Superior Results

Through Unrivaled
Hospitality Intelligence.

Everywhere.

APRIL 2020

COVID-19 IMPACT
ON LODGING TAX REVENUES

Thomas Hazinski, MPP
Managing Director

Joseph Hansel, MPP
Research Analyst

HVS Convention, Sports & Entertainment
Facilities Consulting

205 West Randolph, Suite 1650

Chicago, IL 60606

HVS.com



https://www.hvs.com/
http://www.hvs.com/Personnel/37/Suzanne.Mellen/
http://www.hvs.com/Personnel/37/Suzanne.Mellen/

HVS modeled the anticipated RevPAR declines during the COVID-19 pandemic. Based on patterns of recovery
following the two most recent recessions, we projected the lodging tax revenues of 25 urban marketsin the United
States. Comparing these projectionsto a baseline scenario without the pandemic, HVS estimates combined losses
of 25 major US markets could range from $4.4 to $6.1 billion of lodging tax revenues. Lodging tax losses of this
magnitude will force bondholders, destination marketing organizations, and other stakeholders to consider steps
such as debt refinancing or seeking alternative revenue streams until the hospitality industry recovers from this
pandemic.

Introduction

Lodging taxes provide a critical source of support for the convention and tourism industries. Lodging tax
revenues fund debt service for the construction of convention centers, arenas, and other public assembly
facilities. This revenue source provides a large share of the funding for destination marketing organizations
(“DMOs”) and covers the operating deficits of convention center venues. Many communities also rely on
lodging taxes for support of the arts, tourism promotion, and other governmental operations. The COVID-19
pandemic has dealt a bigger blow to this crucial revenue stream than any previous event of economic
dislocation in US history. HVS set out to quantify thisimpact, sothat our clientsin the hospitality and tourism
industries can begin to address the issue and shore up their financial positions. It is essential to know the
magnitude ofthe problem if we are going tosolve it.

The COVID-19 pandemicwill have two types of impact on the lodging industry. First are the draconian travel
restrictions that have been necessary tosave human lives. These travel restrictions are presentlybeing sorely
felt with unprecedented cancellations of conventions and other groups events, the loss of transient lodging
demand, and hotel closures. But this impact is expected to be short lived, its d uration measured in months
rather than years. After travel restrictions are lifted, a second impact will occur as the economy will struggle
to regain its footing over the next few years. Projecting the lodging tax revenue impacts of COVID-19 is a
formidable task as uncertainty reigns. Epidemiologists, public health experts, and economists hold a wide
range of views on the length and depth of the social and economicdislocation.

The HVS annual Lodging Tax Study provides a starting pointfor our projections. HVS has gathered information
on lodging tax revenue collections across US cities. We combined that information with our projections of the

performance hotel markets in 25 major US cities. In this report we provide best- and worst-case forecasts of
lodging tax revenue from 2020 through 2025. We compared our forecast to a hypothetical base case which

reflects a world without the pandemic. We estimate that over the next six years, the combined losses of 25
major US markets could range from $4.4 to $6.1 billion of lodging tax revenues.

Historical Precedents?

Before the onset of the crisis, during fiscal year 2019, 25 major US markets generated approximately $3.7
billion in lodging tax revenue as shown in the figure below.

1 Major US Markets data updated 4/20/2020 to reflect new data available on historical lodging tax revenues for Washington D.C.

during 2018 and 2019. The forecasted lodging tax revenues and losses now reflect 25 urban markets —including Washington
D.C.
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Lodging TaxRevenues in 25 U.S. Markets
$ Millions

City
2018 2019
New York City $606.7 $634.0
San Francisco-San Mateo 382.2 408.3
Los Angeles-Long Beach 390.4 389.5
Washington D.C. 328.0 345.7
Orlando 272.3 282.5
San Diego 231.9 250.9
Anaheim-Santa Ana 164.2 171.4
Chicago 130.4 128.5
Denver 120.1 127.4
Nashville 95.1 107.6
Boston 94.0 100.6
Seattle 89.8 96.1
Houston 89.4 86.1
Atlanta 78.4 85.2
Philadelphia 69.5 73.2
Dallas 65.3 67.8
Phoenix 471 52.0
Norfolk-Virginia Beach 46.3 48.9
Miami-Hialeah 46.2 47.5
Oahu Island 45.4 45.4
Tampa-St Petersburg 335 34.5
Detroit 28.5 28.0
New Orleans 21.0 21.5
Minneapolis-St. Paul 12.7 13.5
St. Louis 9.3 9.5
Total 3,497.6 3,655.7

Source: HVS Lodging Tax Study

In a base-case scenario without the pandemic, and based on STR estimates of revenue growth, HVS projects
thatthese 25 markets would have generated nearly $3.72 billion in lodging tax revenues this year.

The performance of the 25 markets during prior economic shocks, provides an indication of how the recovery
from the COVID-19 pandemic may play out. The figure below shows the average daily room rate (“ADR”),
occupancy rate, and revenue per available room (“RevPAR”) for the major US markets from 2000 to 2019.
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Average Annual US Urban Market Performance
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Source: STR Global

RevPAR, the product of average daily room rateand occupancy rate is a standard industry metric that combines
the effects of occupancy and average daily room rate changes on hotel revenue performance. Hotel markets
show a high degree of volatility during economic downturns, with sudden decreases and gradual recoveries.
For example, RevPAR (adjusted for inflation ) in the US urban markets reached alow point of $83.98 in 2009
during the Great Recession but exceeded pre-recession levels by reaching $110.40 in 2014, a five-year recovery
period.

The monthly percent change in RevPAR from the prior year for the US urban markets shown in the figure below
demonstrates the patterns ofrecovery in the aftermath ofthe 2001 recession andthe 2008 -09 economic crisis.

Monthly Changein RevPAR from Prior Year (Urban Markets)

Percent Change
o
x

Source: STR Global
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The recovery from the 2001 recession appears V-shaped, a relatively fast rebound from the nadir of the
recession. The recovery from the GreatRecession was U-shaped, as RevPARs continued to decline at a constant
rate for many months before the recovery began. Year-to-date data on the weekly performance of the major
urban US markets shows an unprecedent percentage drop in RevPAR. HVS projects thatifthe current weekly
level of RevPARSs continue throughout April, RevPARs will reach to $15.61 from a pre-crisislevel of $116.97—
an 86.7%decline from the prior year.

Whether any and which of these historical precedents applies tothe current situation depends on the path of
economicrecovery. When asked to compare the fallout of the current pandemiccrisis tothe Great Depression,
Harvard economist Kenneth Rogoffsaid, “The real big question is how far we’ll come back. All the things being
done are extremely important and this will be won or lost on the health front. On the peak-trough, the US.
probably won't hit Great Depression levels. But if you look at the world [economy]— on the depth of this
downturn—there isa good chance it will look as bad as anything over the last century and half. If we are back
to 95% of normalin two years, it will be a lot better than the Depression.”? Bill Gates whohasbeen studying
and lecturing on pandemics for the past several years, predicted that things won’t “go back to truly normal
until we have a vaccine that we’ve gotten out to basically the entire world.”3

To address the uncertainty surrounding the length of travel restrictions and the path of recovery, HVS
forecasted lodging taxes under two scenarios. The best-case scenario reflects a V-shaped recovery like the
aftermath of the 2001 recession. The worst-case scenario reflects a U-shaped recovery like the aftermath of
the Great Recession. We alsovaried the length of the immediate impact of travel restrictions in each scenario.
In the best case, HVS assumes that travel restrictions are lifted by the summer of 2020 and in the worst case,
travel restrictions remainin place until the end of the year. The table below describes the assumptions for the
two scenarios.

HVS Best- and Worst-Case Assumptions

Worst-Case Scenario

Travel Restrictions that began in March 2020,
remain in place through December 2020.

Best-Case Scenario

Travel
Restriction
Period

Recovery Period

Travel restrictions that began in March 2020,
remain in place through June 2020. Occupancy
and ADR remain at their nadir during this

period. Travel restrictions lifted in July of 2020.

2021 ReVPAR estimated as the lowestinflation
adjusted annual RevPAR 2000-2019, which is
2009.

US Economy enters a recessionary period with
a V-Shaped recovery thatis modeled as the
percent change in RevPAR performance during
the 2001 recession and its aftermath.

Source: HVS

Occupancyand ADR remain at their nadir
through July 2020. Some improvementin
Occupancy and ADR during July through
December of 2020 due to gradual easing of
travel restrictions and ramp up to recessionary
levels.

2021 ReVPAR estimated as the lowestinflation
adjusted annual RevPAR 2000-2019, which is
2009. ReVvPAR is depressed to reflecta ramp up
from travel restrictions in January through April
2021.

US Economy enters a recessionary period with
a U-Shaped recovery thatis modeled as the

percent change in RevPAR performance during
the 2008 and 2009 recession and its aftermath.

2 Barron’s: The Coronavirus Crisis Could Be as Bad as Anything We’ve Seenin the Last 150 Years, March 31, 2020
3 Fox News: Chris Wallace interview of Bill Gates, April 5, 2020
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The resulting estimates of RevPAR for the major US markets are shown in the figure below.

Projected Changes in RevPAR (Major US Markets)

e Best Case === \Norst Case
$140

$120

$100

2018 2019 2020 2021 2022 2023 2024 2025

Sources: STRand HVS

Projected Changesin RevPAR Values (Major US Markets)
2018 2019 2020 2021 2022 2023 2024 2025

Best Case $115.98 $115.76  $55.16 $88.40 $96.81 $108.40 $119.16 $125.11
Worst Case $115.98 $115.76  $46.49 $84.73 $92.46 $99.63  $105.92 $114.88

Sources: STRand HVS

In the best case, RevPARs recover from the 2020 nadir in three and a half years. Inthe worst-case scenario,
the depth ofthe declinein 2020 is more severe and full recovery wouldlikely occur in 2025.In prior recessions,
HVS has observed that recovery of room night demand differs by market segment. Essential business travelis
the first to recover followed by transient leisuretravel. The recovery of group meeting business lags the other
segments because these events have long term planning horizons and corporate spending on group events is
depressed during periodsof economicdistress.

The sudden and massive shift to online meetings has already provided a substitute for group travel. Some use
of electronic meetings may persist after travel restrictions are lifted, but eventually group travel will recover.
The desire for face-to-face meetingsis compelling and the absence of group meetings during the current crisis
has highlighted their importance to our economy and our social interactions. The cities an alyzed in this report
are more highly dependent on group travel than the US as a whole. While recovery rates will vary greatly
among cities, many urban markets maylag the recovery of the rest of the US lodging market because of their
dependence on group business.

Revenue Forecasts

To estimate lodging tax revenues, HVS applied the estimated RevPAR growth rates to lodging tax revenues.
These RevPAR growth rates capture the combined changes in room night demand and average daily room
rates. HVS also factored in hotel room supply growth. Hotel projects already under construction or in the
pipeline may come online during the downturn.
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The baseline scenario, a hypothetical world without the pandemic, reflects room -night demand and ADR
growth of 1.9 % in 2020 and 2.3% growthin 202 1 as had been projected by STR Global before the onset of the
crisis. In subsequent years, HVS assumes the room-nightdemand would have grown at 1% per year and ADR

would have grown at an average rate of 2% per year.

The following tables show the best- and worst-case forecasts of lodging tax revenues in the 25 US cities
analyzed in thisreport.

Best Case: Total Forecasted Revenues

Base Year Best Case - Revenue Change (millions)
2019 2020 2021 2022 2023 2024 2025
Best Case Scenario $3,656 $1,742 $2,834 $3,165 $3,579 $3,974 $4,214
Baseline 3,656 3,725 3,811 3,925 4,043 4,164 4,289
Decline from Baseline ($1,983) ($977) ($760) ($463) ($190) ($75)

Percent Change (From Prior Year) -52.35% 62.69% 11.68% 13.08% 11.04% 6.04%

Source: HVS

Worst Case: Total Forecasted Revenues

Base Year Worst Case - Revenue Change (millions)
2019 2020 2021 2022 2023 2024 2025
Worst Case Scenario $3,656 $1,468 $2,716 $3,023 $3,290 $3,533 $3,870
Baseline 3,656 3,725 3,811 3,925 4,043 4,164 4,289
Decline from Baseline ($2,257)  ($1,095) ($902) ($753) ($631) ($419)
Percent Change (From Prior Year) -59.85% 85.01% 11.30% 8.83% 7.39% 9.54%

Source: HVS

From 2020 through 2025, lodging tax revenues in the 25 major markets are estimated to fall short of the
baseline by $4.4 billion in the best-case scenario and $6.1 billion in the worst-case scenario. The following
chart shows the forecast of lodging tax revenues from 2020 to 2025 as compared to the baseline projection of

revenues.
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Lodging TaxRevenue Forecast ($ millions)
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Conclusions

The effect of the COVID-19 pandemicon lodging tax revenue presents serious challenges to DMOs, convention
centers, and other publicand private agencies thatare dependent on this revenuestream. The loss of revenues
necessitates remedial actions on the part of federal, state, and local governments.

¢ Governments mayneed torefinance debtthatisrepaid bylodging tax revenuesifreserves are insufficient
to cover existing debt service obligations.

¢ Temporary closures of convention centers and reductions of DMO operations may require employee
furloughs and other costs cutting measures.

e (itiesneedtoseekreplacementrevenuestomaintain venueoperations and to provide ongoing supportof
their DMOs. The federal governmentis the only realistic source of replacement revenues because itis the
only level of government that possessesthe tools to generate the necessary fiscal stimulus. The revenues
of state and local governments have been severely reduced and are likely toremain depressed during the
recovery period.

e Convention center expansions and other publicassembly venue projects may be delayed until alternative
revenue sources can be found or lodging tax revenues fully recover.

But now is not the time to stop planning for future investment of lodging tax revenues in the hospitality and
tourism industries. However long the recovery takes, it is a temporary situation. Cities that emerge from this
crisis with a plan of action will be best positioned to take advantage of future growth.

The projections contained in this reportare based on information available at the time of this writing. Given
rapidly changing circumstances, actual outcomes may be materially different from these forecasts. The HVS
forecasts are aggegatted for the 25 urban markets included in the study and these projections should not be
applied to any single market. Further and more detailed study would be necessary to project the perfomance
of any individual market.

Our knowledge of the impact of the COVID-19 pandemic on the hospitality industry will continue to evolve as
more information becomes available. HVS will monitor the impact on lodging tax revenues and update our
analysisasappropriate.
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About HVS

HVSis the world’s leading consulting and valuation services
organization focused on the hotel, restaurant, shared
ownership, gaming, and leisure industries. Established in
1980, the company performs more than 2,000 assignments
per year for virtually every major industry participant HVS
principals are regarded as the leading professionals in their
respective regions of the globe. Through a worldwide
network of 30 offices staffed by 400 seasoned industry
professionals, HVS provides an unparalleled range of
complementary services for the hospitality industry. For
further information regarding our expertise and specifics
about our services, please visit www. hvs.com.

HVS CONVENTION, SPORTS, & ENTERTAINMENT FACILITIES
CONSULTING has performed hundreds of assignments
around the worldanalyzingthe feasibility of convention and
conference centers, headquarters hotels, arenas, stadiums,
eventand civiccenters, performing arts facilities, hospitality
developments, tourism attractions, water parks,
entertainment/urban development districts, and museums.
Our service delivery methods set the industry standard with
techniques based on sound economics and rigorous
analytical methods.
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