller percentage of vacation costs once airfare is added in.   Between 2004 and 2007 the year-end average daily rate for hotel occupancy grew 13% annually.
 Seasonal changes of average daily room rates of have been as much  60 percent in recent years, for example in 2007 the average room rate varied by $129 between January and December.
  With this much price variation a 7/8th percent change could easily be lost in the noise. 
Based on Finance Division discussions with members of the industry, there are customers who would notice and could react to the tax, planners of meetings and conventions.  This part of the business has not shown the same pattern of steady growth found in visitor volume or hotel guests.
  The cost of visiting the City, including the cost of hotel rooms, may play a roll in this, though once again a 7/8th percent increase would change these costs by a fraction of a percent.  
According the Hotel Association of New York City, lodging industry profitability remains virtually flat in recent years.  The industry has also experienced rising costs especially to labor, energy and food, though the last two are likely to reverse somewhat during the next year.  Adding to the hotel tax will not be helpful to the industry’s bottom line.  An analysis by the industry predicts that it will impact on city employment reducing it by 0.35 percent in the affected hotel, eating & drinking, amusement, transportation, retail and other sectors. 

 The global recession, with rising unemployment, falling income and consumer spending is effecting the US and principal overseas markets for the City’s hospitality industry.  The increased value of the dollar associated the current financial crisis will also impact on the number of visitors.  Finance Division believes these factors are already hurting industry occupancy, and may soften room rates and reduce employment. The City’s economy as a whole is in trouble and many sectors will do far worse than the hotel industry.

Arguably, the 7/8th percent increase is negligible, and would not thwart tourists from coming to New York and patronizing the City’s hotels.   Nevertheless, while the cost of the tax increase on tourists is minimal, the revenue generated by the increase will be substantial in this time of the City’s financial crisis. 

.  

� See §11-2502 of the Administrative Code.  The following are exempt from the hotel tax:  A permanent resident, defined as a person who occupies a room for at least 180 consecutive days; New York State, a public corporation, or a political subdivision of the State; the United States; the United Nations; and a not-for-profit organization that was formed and operated exclusively for religious, charitable, or educational purposes.


� See §11-2501 (5).


� See §11-2502 (a)(2).


� See §11-2502 (a)(3).


� NY CLS Unconsol. Ch 288-C, § 1, (9).





� See id. at § 1, (1)(c)(1-a).





� NY CLS Unconsol. Ch 288-C, § 1, (9).


� See id.


� See id.


� See id. at § 1, (1)(c)(1-a).


� See Local Law 69 of the Year 1986. 





� See Tax Revenue Forecasting Documentation, Financial Plan, Fiscal Year 2007-2011.


� See Local Law 43 of the Year 1990.


� See Local Law 21 of the Year 1994.


� See IBO,”Reductions in the City’s Hotel Occupancy Tax Rate: Impact on Revenues” 1997,  Carl S. Bonham & Byron Gangnes, “Intervention analysis with cointegrated time series: the case of Hawaii hotel room tax.  Applied Economics 1996, 28.





�See  NYC & Company’s Research & Analysis Department, “NYC Hotel Occupancy & ADR”, November 25, 2008.


� Ibid.


� See NYC & Company Research & Analysis Department, “Meeting & Convention Delegates”, November 14, 2008.


� Hotel Association of New York City, “Protecting the Bright Spot in New York’s Economy”
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