Tourism s

Budget Fuel

As Ohio and the rest of the world invest in possible long-term solutions
for our energy problems, there is one boost that has proven to have
immediate impact: Tourism Marketing.

Independent research and case studies have proven that $1 invested in tourism marketing will
generate $10 in new tax revenue for the state of Ohio. This is not a prospectus built on unproven
assumptions; it is simply a maximized return on current assets. This short-term return on investment
will strengthen Ohio’s ability to fund more long-range priorities

While showcasing our beautiful state and entertaining visitors from around the region has many
“feel good” benefits for Ohioans, this report focuses strictly on ROI.

The engine is running, we need just a little more gas so we can hit the accelerator.




Tourism’s Role as a
Daveniie Geaneararor

A proposal to increase tax revenue for State of Ohio and Local Governments

Ohio Tourism Roundtable:

Ohio Restaurant Association
Ohio Hotel & Lodging Association
Ohio Association of Convention & Visitor Bureaus
Ohio Travel Association

Executive Summary:
his report outlines a method of increasing Ohio’s tax revenues up to $263 million per year. The proposal is based on
a 2006 Longwoods International report that evaluated revenue increases resulting from increasing the State of Ohio
Division of Travel and Tourism budget by examining four scenarios for tourism funding.! Each scenario conser-
vatively generates a positive return on incremental tax dollars. Tourism is a revenue generator, not a cost to taxpayers.
Spending public funds on marketing tourism helps pay for other high-priority government programs and can help lower
taxes. The return on investment (ROI) is short-term, with returns occurring within a year of marketing expenditures.
Longwoods International’s findings clearly demonstrate that a larger investment in marketing Ohio as a destination would

generate new tax revenue, create a positive image of the State of Ohio among potential new businesses and residents, and
help create jobs.

Situation Analysis:
Tourism is big business for the State of Ohio. According to an economic impact study conducted by Rovelstad and Associ-
ates, visitors spent more than $33 billion in Ohio in 2005 and generated the following:

* 560,000 direct full-time job equivalents

e Nearly $10 billion in direct earnings (wages, salaries and proprietor income)
* $1.5 billion in direct state taxes

* $730 million in direct local taxes

Tourism’s impacts on Ohio’s economy are already substantial; however, economic benefits of tourism are far below potential.

Lost opportunities can be identified by reviewing the following symptoms of tourism under-funding:
1.The State of Ohio is over-reliant on visits to friends and relatives versus marketable trips (those pleasure trips most influ-
enced by marketing.) Those visiting friends and relatives spend less money in the State of Ohio. Currently, Ohio attracts
12 percent over the United States’ norm when it comes
to attracting friends and relatives, and Ohio is 13 percent
below the United States’ norm in attracting marketable

trips.

. Ohio has a high percentage of in-state travelers. Travelers
visiting Ohio from out-of-state spend more money in
the State of Ohio per trip, and they spend “new” money.
Thirty-nine percent of Ohio’s overnight trips are gener-
ated by in-state travelers.

. Market share has declined 24 percent over the last 11
years. If you compare Ohio’s market share (or its share of’
all travelers in the region) to those in neighboring states,
it becomes evident that the real issue isn’t whether or not

people are traveling — it’s that these travelers are going
elsewhere, including Michigan, Pennsylvania, Kentucky
and West Virginia.

'“Funding Ohio’s Tourism Promotion: A White Paper,” December 2006. Longwoods International.




Funding Analysis:
ourism funding has been studied numerous times over the last few years, including a Legislative Services Commis-
I sion report in 1998 that recommended increased funding for the Ohio Division of Travel and Tourism. “Given the
level of tourism promotion in other states and the very competitive quest for tourists’ dollars, it seems doubtful that
Ohio can continue to successfully compete for tourists without additional dollars,” says the LSC report. The Management
Improvement Commission (2000) also identified a need for increased funding for the Ohio Division of Travel and Tour-
ism during its analysis of the Department of Development.

espite frequent third-party expert recommendations, the economic
D importance of the tourism industry, the huge impacts it is already Table One
delivering and the promise it holds for reclaiming lost market share, the
State has increased funding for the Division of Travel & Tourism by only 7% in FYO‘_I'_05 State .
. . . . . Tourism Budgets (millions)
the last 16 years. When adjusted for inflation, this 7 percent increase represents a

$2.9 million reduction in funding since 1990.

1. lllinois $47.8
2. Pennsylvania  $ 33.0
3. W. Virginia $ 23.1
4. Michigan $22.9*
5. Kentucky $ 75
6. Ohio $ 68

Average: $12.8

The Division of Travel and Tourism’s current operating budget of $6.8 million
places Ohio in 37th position out of 49 states according to the Travel Industry
Association of America’s recent survey of funding for state tourism oftices. The
average operating budget was $13.6 million, double that of Ohio’s. Among key
regional competitors, Ohio ranks 6th in terms of tourism budgets (Table 1).

*Michigan budget reflects $15 million in additional

Methodology for\ prnojecting ROI on Incr\eased k funds appropriated for economic stimulus. J

Tourism Funding
Longwoods International has specialized in tourism research since 1985 with clients in seven countries, 34 U.S. states and
eight Canadian provinces. Because accountability is a key issue, Longwoods has developed a highly conservative methodol-
ogy for tracking bottom-line impacts on tourism promotion.

In 2006, Longwoods applied their experience and methodology to evaluate the impact of increased tourism funding in the
State of Ohio. Methodology took into account the following considerations:

The key measure in determining ROI is the total of incremental trips generated per media dollar spent on advertising.
Longwoods has determined this is the fairest measure of campaign efficiency because of tax structure differences and
fluctuations of average expenditures per trip. Longwoods estimates the normative number of incremental trips generated
per media dollar spent on advertising is .81 trips.

Longwoods conservatively estimated impact based on advertising media expenditures only because other components of
the State’s promotion budget (such as web and public relations) are more difficult to measure in terms of tax return on
investment.

Assumptions were made that a majority of the increase would be dedicated to media and ad production costs because
fixed costs/overhead do not grow proportionately with increased marketing dollars. Media negation and placement are
already outsourced. Finally, if the advertising message is working, there is no need to spend additional dollars on creative.
Instead, the focus can be on increasing audience reach and frequency.

Calculations were based on an average spending of $529 per person per overnight trip and $104 per person per day trip.
State and local taxes per dollar are also based on the same study.?

Projections were reduced arbitrarily by 20 percent as a conservative safety factor to allow for unforeseen events that could
lead to performance problems, such as economy, weather, etc.

Projections for Tax Revenue and Visitor Spending Resulting
from Increased Tourism Funding:

The following projections should be viewed as conservative performance targets based on data from other destinations,
including earlier studies conducted specifically for Ohio by Longwoods International.

2“The Economic Impact, Performance and Profile of the Ohio Travel and Tourism Industry,” 2004, 2005. Rovelstad and Associates.




Estimates indicate that the current tourism budget of $6.8 million would generate an incremental 1,758,000 day and
overnight trips to the state. The additional 1.8 million visitors who visit Ohio due to this effort are projected to spend
$603 million on trips, which will add $41 million to state and local cofters in direct taxes. For every dollar of public
funds allocated to tourism promotion, an anticipated $6 will be returned in tax revenues.

The following table illustrates how a small investment in state funds can provide a positive and very significant impact
on state and local revenue.

Tourism Investment Calculator

TOURISM BUDGET VISITOR SPENDING NEW TAX REVENUE

Current Investment $603 Million Only
$6.8 Million $41 Million

Scenario 1 $1,978 Million Good
$15.0 Million $135 Million

Scenario 2 $2,857 Million Better
$20.0 Million $195 Million

Scenario 3 $3,845 Million Best
$25.0 Million $263 Million

Scenario 3 would result in $177 million in state sales tax revenue. Overall return on a $25 million budget would rise
to 10.5:1, yielding 11.3 million visitors that would not otherwise have come, incremental visitor spending of $3.8 bil-

lion and $263 million in taxes on that spending. Local governments would receive $86 million in new sales tax revenue

under the same proposal.
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