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PROPOSED HOTEL TIF (BILL #130686)
CONTROLLER’S ECONOMIC IMPACT STATEMENT

As required by §17-1100 of the Philadelphia Code, our office has reviewed the analysis performed by
PIDC of the proposed “Headquarter Hotel Tax Increment Financing District” for an “anchor hotel” to be
built at 1441 Chestnut Street.

In sum, PIDC’s analysis indicates that this proposed deal would yield a net benefit to the City on several
fronts: it would create many jobs in both the construction and service sectors; it would produce a
marquee hotel that would meet demand from our Convention Center; and the long-term revenue
benefits will likely outweigh the short-term revenue costs. Because of the way the TIF loan is structured,
as a recourse loan, the developer and not the City would be liable should the project fail to be
completed. In short, the City’s risks seem relatively low and the rewards could be substantial.

But like all such proposals, “the Devil is in the details.” The detail that concerns us the most regards the
permanent jobs that will be created once the hotel is up and running. PIDC’s analysis, based on
numbers received from the developer, claims that the project will produce 450 permanent jobs with
average annual earnings of $40,000. In Year One (2017) of the hotel’s operation, this would yield total
average wages of $18 million, projected to rise by 2.5% per annum. In Year One, this translates into just
over $660,000 in wage tax revenues. Over the 20 years of the TIF, PIDC projects over $17 million in
wage tax receipts, more than half of the tax revenue that will accrue to the City’s General Fund over the
life of the TIF. So it is important, from a revenue standpoint, to scrutinize these projections.

The wage figures used in the PIDC analysis seem optimistic. The vast majority of a hotel’s employees are
hourly service workers such as housekeepers and desk clerks; indeed, according to figures provided to
our office by PIDC, 380 of the 450 employees, about 85%, will be hourly employees. According to
research analysts at UniteHere, even in really “hot” hotel markets such as Boston, hourly hotel
employees generally only average about 30 hours a week or 1,560 hours a year — 75% of full-time.

According to the Bureau of Labor Statistics as well as available collective bargaining agreements, the
hourly wage for service workers in Philadelphia-area hotels ranges from $8.63 to $15.06 per hour for
Maids and Housekeepers, with the median at $11.12, while the salary range for a hotel manager is
$38,100 to $93,000, with the median at $64,400.

PIDC’s projections, then, are predicated on the assumption that all of the projected 380 service
employees at the proposed hotel will work a full 2,080-hour work-year and that the average wage will
be at the highest end of the scale, yielding just over $31,300 per year per employee. In order for the
$40,000 average to be attained, PIDC also must assume that the 70 salaried employees earn an average
of $93,000 per year, the highest end of the scale in the BLS data for the region. Given these
assumptions, taxable earnings for the permanent employees in 2017 will be about $18 million.

Yet, as noted, there is evidence to suggest that the average hourly hotel employee works about 1,560
hours per year, not 2,080. If this is the case, an hourly employee at the top end of the scale, $15.06 an
hour, would earn about $23,500 a year.

Absent any written guarantee that the hotel will pay wages at the top of the scale, and in light of the

evidence regarding the industry’s norm of less-than-full-time employment for hourly workers, we have
produced a range of likely revenue projections. Under all scenarios in Table 1 below, we have used 3 of
PIDC’s assumptions: that wages for permanent employees will increase by 2.5% a year starting in 2018;
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that the wage tax rate will remain stable from 2018 until 2033; and that 65% of permanent employees
will be City residents and 35% will reside outside the City.

In Scenario A, we have used PIDC’s assumptions about wage rates. In Scenario B, we have utilized BLS
figures for median earnings, assuming full-time employment. In Scenario C, we have utilized BLS median
figures but have assumed 1,560 hours per annum for the hourly employees.

In Scenario B the total wage tax revenue over the life of the TIF is about 20% lower than PIDC’s figure,
$13.5 million rather than $17 million. In Scenario C, total wage tax revenue is $11.7 million, about 32%
lower than PIDC's figure.

In sum: We support this proposal, but we have reservations regarding PIDC’s Wage Tax revenue
projections as presented. We urge the administration to consider a second analysis of the revenue
expectations as presented.

TABLE 1

A: 380 hourly employees @ 515.06/hr, 2,080 hours/year; 70 salaried employees at 593,000 per annum
B: 380 hourly employees @ 511.12/hr, 2,080 hours/year; 70 salaried employees at 564,400 per annum
C: 380 hourly employees @ $11.12/hr, 1,560 hours/year; 70 salaried employees at 564,400 per annum

Earnings- A WT-A
$31,800,000" | $1,159,158
$31,800,000 | $1,157,989
$31,800,000 | $1,143,226
$18,000,000 $660,249
$18,450,000 $666,602
$18,911,250 $683,267
$19,384,031 $700,349
$19,868,632 $717,857
$20,365,348 $735,804
$20,874,482 $754,199
$21,396,344 $773,054
$21,931,252 $792,380
$22,479,533 $812,190
$23,041,522 $832,495
$23,617,560 $853,307
$24,207,999 $874,640
$24,813,199 $896,506
$25,433,529 $918,918
$26,069,367 $941,891
$26,721,101 $965,438
pely:\El $470,965,148 | $17,039,519

! The earnings and wage tax revenue figures in the first 3 years of the project are almost exclusively for construction workers.
Because they will likely be covered by a Project Labor Agreement with the Building and Construction Trades, it is probable that
these numbers are accurate.
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