MEMORANDUM

TO: Mayor & City Council
) FROM: Robert Barbian, City Administrator
-'.:—.'—f-’.‘sll_—‘z_.ﬁlv.‘_"l’- SUBJECT: Local Lodging Tax
a DATE: November 3, 2020

BACKGROUND

The City Council initiated a 2020 Goal exercise in the first quarter of 2020. A ranking goal was
to “Advance tourism Programing & consider a City lodging fee”.

Preliminary research on initiating a City Lodging Fee has occurred. Please see attached the
related State Statute, a Minnesota Department of Revenue notice on collection and a MN
House Research paper.

From the information you will see that the City would be allowed to impose a lodging tax of 3%.
This amount would then be required to be utilized to fund a convention or tourism bureau for the
purpose of marketing and promoting the City as a tourist or convention center. It is my
understanding that the Princeton Chamber of Commerce can qualify and act in this behalf
should they be interested. Prior to proceeding verification of their collaboration, eligibility and
record keeping requirement would need to be researched.

An estimated amount of revenue is not available at this time. In general, since the goal list was
created in the first quarter COVID 19 occurred and has and still is significantly impacting room
rental occupancies here and across the globe.

The Park Board briefly discussed a lodging tax and expressed concern.

This information is provided in order that preliminary discussion can occur at the City Council
level to provide direction to City Staff.



10/30/2020 Sec. 469.190 MN Statutes

Office of the Revisor of Statutes
2019 Minnesota Statutes

469.190 LOCAL LODGING TAX.

Subdivision 1. Authorization. Notwithstanding section or any other law, a statutory or home rule charter city may by
ordinance, and a town may by the affirmative vote of the electors at the annual town meeting, or at a special town meeting, impose a
tax of up to three percent on the gross receipts from the furnishing for consideration of lodging at a hotel, motel, rooming house,
tourist court, or resort, other than the renting or leasing of it for a continuous period of 30 days or more. A statutory or home rule
charter city may by ordinance impose the tax authorized under this subdivision on the camping site receipts of a municipal
campground.

Subd. 2. Existing taxes. No statutory or home rule charter city or town may impose a tax under this section upon transient
lodging that, when combined with any tax authorized by special law or enacted prior to 1972, exceeds a rate of three percent.

Subd. 3. Disposition of proceeds. Ninety-five percent of the gross proceeds from any tax imposed under subdivision 1 shall be
used by the statutory or home rule charter city or town to fund a local convention or tourism bureau for the purpose of marketing and
promoting the city or town as a tourist or convention center. This subdivision shall not apply to any statutory or home rule charter city
or town that has a lodging tax authorized by special law or enacted prior to 1972 at the time of enactment of this section.

Subd. 4. Unorganized territories. A county board acting as a town board with respect to an unorganized territory may impose
a lodging tax within the unorganized territory according to this section if it determines by resolution that imposition of the tax is in the
public interest.

Subd. 5. Reverse referendum. If the county board passes a resolution under subdivision 4 to impose the tax, the resolution
must be published for two successive weeks in a newspaper of general circulation within the unorganized territory, together with a
notice fixing a date for a public hearing on the proposed tax.

The hearing must be held not less than two weeks nor more than four weeks after the first publication of the notice. After the
public hearing, the county board may determine to take no further action, or may adopt a resolution authorizing the tax as originally
proposed or approving a lesser rate of tax, The resolution must be published in a newspaper of general circulation within the
unorganized territory. The voters of the unorganized territory may request a referendum on the proposed tax by filing a petition with
the county auditor within 30 days after the resolution is published. The petition must be signed by voters who reside in the
unorganized territory. The number of signatures must equal at least five percent of the number of persons voting in the unorganized
territory in the last general election. If such a petition is timely filed, the resolution is not effective until it has been submitted to the
voters residing in the unorganized territory at a general or special election and a majority of votes cast on the question of approving
the resolution are in the affirmative. The commissioner of revenue shall prepare a suggested form of question to be presented at the
referendum.

Subd. 6. Joint powers agreements. Any statutory or home rule charter city, town, or county when the county board is acting as
a town board with respect to an unorganized territory, may enter into a joint exercise of powers agreement pursuant to section
for the purpose of imposing the tax and disposing of its proceeds pursuant to this section.

Subd. 7. Collection. The statutory or home rule charter city may agree with the commissioner of revenue that a tax imposed
pursuant to this section shall be collected by the commissioner together with the tax imposed by chapter 297A, and subject to the same
interest, penalties, and other rules and that its proceeds, less the cost of collection, shall be remitted to the city.

History: | : ; 1Sp ¢ I art -3; -8

Official Publication of the State of Minnesota
Revisor of Statutes

https://www.revisor.mn.gov/statutes/cite/469.190 n



MINNESOTA DEPARTMENT OF REVENUE

Revenue Notice # 05-11: Sales and Use Tax — Local Lodging,
Restaurant and Liquor Taxes

This Revenue Notice sets forth the department’s position as to which lodging related services are subject to the local
lodging taxes that are administered by the department and as to certain services that are subject to local restaurant and
liquor taxes.

Department Position

Local Lodging Taxes

It is the department's position that a local lodging tax that is administered by the Department of Revenue must be imposed
on lodging and related services in the same manner as the state sales tax imposed on lodging and related services under
Minnesota Statutes, section 297A.61, subdivision 3(g)(2).

Local lodging taxes must be charged on lodging for a period of less than 30 days and on lodging furnished for periods of
30 days or more if there is no enforceable written agreement that requires the guest to give notice of their intent to
terminate. Charges for services, provided within a guest room that are associated with the use of the lodging facility and
that are billed by the lodging facility to the lodging guest, are treated as lodging related services.

The following are examples of charges subject to local lodging taxes as services related to providing taxable transient
lodging:

s«  Charges for pay per view in-room movies and video games. The party who is responsible for reporting these
transactions for state sales tax purposes is respansible for remitting the local lodging tax on these charges;
Charges for access to telecommunications services in guest rooms;

Charges for the use in guest rooms of property including cots, cribs, refrigerators, roll-away beds and exercise
equipment;

Charges for use of in-room safes;

Charges for laundry and dry cleaning services when the items are picked up from and delivered to the guest room;
Charges for purchases made from in-room minibars and refrigerators; and

Charges associated with food and beverages for room service or room delivery including mandatory tips and
gratuities.

The provisions of this Revenue Notice relating to local lodging taxes are effective from the date of publication.
Local Restaurant and Ligquor Taxes

Same local restaurant and liquor taxes are also administered by the department. Local restaurant and lodging taxes are
generally imposed upon food and beverages sold by restaurants, caterers and places of refreshment, and on retail sales
of intoxicating liquor and fermented malt beverages at licensed on-sale liquor establishments. These local restaurant and
liquor taxes can also apply to sales of food and beverages made by lodging facilities.

Local restaurant and liquor taxes apply to the sales of food and beverages by lodging facilities when the food and
beverages are not provided within a guest room, such as when they are provided in mesting or banquet rooms. Local
restaurant and liquor taxes are also imposed upon service charges, mandatory tips or gratuities, and delivery or similar
charges that relate to the serving of food and beverages in meeting or banquet rooms. Lodging taxes are not imposed on
the sales described in this paragraph since they are not services related to lodging.

In Minneapolis, any fees or charges that are subject to the local lodging tax are not subject to the local restaurant or local
liquor tax since the providing of lodging or a related lodging service in Minneapolis are subject to a maximum tax rate of
13 percent. See 2001 Minnesota Laws, First Special Session, Chapter 5, Article 12, Section 87.

The provisions of this Revenue Notice relating to local restaurant and liquor taxes are effective from the effective dates of
the applicable laws.

John H. Mansun, Assistant Commissioner
for Tax Policy and External Relations

Publication Date: October 31, 2005



Local Lodging Taxes in

Minnesota
August 2019

Overview

Lodging taxes are imposed on short-term lodging by a number of local governments in Minnesota,
mainly by cities and towns. All cities and towns, and counties on behalf of unorganized townships,
may impose up to a 3 percent tax by statute, if 95 percent of the revenue raised is used for tourism
promotion. Lodging taxes imposed at a higher rate or for other purposes are generally imposed
under special law, although a few enacted before 1972 were imposed by city charter. The first part of
this publication explains the current general lodging tax law and discusses variations in the lodging tax
under city charter or special legislation. This is followed by three appendices:

= Appendix A — Statutory history of the general lodging tax provisions
= Appendix B — List of lodging taxes currently imposed under general law
= Appendix C — Chart of cities imposes lodging taxes under charters or special law

Statutory Authority for Lodging Taxes

Cities, towns, and counties may impose the tax

Most local lodging taxes are imposed under the general authority contained in Minnesota Statutes,
section 469.190. Under this statute a city can impose the tax by ordinance, and a town can impose the
tax by a vote of the electors at a general or special town meeting. A county may impose the tax in its
unorganized territories, but to do so the board must pass a resolution to that effect, put a public notice
in the newspaper, and hold a public hearing prior to passing a final resolution imposing the tax. If 5
percent of the voters in the unorganized territories petition for a vote within 30 days of the final
resolution, the tax may not be imposed until approved by the voters in the unorganized territories at a
general or special election.

Lodging taxes are generally administered locally

Most local governments collect their lodging tax locally but jurisdictions may negotiate with the
Department of Revenue to have them collect the lodging tax. The department is allowed to retain from
the collected revenues an amount to cover the costs of collection. Currently the state only collects
lodging tax for the cities of Minneapolis, St. Paul, Rochester, and Biwabik.

Definition of lodging subject to the tax varies

A local lodging tax imposed under the general law applies to rentals of 30 days or less for lodging at a
“hotel, motel, rooming house, tourist court, or resort.” A city may also choose to impose its lodging tax
on camping receipts at a municipal campground, but not at private campgrounds.

By Pat Dalton, 651-296-7434




Local Lodging Taxes in Minnesota

Any local lodging tax collected by the state is required by law to use the statutory definition of “lodging”
in the state sales tax statute as the tax base!. This differs slightly from the definition in the general
lodging tax statute, because it explicitly includes ancillary charges including charges by accommodation
intermediaries (online travel companies). The definition of lodging for lodging taxes imposed under
some of the special laws may also differ.?

Use of lodging tax revenues

The local government may use 5 percent of the proceeds for administration costs but the remaining 95
percent of the revenues from a tax imposed under the general authority must be used to fund a local
convention or visitor’s bureau for tourism and convention center promotion. This required use does not
apply to lodging taxes enacted prior to 1972 or to taxes authorized by a special law.

The allowed use of revenues from lodging taxes imposed under special laws is contained in each special
law.

A special statutory provision? also allows cities of the first class to divert lodging tax revenues from a tax
authorized by special law if the revenues raised exceed the amount needed for the original purpose
authorized in the special law. The excess revenues may be used to fund construction or renovation of a
large sports facility, convention center, or civic center.

Lodging Taxes Authorized by Charter or Special
Legislation

Taxes imposed under city charter authority

Prior to 1972 the state did not prohibit local governments from imposing local sales taxes on either
general sales or sales of specific items, including lodging. Home rule charter cities could enact local
lodging taxes if allowed under the charter. Bloomington, Duluth, and St. Paul all passed 3 percent
transient lodging taxes under city charter amendments in 1970. Rochester adopted a 3 percent local
lodging tax under a charter amendment in 1971. Brooklyn Center also adopted a 3 percent lodging tax
under its charter although the date of adoption is currently unknown.

Taxes imposed under special legislation

Other jurisdictions that wanted to impose a local lodging tax could go to the legislature for special
legislation to impose a tax. Minneapolis was allowed to impose a 3 percent tax on admissions, transient
lodging, and sales at restaurants and bars with live entertainment in 1969.

In 1971 the state enacted a general prohibition against new or increased local sales and income taxes.
The law states that “No county, city, town, or other taxing authority shall increase a present tax or

! The requirement that these taxes must use the state definition of lodging is in Minn. Stat. § 270C.171. The sales
tax definition of lodging is found in , subdivision 3, paragraph (g), clause {2).

2 Some special laws lodging taxes include charges by online travel companies in the tax base and may treat other
related services such as phone charges and room service differently.

3 Minn. Stat. § 297A.9905.
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Local Lodging Taxes in Minnesota

impose a new tax on sales or income.”* However, notwithstanding the statutory prohibition, cities
continued to seek special legislation to impose local sales taxes. Between 1972 and 1983 only two new
lodging taxes were authorized under special law: a 3 percent tax in the city of St. Cloud (1979) and a
Minneapolis tax {1979} in the downtown area to fund the Metrodome.

In 1983 the state enacted the general local lodging tax authority but a number of jurisdictions continued
to seek special legislation for lodging taxes. There are three main reasons that special legislation is
sought: (1) to increase a lodging tax above the statutory three percent maximum rate; (2) to modify the
geographic area in which a lodging tax applies; and/or (3) to allow the revenue from the tax to be used
for a purpose other than funding a tourism or convention bureau. A complete chart of all the lodging
taxes imposed under charter or special law is contained in Appendix C.

4 Minn. Stat. § 477A.016.
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Local Lodging Taxes in Minnesota

Appendix A - Statutory history

Prior to 1972 — No statutory provision allowing or prohibiting local governments from imposing local
lodging taxes.

1971 - New or increased local taxes on sales or income are prohibited. {
art. XX1, §1, subd. 18, originally codified as , subd. 18, and recodified in
,art.6,§5as J)

1983 - Cities may impose a local lodging tax of up to 3 percent on transient lodging of 30 days or less. A
city that imposed a lodging tax by a special law or charter provision is prohibited from using the
statutory authority to increase the combined lodging tax rate to more than 3 percent. (

,art. 13, § 1, adding )

1985 — The law was amended to (1) allow towns and counties in unorganized territories in the county,
and any combination of cities, towns, and counties acting under a joint powers agreement, to also impose
a local lodging tax of up to 3 percent on transient lodging; and (2) allow cities to extend the lodging tax to
camping site receipts in a municipal campground. ( ,art. 2,

§ 15, amending , subd. 1, and adding subds. 4-6.)

1987 - Local lodging tax law is recodified and moved from the local government aid chapter to a new
economic development chapter of statute. A provision allowing cities to enter into an agreement with the
commissioner of revenue to have the state collect the lodging tax on the city’s behalf is added. {

, §8 191 and 244, adding , and repealing J

1989 - Towns are allowed to approve imposition of the lodging tax at a special town meeting as well as
the regular town meeting. ( ,art. 1, § 30, amending , subd. 1.) The
maximum allowed lodging tax rate from the combination of general authority and special law or charter is
increased from 3 to 6 percent with only 95 percent of the revenue from the first 3 percent dedicated to
tourism. (L , art. 8, §§ 1-3, amending , subd. 1-3.)

1990 — The allowed maximum rate of 6 percent for the lodging tax is repealed and the maximum of 3
percent is reinstated. ( , art 6, §§ 6-8, amending , subds. 1-3.)

2010 - A new provision requires that any special local taxes, such as lodging taxes, that are collected by
the state on behalf of a local government must use the definition of terms included in chapter 297A, the
state sales tax law. The definition of lodging for state sales tax purposes is broader than the definition in
the general lodging tax statute. ( , art. 4, § 14, adding J

2012 — All cities of the first class are granted additional flexibility in the use of revenue derived from any
local sales tax, including lodging taxes. A city may divert any revenue not needed to fund the projects
listed in the authorizing law for the local tax to fund construction, expansion, or renovation projects for a
sports facility or convention center, if the project cost is at least $40 million. ( ,art. 5,
sec. 6, adding )

Minnesota House Research Department Page 4



Local Lodging Taxes in Minnesota

Appendix B - Lodging taxes imposed under Minn.
Stat. § 469.190

Self-reported list of jurisdictions and joint powers groups imposing a lodging tax under the general
statute. This list may be incomplete since there is no requirement that imposition of the tax be reported
to the state.

Jurisdiction Rate Jurisdiction Rate Jurisdiction Rate
| Aitkin 3%  Ham Lake 3%  Orr 3%
Xla;t Lea 3 Harmony “ 3 Ortonville 3
Alexandria 3 Hastings 3 Osakis 3
Anoka 3 Hill City 3 Ottertail 3
Apple Valley 3 Hinckley ) 3 Owatonna 3
Appleton 3 Historic Bluff Country- 3 Park Rapids 3
Fillmore County
Austin " ?_ Hutchinson 3 Perham 3
Baudette/ Lake Of The ? Ideal Twnshp/White—f-i;;\w B 1 Pipestone 3
Woods Comms: Cross Lk, Peq Lks,
Pine Rvr
Baxter 3 ‘Internatioﬁal Fallsmh—n_ 3 Preston 3
Bemidji 3 Inver Grove Hgts 2 Proctor 3
Benson 3 Iron Range 3* Red Wing 3
Communities/Eveleth/
Giants Ridge
Blaine 3 Jackson 3 Redwood Falls 3
Blue Earth 3 Lake Benton 3 Richfield 3
Brainerd 3 Lake City 3 Roseau 3
7Brookly; Center* 3% Lakeville - ; Roseville N 3
Brooklyn Park 3 - Lanesboro w/ Carlton & 3 Shakopee 3
Holt
.Burnsﬁn 3 Little Falls 3 Shoreview 3
Cloquet 3 Lk Vermilion Resort Assn 3 Sleepy Eye 3
Cook Cnty Event & Visitors 1 Lutsen-Tofte-Schroeder & 3 St. Cloud* F
Bureau vicinity
Coon Rapids 3 a;err:e 3 St. Louis Park 3
Crane Lk & Kabetogama 3 Madelia 15 St. Peter 3
Crooléston 3 Mankato 3 St. James 1
Detroit Lakes 3 Maple Grove 3 St. Louis Park & Golden 3
Valley

Minnesota House Research Department Page 5



Local Lodging Taxes in Minnesota

Jurisdiction Rate Jurisdiction Rate Jurisdiction Rate
Duluth* 3* Marshall 3 Stillwater/Oakdale 3
Eagan 3 McGregor 3 Thief River Falls 3
East Grand Forks 3 Milaca 3 Wabasha 3
Edge of the Wilderness ? Mille [acs Area Tourism _3 Waconia 3
Rsrts Council
Edina 3 Minnesota 3— Wadena 3

Northwoods/Cass Lake

vicinity
Ely 3 Montevideo 3 Waite Park 3
Fairmont . 3 Moorhead 3 Warroad ;
Faribault 3 Morris 3 Waseca 3
Fergus Falls 3 Morton 3 Willmar 3
Fridley 3 Moundsview 3 Windom 3
Grand Marais 3 New Ulm 3 Winona* 3*
Grand Rapids - 3 T\I.;;t;\_l\/l‘;kato 3 Worthington 3
Granite Falls 3 Northfield 3
Gunflint Trail 3 rEl—i\wli—a“_mw 7 12 ” l

Source: Explore Minnesota Tourism

* Jurisdiction imposes additional lodging tax(es) under special law or charter - See Appendix C

Minnesota House Research Department
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