HOTEL OCCUPANCY TAX
DISTRIBUTION PROGRAM

After review of the submission of your application for event/budget funding you will be notified as to
whether or not you will receive funding for this budget year.

When your application is approved you will not actually receive the funds requested but rather your
event will receive a “credit” against which all advertising bills and other allowed expenses are paid.
Therefore you will need to have all invoices sent to or brought to the City offices (City of Alpine,
Attention: Megan Antrim, 100 N. 13'" St., Alpine, Texas 79830) for payment. It is your responsibility to
keep track of all expenses so that you do not exceed the amount awarded and to ensure that the ads or
services fall into the fiscal year for which you have received funding {see the Important New Details
below).

| have also attached an article that summarizes the Hotel Occupancy Tax and the tests that distribution
of funds must meet. Also there are special rules for the City of Alpine that must alsc be met and | have
attached a copy of those rules.

Attached you will find a sample of the narrative that you can use to promote your project and a sample
questionnaire that can be used to gather information.

Reimbursement of event advertising is dependent on the event promoting beyond the immediate area
{advertising needs to promote tourism and overnight stays in Alpine). Therefore, reimbursement will be
considered based on each media outlet’s audience. Specific eligibility of media outlets will be addressed
at the annual events meeting conducted by Chris Ruggia and Stewart Ramser in the October/November
timeframe.

When an event receives HOT funds from the City of Alpine, it is under the condition that the City of
Alpine be considered a sponsor of the event and is entitled to sponsor benefits comparable to the level
of funding received. This includes, but is not limited to, inclusion of the City of Alpine logo on all
marketing materials. For a current City of Alpine logo, contact Chris Ruggia {chris@vastgraphics.com).

IMPORTANT NEW DETAILS: Please note that the City of Alpine fiscal year (2017-'18) runs from Oct. 1,
2017 through Sept. 30, 2018. Your funding request needs to relate to advertising or other allowed
services which take place within those dates. In other words, if you have an event in the beginning of
October 2018, then most of the advertising will take place in the months leading up to the event.
Therefore, you’d want to file a request this year (by August 21) to cover those expenses {(even though
the actual event date falls in the 2018-"19 fiscal year}. It is also important that you file expenses in a
timely fashion since the awarded amount does not carry forward to the following fiscal year. If you have
questions about this policy, ask Megan Antrim (number below) or Stewart Ramser (432-538-7034).

The time line for this year is as follows:



Application due date Is August 31, 2017 (no applications will be accepted after this date). Your
application will be reviewed after submission.

We realize that you may not have all of the information requested for this fiscal year's funding so we ask
that you do the best you can with what you have for information. However, next year we will expect you
to have the necessary information available. The City of Alpine has to have accountability of funds
awarded to meet the guidelines of the Comptroller's Office, State of Texas.

Your cocperation is appreciated and we look forward to funding your event.
Should you have any questions, please contact;

Erik Zimmer, City Manager 432-837-3301
Megan Antrim, Assistant City Manager 432-837-3301



APPLICATION PROCEDURE

For Requesting Hotel Occupancy Tax Funding of Events

Proposals should include a response to each of the items listed below. The funding cycle is
October 1 through September 30.

I. Proposal Table of Contents

II. Proposal Detail

A. Organization Identity

1.

Name, address, telephone number of organization

2. Name, address, telephone number of contact person
3. Copy of Atticles of Incorporation and or Bylaws ( if available)

B. Organization Overview

I.

Brief history and description of organization

2. Primary purpose and progrsins

3.

Geographic area and age group served by organization

C. Nature of Request

Rl s

Amount requested

Description of project

Description of target populations served by project
Work plan or time line for project

Evaluation plan for project outcome

Plan for on going funding of the project

D. Firancial Information

A ol e

7.

8.

Total project budget including income and expenses

Amount proposed to be funded by Hotel Occupancy Taxes

Latest annual financial statement of last years event (income & expenses)
Funding received from other sources

Projected hotel/motel occvpancy from out of town visitors to event
Summmary of advertising funds spent last year. Radio $ ,IVS \
Print § , Banner/Signs § , Brochures § , Other §
Summary of advertising funds spent this year. Radio $ , IV § ,
Print § , Banner/Signs $§ , Brochures § , Other § .
Summary of funding that was not spent on advertising

E. Supporting Documentation

1.
2.
3.

A copy of organization's IRS tax exempt status letter
A list of organizations Board of Directors and/or members
Copies of completed visitor questionnaires (sample attached)



SPECIAL RULES FOR THE
CITY OF ALPINE

Minimum Expenditare for Advertising and Promotion: The minimum amount that must be
spent on advertiging and promotion to attract tourist and convention delegates or registrants to
the city or its vicinity by the City of Alpine is 50 percent.

Maximwm Expenditare for Arts: Alpine's maximum percentage for the promotion of art is
15 percent of its hotel occupancy tax revenues.

Maximum Expenditure for Historical Restoration and Promotion: Alpine's maximum
percentagefmhistoﬁcalresmraﬁonmdmmoﬁonofhismﬁmlpmjectsis 15 percent of its hotel
occupancy tax revenues.

Source: Tax Code Section 351.1035.



CITY OF ALPINE
HOTEL OCCUPANCY TAX APPLICATION
PROJECT NARRATIVE

. Briefly describe the tourism event you would like to promote. What type of event is it? How
long has it been held? How many visitors does it/or will it attract?

. Date of the event.

- Location of the event.

- What do you hope to accomplish by promoting this event?

- How do you plan to use the funds to promote this event? Please provide a detailed budget.
- How will the funds improve the promotion of your event?

- How will you promote the City of Alpine as a pest of your promotional campaign? How will
you incorporate the City of Alpine logo or tag line in your advertising/promotional campaign?

. What is the impact you expect from this event? What is your projected increase in terms of
hotel/mote] sales tax revenue, new visitors, longer visits, etc.?

. How will you collect the necessary data to measure the impact or your event? Approved
projects will need to provide this information before receiving funding.

SAMPLE BUDGET

Amount awarded

EXPENSES

. Radio
Television
Print
Banner/Signs
Brochures
Other (itemize)

TOTAL EXPENSES

$

99 65 5 0 O B

0]



SAMPLE QUESTIONNAIRE

EVENT

Your input makes a difference. Thank you for taking the time to complete this quick survey. Your responses
help measure the success of this event and shape future activities.

1.
2.

3.

Gender: Male Female

Have you ever been to Alpine prior to this event? Yes No
Doyouplanonvisiﬁngsmmundingmwnsoramacﬁmsaﬁa'auendingﬁﬁsevem? Yes No
Do you plan on attending this event next year? Yes No

. Are you staying in a local motel/hotel? Yes No

Are you staying with friends or family? Yes No
Are you staying in a local RV park? Yes No

. Please estimate your total expenditures for this visit ( including lodging, meals, purchases, travel, etc.)

$

. Please rate your experiences at this event. (poor) 123456789 10 (excellent)

. How did you learn about this event? Radio TV Print Ad Banner/sign Brochure/Flier Billboard

Website Other

Comments, Suggestions, Observations

10. Thanks, your participation in this short survey is greatly appreciated.



By Bennett Sandlin
TML Executive Director

The Hotel Tax
“Two-Step”

n the grand scheme of ‘things, city hotel occupancy
taxes account for just 2 small amount of city revenue.
Property axes and sales taxes are far more impormant
w most cities. Why does it scem, then, that hotel raxes
generate 50 much confusion and conuoversy?

The answer is this: hotel taxes, unlike most other taxes,
arc levied on a specific category of businesses-~hotels. As a
resulr, these businesses tend o pay close artention to how
cities expend these funds. Spend city sales taxes in a contro-
versial way, and no particular category of business feels
singled out enough to raise 2 fuss. Perceived misuses of hote!
taxes, on the other hand, are a different story.

Forrunarely, it’s very easy for a ity official to remember
bow to legally spead hovel taxes, A city simply needs wo
remind icself to always follow the “two-part test” The key
element of 2 two-part test is—surprise—that it has ewo

parts! Ciries frequendy remember to meet one element of
the test, bur then forger the other part entirely. This aricle
will succincdy describe the two-part test, and then describe
some common situations to which we can apply the test.

Part 1: Heads in Beds

The first element of the two-part test is this: Every expen-
dirure of hotel taxes must pur “heads in beds.” Whar chis
means is thar every funded project must arrract overnighe
tourists to the city's hotels and motels, thus promoting the
city’s hotzl industry.

For example, how about a weekend-long arts and crafis
show? There's 2 very good chance thar out-of-town guests
might come to visit such an event, so expenditure of hotel
tax moncy on that event would likely qualify.

On the other hand, how abour 2 quilting bee ar a local
nussing home? While a worthy cause, the quilting bee is
unlikely to arrace overnight rourists and, therefore, prob-
ably wouldn't qualify to receive hotel tax fands.

Part 2: The Nine Categories

Once a project has cleared the first pare of the test, it's ime
for—you guessed it—the second pare of the test. Here it
is: every expenditure of hotel taxes must abo fit into one
of nine statutorily authorized categories, These are the nine
carcgories: (1) convendon and visitor centers; (2) conven-
tion regisration; (3} advertising the city; (4) promotion
of the ans; (5) historical restoration and preservation; (6)
sporting events in a county under one million in popula-
tion; (7) eahancing or upgrading existing sports facilities or
spores fields (only in certain cities); (8) wurist transporta-
tion systems; and (9) signage directing the public co sights
and artractions that are visited frequendy by hotel guests
in the city.

Thus, even if an event puts heads in beds, it cannot
receive hotel tax money unless it abo fies into one of the
nine categories. For instance, whar about a livestock auction
that will antract amendees from surrounding counties?
While thar event is likely to arract ovesnight rourists, it
doesn't fit neaty into one of the aine categories. Therefore,
it’s likely not a valid recipient of hotel tax money.

Ifs not enough to meet one of the two prongs of the
two-part test. A city must meer both! The following are
some real-life examples that have been the focus of inquiries
received by the TML Legal Department.

Flreworks, Anyone?
The protacype hotel rax controversy is an event like a fire-
wotks show or a parade. Cities frequenty ask if they can
fund a fireworks show with hotel tax money.

s subject a fireworls show to the two-part test. Does
a fireworks show put heads in beds? The answer is “probably



not,” unless it is a truly spectacular event. Bur ler’s give it
the benefir of the doubt. Suppose the town of Pyrotechnic,
Texas, wuly does put on a fireworks extravaganza thar
artracts tourists from around the stare. So far, so good.

But what abour the second part of the wst—the nine
categories? Do fireworks shows fit neatly into any of the
nine? Not really. Some may argue thar such shows “adver-
tise” the city, bur this is likely not whar thar category means.
Advertising the city literally means some sort of print or
other media that explicitly promore the city. Otherwise, a
dity could simply say that any popular event “advertises” the
city that holds it. Direcr funding of fireworks displays and
the like are, usually, not a very good fir.

Sign of the Times?

Another frequent question concerns highway signs
promoting the city. May a cicy fund a billboard touting
the city’s auractions, restaurants, and hotels? Let's put ic
o cthe two-part test. Heads in beds? Well, why not? If
a billboard encourages motorists to stop in town, those
mororists might sy the night, whereas without the sign
they would have driven on to the nex city. This is exactly
what the statute intends. The nine categorics? How about
advertising? Prior to 2009, a convincing argument could
be made thar because a billboard literally advertises the
ity it refers o, it would fit within the advertising category.
All doubrt was erased in 2009, when the Texas Legislature
added the ninth category—signage directing the public
to sights and armactons. Condusion-—travel signs are a
perfece fit for hotel occupancy rax expendirures.

Chambers of Commerce?

Cides frequendy wonder if they can fund the local chamber
of commerce using hotzl tax money. Do chambers put
heads in beds? Maybe, maybe not. Chambers of commerce
are typically charged with promoting economic develop-
ment, not tourism. Even assuming a chamber does promote
tourism, though, how about the nine categories? Funding
a chamber doesn’t, in itself, fall into any of the nine
caregories.

PFortunately, there is an easy solution. The laws governing
hotel tax expenditures permit the city o delegare expen-
diture of hotel tax money w another entity, typially a
chamber or convention and visitor burean. As long as the
chamber spends the money on projects that otherwise meet
the two-parr test meationed above, if's fine to delegare
some funds to them. There must be a wrirten contract
laying out the duties of the chamber, though. Also, the
chamber must keep the hotel funds in an accounc separate
from its general operating fund.

Arts Organizations

City arts organizations are a common touble area. It seems
thar every arts council in the state knows that promodon
of the arts is one of the nine categories on which city hotel
taxes may be expended. Cides know this because these ans
groups frequendy come asking for the money.

The thing to remember about ares groups is chis: Direct
funding of the organizarion’s operations does nothing
in and of itself o put “heads in beds.” Put another way,
funding the operating budget of an ares council meets the
second part of the test (promodon of the ares) bur not
necessarily che first.

The solution? The city should encourage the group wo
seck funding only for its festivals and shows thar do, in fact,
attract tourists to the city. By limiting the expenditure ¢o
such events, the city meets both pares of the tese,

What Else?

There are numerous other technical derails abour how to
legally expend horel tax funds. In truth, by simply learning
and remembering the two-part test, city officials are 99
percent of the way toward full compliance with hotel
tax laws. City officials with questons aboutr the horel
occupancy tax should call the TML Legal Department ac
512-231-7400, %

Quelicy Anclycton] o Bnclravczeszed Serwices Stnce 1963
Employee-owned Ana-Lab Corporation Is one of
the country’s leading environmental testing labs

sarving clients In Texas and nationwide.

ANA-LAB CORPORATION
P. O. Box 8000 » ¥0lgore, Texas 75683
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Texas Taxes

Hotel Occupancy Tax

Hotel Taxes - Frequently Asked Questions

Who bas to collect hotel taxes?
A hotel's owner, operator, or manager must collect hotel taxes from their guests. For the purposes of
the tax, a hotel is considered to be any building in which members of the public rent sleeping
eccommodations for $15 ormm'ep«day.Lomlhmelmesapplytosleepingroomscmtingnor
more per day.

The tax covers hotels, motels, and bed and breakfasts, as well as condominiums, apartments, and
houses rented for less than 30 consecutive days. Hotel tax does not apply to hospitals, sanitariums,
nursing homes, student dommitories operated by colleges and universities, or condominiums,
apartments, and houses leased for more than 30 consecutive days,

What Is the botel tax rate?
The state hotel tax rate is 6 percent,

Cities and some counties can levy local hotel taxes, at rates varying up to 7 percent.

What government agency bandles hotel taxes?
The Comptroller's office collects and administers the 6 percent state hotel tax, while cities and counties
are responsible for collecting their own local hote! taxes.

lemﬂleailﬂngmpayernmberﬂ'lbuynhow?
Thmmvnﬁmfm&ataffectthcmswertotlﬁuquuﬁmaoplcuemll our Hotel Occupancy tex
belp line at 1-800-252-1385 to discuss your situstion with a tax specialist.

How do I apply for a hotel tax permit?
While the Comptroller's office does not issue printed hote! tax permits, businesses that report the tax
should send a completed Hotg] Occupancy Tax Questignngire (form AP-102) to the Comptroller's
office in Austin or a loca) field office.

Owners and opemtors should contact the county and city where their hotel is located for more
information about collecting and reporting local hotel taxes.

When is my hotel tax return (form 12-100) due?
Hotels that owe less than $500 in state tax for each calendar month or $1,500 for a calendar quarter
report and remit tax on the 20th day of the month following the end of the quarter. All other hotels file
monthly state hotel tax returns by the 20th day of the following month. If the 20th falls on a weekend
or bank holiday, the retum is due the next business day.

Returns must be postmarked on or before the due date to be considered timely.

To find out due dates for local hotel taxes, hotels should contact the appropriate local jurisdictions.
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Is there hotel tax on meeting or banquet rooms?
The 6 percent state hotel tax applies to any room or space in a hotel, including meeting and banquet
rooms. Local hotel taxes, however, are due only on those rooms ordinarily used for sleeping.

There are no state or local hotel taxes on meeting and banquet rooms located in a building where no
sleeping sccommodations are provided.

Who is exempt from paying state and local hotel taxes?
The following organizations and individuals do not have to pay hotel tax:

¢ the US. government and its employees traveling on official business;

¢ foreign diplomats issued a tax exemption card by the U.S. Department of State, unless the card
specifically excludes hotel tax:

e certain Texas state officials with special hote] tax exemption cards (includes heads of state
agencies, members of state boards and commissions, judicial officials at the district court level
and above, state legislators, and legislative employees);

* permanent residents, that is, guests who occupy a room for at least 30 consecutive days; any
interruption in the term of occupancy will void the exemption (guests who stay 30 or more days
and notify the hote! in writing of their intention beforehand are exempt from the day of
notification, while guests who do not notify the hotel must pay the tax the first 30 days and are
exempt thereafier);

¢ some nonprofit entities and their employees traveling on official business; the entity must have
received a hotel tax exemption letter from the Comptroller's office and the reason for the
exemption must be written on the exemption cestificate, for example, "exempt per Electric
Cooperative Act, Utilities Code, Chapter 161" or "exempt per Telephone Cooperative Act,
Utilities Code, Chapter 162."

Who is exempt from paying only the state hotel tax?
Religious, charitable, and educational organizstions (defined in Comptroller Rule 3 16 1) that have
received a letter of exemption from the Comptroller's office are exempt from the 6 percent state hotel
tax, The exemption extends to their employees traveling on official business, but does not apply to any
local hotel taxes, which must be paid.
o Exempt religious organizations include nonprufit churches and their guiding or governing
bodies, but does not include missionary organizations, Bible study groups, or churches made up

clothing, drugs, treatment, or shelter directly to indigent and needy persons. Not included are
301(c)3) not-for-profit corporations, social groups, professional or business groups, fraternat
orgenizations, or similar organizations,

» Educational organizations include independeat school districts, public and private elementary
and secondary schools, and Texas institutions of higher education (public and private colleges,
universities, junior colleges, and community colleges). Not included are research organizations,
home schools, and organizations that mainly provide support services to schools. Effactive
October 1, 2003, non-Texss institutions of highes education no longer qualify for exemption,

Weren't non-Texas institutions of higher education exempt from state hotel tax?
From September 1, 1999 to August 31, 2001, institutions of higher education from other states and
countries were not exempt and their employees traveling on official business had to pay hotel taxes,

These institutions did qualify for a state hotel tax exemption, however, from September 1, 1959 to
August 31, 1999 and from September 1, 2001 to September 30, 2003,

Currently, out-of-state institutions of higher education are not exempt from hotel tax.
How can my organization apply for a hotel tax exemption?
Complete the appropriate appiication and provide documentation, as required, to the Exempt

Orgenizations Section of the Tax Policy Division. For additional information on exemptions, please
refer to publication 96-122 "Exempt Organizations - Sales and Purchases.”

Why do some hotels collect tax after a permanent resident gives written notice?
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A hotel is liable for tax if a guest fails to stay for 30 consecutive days and thus may prefer to collect tax
and then later give the guest a refund or credit.

Does an exempt organization have to pay the hotel directly or can the guest pay?
The employee’s methoed of payment does not affect the exemption. Non-employees, however, must pay
the hotel with the organization's funds (organization check, credit card, or direct billing).

Are third-party contractors working for the federal government exempt?
No, third-party contractors completing contracts for the government or using federa! grant money are
not exempt and must pay state and {ocal hotel taxes,

Are Texas state ageacies and their employees exempt from hotel taxes?
No, state agencies (except Texas institutions of kigher education) and their employees (except certain
state officials described above) must pay state and local hotel taxes. State agencies can request g refund
of state and local hotel taxes paid or reimbursed to employees (Rule 3.163),

Are local government agencies and thejy employees exempt from hotel taxes?
No, county and city agencies and their employees must pay state and local hote] taxes, and cannot
request refunds of taxes paid.

Howdouubotdmdﬁnanuempﬂon?
The exempt organization or employee must give the hotel completed Hotel Occupancy Tax
Exemption Certificate (form 1 12-302) and proof that the organization has received a letter of hotel tax
exemption from the Comptroller’s office at the time of registration. The on-line list of organizations
that have received hotel tax exemption is located at the Comptroller's website at

hnp;ﬂma.mm,zm/maﬂallmmm_mh.nhp

What do botels need to verify an exemption?
Hotels can accept exemption certificates in good faith when the guest provides the following
supporting documentation:

For the online list of organizations that have received a letter of hotel tax exemption, visit the
Comptroller's website at hiip://cpastar?.cpa. S8k tx us/exempt/allexempt_srch php

More information on exemptions is in Hotel Occupancy Tax Exemptions {publication 96-224),
For further assistance, call a hote] tax specialist toll free at 1-800-252-1385. Texas hotel tax forms are

online at www window state tx. us/taxinfo/taxforms/1 2-forms html. Hote! tax rules are online at
http:/fwindow state tx usftaxinfo/rlendx/ruleindex hem),

Caroie Keeton Strayhom Window on State Government
Texas Comptrolier of Public Accounts Contact Us
Privagy and Security Policy
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What Cities Need to Know to Administer Municipal Hotel Occupancy Toxes - Abridged Version

Hlitor's Note

This is the abridged version of THLA's What Citles Need to Know to Administer Municipal Hotel
Occupancy Taxes. A full version of this article, with information inciuding expanded information on

hotel tax collection, tax exemptians, and city-specific rules, is available by contacting THLA at 512-474-
2996.

Authorized Entities

All incorporated Texas municipalities, including general law and home rule cities, may enact a hotel
occupancy tax within the city limits.} A city with a population of under 35,000 may atsc adopt the hotel
occupancy tax within that city's extraterritorial jurisdiction (ET).2 Most cities are eligible to adopt a
hotel occupancy tax at a rate of up to 7 percent of the price paid for the use of a hotel room.? If a city
adopts the hotel occupancy tax within its ETJ, the combined state, county, and municipal hotel
occupancy tax rate may not exceed 15 percent.® Texas has among the highest combined hotel

occupancy tax rates of any major metropolitan areas inthe nation, with Hauston at 17 percent and San
Antonio at 16 % percent.®

In addition to local hotel occupancy taxes, aill lodging properties operating in Texas are subject to a six
percent state hotel occupancy tax.® Governed under Chapter 156 of the Texas Tax Code, the state hotel
occupancy tax is administered by the Texas Comptroller. Funds from the state six percent hotel
occupancy tax flow directly to the Texas Comptroller's offioe and are largely used for the general
governmental operations of the State. A portion of the state hotel occupancy tax revenue also goes
toward funding tourism promotion through Texas's ad campaign. Most Texans know this successful ad
campaign by its famous tagline, * Texas, it's like a whole other country.”

Collecting the Tax

Under the Texas Tax Code, the following businesses are considered “hotels’ and are required to collect
hotel occupancy taxes from their guests: “Any building or buildings in which members of the public
obtain sleeping accommodations for consideration” for less than 30 days, induding a hotel, motel,
tourist home, tourist house, tourist court, lodging house, inn, rooming house, or bed and breakfast
facilities. The Texas Administrative Code also includes “manufactured homes, skid mounted bunk
houses, residency inns, condominiums, cabins, and cottages within the definition of a “hotel” if the
facility is rented for periods of under 30 days.” Hospitals, sanitariums, nursing homes, dormitories or
other non-hotel housing facilities owned by institutions of higher education, and oilfield portable units
do not collect the tax.® Subject to various exemptions, the hote! tax is imposed on any *person” who

! Tex. Tax Code Ann. § 351.002(a} (Vernon 2011).

? § 351.0025(a).

? § 351.003(a).

* § 351.0025(b).

® Saurce: National Business Travel Assoclation 2009 Survey.

€ Tex. Tax Code § 156.051.

7 rex, Tax Code § 156.001; 34 Tex. Admin, Code Ann. § 3.151{a}(3} (Vernan 2009)}.
® Tex, Tax Code § 156.001.

Texas Hotel & Lodging Association, 2011
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pays for the use of a room in a hotel, including corporations, organizations, and other legal entities. The
hotel room must cost $2 or more per day for the local hotel tax to apply, and 515 or more per day for
the state hotel tax to apply.?

A full version of this article, with information including expanded information on hote! tax collection is
available by contacting THLA at 512-474-2996.

Exemptions from the Local Tax

Texas law provides certain hotel tax exemptions based on the length of a guest's stay or the guest's
affiliation with an exempt organization. Texas law is more permissive for exemptions from the state 6%
hotel occupancy tax than it is for focal hotel tax exemptions. The state hotel occupancy tax allows for an
exemption for the following entities: educational, charitable, and religious entities are often exempt
from the state hotel occupancy tax. These entities are not exempt from local hotel occupancy taxes.*

Focusing specifically on the local hotel occupancy taxes, there are primarily four categories of
exemptions permitted from municipal and county hotel occupancy taxes:

1) Federal Employees: Federal employees traveling on official business;

2) Diplomats: Foreign diplomats with a tax exempt card issued by the U.S. Department of
State;

3) High Ranking State Officials: A very limited number of state officials with a hotel tax
exemption card (e.g. heads of state agencies, state legislators and legislative staff, members
of state boards and commissions, and state judges); and

4) Permanent Resident/Over 30 Day Stay: Persons or businesses who have agreed in advance
to use a hotel room for more than 30 consecutive days (i.e. the “permanent resident” hotel
tax exemption).

A full version of this article with information including expanded information on tax exemptions is
available by contacting THLA.

Penalties for Failure to Report or Collect the Tax

The local hotel occupancy tax statutes provide for specific penalties a city may assess against hotel
operators who fail to file the hote! tax collections report, file late or without full payment, or produce
false tax returns.

A full version of this article with information including expanded information on hotel tax penalties is
available by contacting THLA.

? Tex. Tax Code § 156.051(a); § 351.002(a}.
19 yex. Tax Code § 156.102.

" §156.104.

2 ¢ 351.004.

4 Texas Hotel & Lodging Association, 2011
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Use of Local Hotel Occupancy Tax Revenues

There is a two-part test for every expenditure of local hotel accupancy tax.”

Criteria #1: First, every expenditure must DIRECTLY enhance and promote
tourism AND the convention and hotel industry."

Under the Tax Code, every event, program, or facility funded with hotel occupancy tax revenues must be
likely to do two things: 1) directly promote tourism; and 2) directly promote the convention and hotel
industry.”® “Tourism” is defined under Texas law as guiding or managing individuals who are traveling to
a different, city, county, state, or country.” A "direct” promotion of the convention and hotel industry
has been consistently interpreted by the Texas Attorney General as a program, event, or facility likely to
cause increased hotel or convention activity.’” This activity may result from hotel or convention guests
that are already in town and choose to attend the hotel tax funded facility or arts or historical event, or
it may result from individuals who come from another city or county to stay in an area lodging property
at least in part to attend the hotel tax funded event or facility.

If the funded event or facility is not reasonably likely to directly enhance tourism and the hotel and
convention industry, local hotel occupancy tax revenues cannot legally fund it."® However, it is
important to note that events and facilities that do not qualify for hotel occupancy tax funding are often
still legally eligible for city funding from most of the other funding sources available to the city (general
property tax revenues, general sales tax revenues, franchise fee revenues, etc.). State law is stricter in
terms of how the local hotel occupancy tax revenues can be spent.

There is no statutory formula for determining the level of impact an event must have to satisfy the
requirement to directly promote tourism and hotel and convention activity.” However, communities
with successful tourism promotion programs generally award the amount of the hotel occupancy tax by
the proportionate impact on tourism and hotel activity incident to the funding request. Entities applying
for hotel occupancy tax revenue funding should indicate how they will market the event to attract
tourists and hote!l guests. If an entity does not adequately market its events to tourists and hotel guests,
it is difficult to produce an event or facility that will effectively promote tourism and hotel activity.

A city or delegated entity should also consider whether a funded event wiil be held in a venue that will
likely attract tourists and hote! guests. For example, if an event is held in a local school or community
center, it may be less likely to attract tourists than if it is held at a local performing arts venue, museum
or civic center. Each community will need to assess whether the facility hosting the function is likely to
attract tourists and hotel guests. Similarly, if an event is a community picnic, local parade, educational
class, or other similar type of event, it is often not likely to attract tourists and hotel guests, and would
likely not be eligible for hatel occupancy tax funding,

3 g5 351.101(a), {b).

" §5 351.101(b).

By,

1 g 351.001(5).

:: See Op. Tex. Ai'y Gen, Nos. GA-0124 (2003}, JM-690 (1987).
1d.

*® cag generolly Tex. Tax Cade §§ 351.101(z), {b).
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Finally, it is a good practice to utilize a hotel tax application form. THLA has a sample hotel occupancy
tax application form and a “post event” form that are already in use by many dty governments
throughout Texas. For a copy of these two forms, simply call THLA at {512) 474-2996, or email THLA at
news@texaslodging.com. These forms pose questions of funding applicants such as “Do you have a
hotel room biock for your events?,” and “What do you expect to be the number of room nights sold for
this event? Additionally, the application asks if the entity has negotiated a special hotel price for
attendees of their funded event. If the entity does not find the need to reserve a hotel block or
negotiate a special hotel rate, it is not likely that they anticipate their event/s will have a meaningful
impact on hotel activity.

Funded entities can also visit with area hoteliers who, in many cases, can provide feedback on whether
any of their hotel guests expressed an interest in attending such events or facilities in the past. Hotel
front desk and management staff usually know what local events and facilities were of interest to their
guests by notes in their reservation systems, requests for directions, information and transportation to
such venues by hotel patrons.

After an applicant's event or program is offered for several years, the applicant should have a
reasonable idea as to whether their event or programy's attendance includes a number of tourists and
hote! guests. For example, some entities track whether guests are staying at local hotels via their guest

registry. Other entities measure potential out-of-town attendance from their ticket sales records or
other survey information.

It is important to note that Texas law also provides that the hotel occupancy tax may not be used for
general revenue purposes or general governmental operations of a municipa!ity.m It also may not be
used to pay for governmental expenses that are not directly related to increasing tourism and hotel and
convention activity.?! For example, consider a request to use the hotel occupancy tax to pay for
construction of additional lighting, restrooms, roads, sidewalks, or landscaping in a downtown area.
These are expenditures for which the city would traditionally use its general revenues. Therefore, such
an expenditure would violate the prohibition against using the hotel tax for “general governmental
operations of a municipality.”? It is difficult to argue that such improvements to a non-tourism facility
would “directly” promote tourism and hotel activity. At best, one could argue the improvements would
“indirectly” enhance tourism and hotel activity—which is not sufficient under the clear language of the
Tax Code to qualify for funding from the hotel occupancy tax.

:':Tex. Tax Code § 351.101(h}; see also Op. Tex. Alt'y Gen. Nos JM-184 (1984), IM-965({1988).
1d.
2,
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Criteria #2: Every expenditure of the hotel occupancy tax must clearly fit into
one of nine statutorily provided categories for expenditure of local hotel
occupancy tax revenues.”

The nine categories for expenditure of the hotel occupancy tax are as follows:

1) Funding the establishment, improvement, or maintenance of a convention center or
visitor information center.

This category allows expenditures of the hotel tax for the creation, improvement, or upkeep of a
convention center or a visitor information center.” The term “convention center” is defined to indude
civic centers, auditoriums, exhibition halls, and coliseums that are owned by the city or another
governmental entity or that are managed in whole or in part by the city.2® It also includes parking areas
in the immediate vicinity of a convention center facility, and certain hotels that are owned by the city or
another governmental entity, or that are managed in whole or in part by the city.? It does not include
facilities that are not of the same general characteristics as the structures listed above.

Texas law specifies that for a facility to be funded as a convention center, it must be a facility primarily
used to host conventions and meetings.”’ “Primarily used” in this context would arguably mean that
more than 50 percent of the bookings for the facility are to host conventions or meetings that directly
promote tourism and the hotel and convention industry.?® In other words, holding local resident
meetings in a facility would not count toward qualifying the facility as a convention center, but meetings
of individuals from out-of-town who in part stay at hotels would qualify.

Simply naming a facility a convention center or visitor information center does not automatically qualify
the facility as a "convention center.” The authority to use the hotel occupancy tax for facilities is limited
and any such facility must meet the above noted "primary usage” test. For example, general civic
buildings such as the city hall, local senior citizen centers or activity centers would not qualify as
convention centers that could be funded by hotel tax.

2) Paying the administrative costs for facilitating convention registration.

This provision allows expenditures for administrative costs that are actually incurred for assisting in the
registration of convention delegates or attendees.”” This is generally an expenditure for larger cities
that hold large conventions, and includes covering the personnel costs and costs of materials for the
registration of convention delegates or attendees.

 Yex. Tax Code § 351.101(a).
™ g 351.101(a)(1).

™ § 351,001(2).

x

7y,

® (d.; see generally Tex, Tax Code §§ 351.101(a), (b).
™ Tex. Tax Code § 351.101{a)(2).
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3) Paying for advertising, solicitations, and promotions that attract tourists and
convention delegates to the city or its vicinity.

This provision allows expenditures for solicitations or promotional programs/advertising directly related
to attracting tourists and convention delegates to the city or its vicinity.* Such expenditures are
traditionally in the form of internet, newspaper, mail, television, or radio ads; or solicitations to promote
an event or facility. The advertising or promotion must directly promote the hotel and convention
industry.* For example, the Texas Attorney General ruled that the local hote! occupancy tax may not be
used for advertising or other economic development initiatives or improvements to attract new
businesses ar permanent residents to a city.”

In certain cases, a city may be able to use the advertising and promotion category to justify covering the
costs of advertising an event that will attract tourists and hotel guests, even though the administrative
or facility costs for the underlying event would not qualify for hotel tax funding.”®

4} Expenditures that promote the arts.

This section authorizes the expenditure of local hotel occupancy tax for a variety of art-related programs
that also promote tourism and local hotel and convention activity.”® Specifically, it allows funding the
encouragement, promotion, improvement, and application of the arts including instrumental and vocal
music, dance, drama, folk art, creative writing, architecture, design and allied fields, painting, scuipture,
photography, graphic and craft arts, motion pictures, radio, television, tape and sound recording, and
other arts related to the presentation, performance, execution and exhibition of these major art
forms.®® However, it is not enough that a facility or event promotes the arts; Texas law requires that the
arts related expenditure also directly promote tourism and the hotel and convention industry.*®

Section 351.101(a) of the Tax Code spedifically states that “the municipal hotel occupancy tax may be
used only to promote tourism and the convention and hotel industry.” The Texas Attorney General
reaffirmed this standard when it held in Opinion GA-0124: “Under section 351.101 of the Tax Code, a
municipality may expend its municipal hotel occupancy tax revenue only to promote tourism and the
convention and hotel industry,' and only for the specific uses listed in the statute.” There are many
success stories of cities that have partnered with the arts entities to turn one day arts events into multi-
day events that can substantially increase tourism and hotel activity. Such partnerships and long term

planning can help both foster the arts and grow hotel tax proceeds that can be made available to the
arts.

Additionally, the amount of funding a city allocates to the arts category may be limited by statute. See
the “ Spedal Rules” section of this guide, starting on page 23.

¥ 351.101(a)(3).

3 §351.101{b).

3 Op. Tex Alt'y Gen. No. IM-650 (1987).

M gee generally Tex. Tax Code § 351.101(a)}(3).
¥ Tex. Tax Code § 351.101(a}(4).

¥4,

% g 351.101(b).
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5) Funding historical restoration or preservation programs.

A city may spend a portion of its hotel occupancy tax revenues to enhance historical restoration and
preservation projects or activities, or advertising and conducting solicitations and promotional programs
to encourage tourists and convention delegates to visit preserved historic sites or museums that are
likely to attract tourists and hotel guests.”” Texas law does not limit such funding to structures that are
owned by a public or nonprofit entity, or to whether the project is listed on a historic registry, but the
city may choose to impose such limitations.

It is not enough that a project or activity event merely be historical in nature; Texas law requires that the
historical related expenditure also directly promote tourism and the hotel and convention industry.®
Section 351.101{a) of the Tax Code spedifically states that “the municipal hotel occupancy tax may be
used only to promote tourism and the convention and hotel industry.” The Attoney General in Opinion
GA-0124 (2003) reaffirmed this standard when it held: “Under section 351.101 of the Tax Code, a
municipality may expend its municipal hotel occupancy tax revenue "only to promote tourism and the
convention and hotel industry" and-only for the spedficuseslisted in the statute.”

Additionally, the amount of funding a city allocates to the historical programs category may be limited
by statute. Seethe*Speda Rules” section of this guide, startingon page 23.

6) Funding certain expenses, including promotional expenses, directly related to a
sporting event within counties with a population of under 1 million.

This section authorizes a municipality located in a county with a population of under 1 million to use
local hotel occupancy tax revenue to fund certain expenses, including promotional expenses, directly
related to a sporting event.? To qualify under this authorization, the sporting event must be one that
would *substantially increase economic adivity at hotels and motels within the city or its vidinity,"*® The

statutory authorization also requires that a majority of the participants in the sporting event also be
tourists to the area.”

This category is intended to allow communities to fund the event costs for sporting tournaments that
result in substantial hotel activity. For example, if a city had to pay an application fee to seek a
particular sporting event or tournament, if could use hotel tax for such an expenditure if the sporting
event would substantially increase economic activity at hotels and the city was within a county of under
one million population. The requirement that a majority of the participants must be “tourists” is
included in the statuary authority to prohibit the use of local hotel tax for sporting related facilities or

events are purely local {e.g.; local recreation centers, local little league and parks events, intramural
sports, etc.).

¥ £ 351.101{a)(5).
3 5 351.101(b}.

* g 351.101(a){6).
9y,

Yy,
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7} Funding the enhancement or upgrading of existing sports facilities or sports fields for
certain municipalities.

Certain statutorily bracketed cities may use local hotel occupancy tax to enhance and upgrade existing
sports facilities owned by the municipality.? Acceptable sports facilities include those for baseball,
softball, soccer, and flag football.*® The municipality must own the sporting facility, and the municipality
must meet one of the following population requirements in the Code. A full version of this article, with
information including which cities are eligible for this category, is available by contacting THLA at 512-
474-2996.

Texas law further requires that before local hotel tax to be used for this purpose, the sports facilities and
fields must have been used a combined total of more than 10 times for district, state, regional, or
national sports tournaments in the preceding calendar year,*

If hotel tax revenues are spent on enhancing or upgrading a sports facility, the municipality must also
determine the amount of “area hotel revenue” generated by hotel activity from sports events held at
the hotel tax funded facility for five years after the upgrades to the sport facility are completed.*® The
area hotel revenues that were generated from sports events at the hotel tax funded facility over that
five year period must at least equal the amount of hotel tax that was spent to upgrade the sports
facility.®®* If the amount of hotel tax that was spent on the facility upgrades exceeds hotel revenue
attributable to events held at that facility over that five year period, the municipality must reimburse
the hotel occupancy tax revenue fund any such difference from the munidpality’s general fund.”

For example, if a city spent $400,000 on improvements to its soccer fields, it would have to show at least
$400,000 in area hotel revenue directly attributable to events held at that soccer field over the five year
period after the saccer field improvements were completed. [f the city could only show $300,000 in
hotel industry revenue due to events held at that soccer field, the city would have to reimburse the city
hotel tax with the $100,000 difference from the dity's general fund.

8} Funding transportation systems for tourists

Often with conventions and large meetings, there is a need to transport the attendees to different
tourism venues. in 2007, the Texas Legislature authorized the use of city hotel tax for any sized city to
cover the costs for transporting tourists from hotels to and near the city to any of the following
destinations:

1 the commercial center of the city;

1 aconvention center in the city;

M other hotels in or near the city; and

M tourist attractions in or near the city.”

d,

¥ §351.101(a){7).

8.

::Tex. Tax Code §§ 351.101{a){7), 351.1076.
Id.

1.

1.

“ 5 351.110{a).
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The reimbursed transportation system must be owned and operated by the city, or privately owned and
operated but financed in part by the city.*® For example, this authority could be used to cover the costs
of a city to finance certain private shuttles to operate between the convention center and area hotels
and attractions for a large city-wide convention. The law specifically prohibits the use of the local hotel
tax to cover the costs for a transportation system that serves the general pubtic.*®

9) Signage directing tourists to sights and attractions that are visited frequently by hotel
guests in the municipality.

In 2009, the Texas Legislature added a statutory category that allows cities to use municipal hotel
occupancy tax revenue to pay for signage directing tourists to sights and attractions frequently visited by
hotel guests in the municipality.® Arguably, this type of expenditure was permissibte as “advertising
and promotion” prior to this 2009 legislation. However, the Legislature codified this understanding to
officially include signage directing tourists to sights and attractions that are frequently visited by hotel
guests.”?

% g 351.110(b).

% § 351.110{c).

51 g 351.101(a)(9}.
14,
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Administering Hotel Occupancy Tax Revenue Expenditures

Duty of funded entities to provide a list of activities.

All entities {including the city itself) that are directly or indirectly funded by the local hotel occupancy tax
are annually required to provide a list of the scheduled activities, programs, or events that will directly
enhance and promote tourism and the convention and hotel industry. 3 This list is to be provided
annually to the city secretary or his/her designee prior to the expenditure of the hotel occupancy tax
funding by the funded entity.>® An entity may add items to this list at any time, and each city decides
the format for providing this information. This documentation requirement does not apply if the entity
already provides written information to the city indicating which scheduled activities or events that it
offers that directly enhance and promote tourism and the convention and hotel industry. For example,
cities that require quarterly or annual reports on the use of hotel tax by hotel tax funded entities would
satisfy this requirement if their report addresses the extent to which their events directly promote
tourism and hotel activity.”

It is important to remember that if an entity does not have any such events or programs reasonably
expected to directly promote tourism and the hotel and convention industry, it is not eligible for local
hotel occupancy tax funding.*® 1f only a portion of an entity's programs fit this ariteria, then only a
proportionate amount of that entity's costs should be covered by the local hotel occupancy tax*’

Delegating management of funded activities.

The governing body of a city may delegate the management or supervision of programs funded by the
hotel occupancy tax by written contract.® This delegation may be made to a person, another
governmental entity, or to a private organization.*® This delegation is often made to a local arts council,
a chamber of commerce, or to the convention and visitors bureau. The municipality shall approve the
entity's annual budget prior to delegating the management or supervision of hotel tax funded
programs.®® Furthermore, the municipality shall require the delegated entity to make periodic reports
at least quarterly, listing the hotel occupancy tax expenditures made by the delegated entity.™
Additionally, the Code requires that the contracted entity maintain complete and accurate financial
records for every expenditure of hotel occupancy tax revenue, and upon the request of the municipality
or another person, make the records available for inspection and review.*

An entity with delegated authority to manage hotel tax funded programs undertakes a fiduciary duty
with respect to the use of the tax revenue.® Such entities are also required to maintain the city hotel
occupancy tax revenue in a separate bank account that may not be commingled with any other account

53 g 351.108(b).
* 1d.; § 351.108(d).
% ¢ 351.108(g).
% §351.10%(b}.
7 § 351.101{e}.
58 § 351.101(c).
1,

8 g,

g,

€ g§351.101(d).
& ¢ 351.102{c).
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or funds.®™ The Tax Code does not contain similar prohibitions against commingling the funds for
individual organizations, such as an arts or historical group that receives hote! tax funding for their
individual program, but do not themselves oversee hotel tax funding to other entities.

Use of hotel occupancy tax revenues to cover administrative expenses.

Texas law allows proceeds of the municipal hotel occupancy tax to be used to cover the portion of
administrative costs that are directly attributable to work on activities that may be funded by the tax.®
For example, entities that manage activities funded by the hotel occupancy tax may spend some of the
tax for certain day-to-day operational expenses.“’ These expenses may include supplies, salaries, office
rental, travel expenses, and other administrative costs.”” However, these costs may be reimbursed only
if the expenses are incurred in the promotion and servicing of expenditures authorized under the hotel
occupancy tax laws.® The portion of the administrative costs that are covered should not exceed the
percentage of the cost that is attributable to the activity funded by the hotel occupancy tax.® For
example, administrators who spend 33 percent of their time overseeing hotel occupancy tax funded
programs should seek funding for no more than 33 percent of their salary or 33 percent of other related
overhead costs. Additionally, hotel occupancy tax revenues may be spent on travel that is directly
related to the performance of the person’s job in an efficient and professional manner.” This travel

should facilitate the acquisition of skills and knowledge that will promote tourism and the convention
and hotel industry.”

& .
% g 351.101(e).
& 1d.
 id.
g,
9 id,
™ g 351.101{f}.
.
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Special Rules for Selected Municipalities

The Texas Tax Code provides additional rules for certain Texas cities based on the dty's population
brackets. A full version of this article with information on city-specific rules is available by contacting
THLA at 512-474-2996.

Additional Information

If a city or funded entity has additional questions about the administration or use of the hotel occupancy
tax, it is welcome to contact the Texas Hotel & Lodging Association for assistance by phone at {512) 474-
2996. THLA has sample documents available to assist in administering hotel taxes, such as funding grant
application forms, post event forms, and tax collection guidelines.

Texas city officials can also make inquiries to the legal staff of the Texas Municipal League at (512) 231-
7400. Finally, all entities may make inquiries to the Municipal Affairs Section of the Office of the
Attorney General of Texas {OAG). The QAG's Municipal Affairs Division can be reached by phone at
{512) 475-4683.
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