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CITY COUNCIL AGENDA REPORT

City of Anaheim
COMMUNITY & ECONOMIC DEVELOPMENT 
DEPARTMENT

DATE: JULY 12, 2016
FROM: COMMUNITY & ECONOMIC DEVELOPMENT DEPARTMENT 
SUBJECT: OPERATING COVENANT AGREEMENT NO. MIS2016-00637

ATTACHMENT (Y/N): YES ITEM # 25

That the City Council, by Motion, (i) adopt the attached Findings and Determinations 
regarding the 1401 Disneyland Drive Hotel, (ii) approve Operating Covenant Agreement 
No. MIS2016-00637 with Walt Disney Parks and Resorts U.S., Inc., substantially in the 
form attached, and (iii) authorize the Director of Community and Economic 
Development to finalize, execute, and implement such Operating Covenant Agreement.

DISCUSSION:

On June 16, 2015, the City Council adopted a Hotel Incentive Program. The program is 
structured to provide a hotel meeting certain American Automobile Association (AAA) 
Four Diamond standards (“Luxury Hotel”) with the equivalent of 70% of the Transient 
Occupancy Tax (“TOT”) generated by the Luxury Hotel,  for a period of 20 years 
(“Operating Period”). The incentive payments are provided only if the hotel is 
constructed, opened, and continually operated as a Luxury Hotel.  

The Luxury Hotel Incentive Program supports the City’s desire to create a Luxury Hotel 
market that does not currently exist in the City. Incentivizing the development and 
operation of Luxury Hotels will in turn (i) provide desirable and attractive experiences 
for tourists and local residents, (ii) promote job creation opportunities in the City, (iii) 
indirectly encourage other property owners to upgrade and enhance surrounding 
properties, (iv) maintain and enhance a business friendly environment, (v) generate a net 
increase in TOT revenue to the City which will assist in the support of public services 
provided to residents, visitors and businesses and assist in the revitalization of 
neighborhoods, (vi) enhance property values, and (vii) allow the City to remain 
economically competitive with other large cities that offer similar hotel incentive 
programs. 

The Luxury Hotel Incentive Program defines Luxury Hotels as hotels providing the 
physical features and operational services which meet or exceed the rating criteria 
established for Four Diamond Hotels by the AAA.  Under the Luxury Hotel Incentive 
Program, developers of Luxury Hotels are required to spend a minimum of $225,000 per 
guestroom on shell costs and a minimum of $30,000 per guestroom on Furniture, Fixture 
and Equipment (FF&E).
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The applicant is proposing to develop an approximately 700-room Luxury Hotel in 
900,000 square feet of development, including rooftop signature restaurant, family 
restaurant, fitness facility and recreation deck with a beach entry pool, and a serenity 
pool with full service bar and grill.  The project would be located on an approximately 
15-acre parcel situated within the 25 acres just north of the existing Disneyland Hotel in 
the Disneyland Resort.  

Consistent with the eligibility requirements under the Hotel Incentive Program, the 
applicant has provided staff with evidence of: i) site control, ii) a qualified development 
team to develop the proposed project, iii) an operating plan for a Luxury Hotel, iv) 
conceptual design reflecting a Luxury Hotel, and v) evidence of interest from a Luxury 
Hotel brand in the proposed hotel project upon completion.  Based on the submitted 
material, staff has determined that the applicant meets the eligibility requirements.  

Preliminary review of the proposed project indicates that the construction and operation 
of the Luxury Hotel will create 5,050 temporary construction jobs and 1,150 permanent 
jobs, including 805 full-time and 345 part-time jobs.  The Applicant is projecting shell 
and FF&E costs in excess of $225,000 and $30,000 per room, respectively (or $306.5 
Million in the aggregate). Excluded from shell and FF&E costs are parking, land, 
contingencies, soft costs, financing and site costs.  The estimated total project cost when 
those costs are included is $624.7 Million.  

It is estimated that it will take two years to construct the Luxury Hotel.  It is estimated 
that the proposed Luxury Hotel will generate $400 Million in City tax revenues over the 
two year construction period and 20-year Operating Period.  Specifically, the Luxury 
Hotel is expected to generate $381.5 Million of TOT revenue; $11.8 Million in property 
taxes; and $7.2 Million in sales taxes.  The incentive payments over the 20-year 
Operating Period are estimated to equal $267 Million.  

While it is estimated that $400 Million in City tax revenues will be generated during the 
two year construction and 20-year Operating Periods, the project site as currently 
developed would only generate estimated City tax revenues over the same construction 
and Operating Periods of $1.1 Million.   Accordingly, the Luxury Hotel will generate net 
incremental revenue to the City (gross public revenues less Incentive Payments and tax 
revenues from the current development) estimated to equal $132 Million.  

Following the end of the incentive period, City tax revenues are projected to exceed 
$25.6 Million per year and $287 Million over a ten-year period.
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IMPACT ON BUDGET:

Development of a new four diamond hotel is expected to generate a net increase in city 
tax revenues. Incentive payments under the Operating Covenant Agreement are 
conditioned upon the development and operation of a hotel meeting certain criteria set 
forth in the Luxury Hotel Incentive Program and will be equal to 70% of the TOT 
generated by the Hotel and received by the City.  

Respectfully submitted,

John E. Woodhead IV
Community and Economic Development Director 

Attachments:
1. Operating Covenant Agreement 
2. Findings and Determinations
3. Summary Report Pursuant to CA Gov. Code Section 53083


