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SUBJECT:  AN ORDINANCE creating the historical preservation and historical programs fund.
SUMMARY:  This proposed ordinance creates the historical preservation and historical programs fund as a Tier 1 fund to be used to promote historical preservation or historical programs, which may include preservation of historic documents.  
BACKGROUND:
State Legislature Created $1 Surcharge
In 2005, the state legislature raised the document recording surcharge fee charged by the county auditor for recording public documents from $2 to $5 (HB 1386; RCW 36.22.170(1)(a)).  Of this amount, one dollar was to be placed in the county’s general fund to be used at the county’s discretion “to promote historical preservation or historical programs, which may include preservation of historic documents.” (The state legislature in HB 1583, effective July 2009, deleted the requirement that the surcharge had to be placed in the general fund.)

2008 Audit Found County Use of Surcharges Appropriate
During the 2008 budget process, the local heritage and historic preservation community wanted to know how King County was using the one dollar surcharge. As part of the 2008 budget, the Council requested a county audit to ensure that the revenue use was consistent with the intent of HB 1386 and to ensure that the use was complementing rather than replacing existing resources dedicated to those programs.
In December 2008, the auditor’s office completed the audit.  It concluded that King County used the surcharge funds for authorized purposes, and because annual appropriations for historic preservation purposes had been increasing, the uses complemented rather than replaced existing resources.  

The revenue amounts generated by the $1 surcharge in King County and the budgeted general fund expenditures related to historic preservation as reported by the Office of Management and Budget are listed in the table below.

Table 1. HB 1386 Surcharge Revenue and 

Historic Preservation Expenditures (2005-2010)
	Year
	Revenue
	HP-related Expenditures

	2005
	$299,300
	$1,161,175

	2006
	$706,759
	$1,384,471

	2007
	$673,919
	$1,208,289

	2008
	$512,878
	$957,604

	2009
	$555,894
	$818,186

	2010
	$550,000*
	$702,630*






* 2010 Proposed Budget

The audit had two recommendations:

1. Restrict the surcharge account to ensure that revenues are used exclusively for historic preservation purposes and develop a financial plan for use of the revenues.

2. Consider adopting legislation or directing the Executive to develop policies and procedures for use of the revenues to promote transparency and accountability for the interested community groups and general public.

Council Created Advisory Task Force
In June 2009, the Council created the Historic Preservation and Historical Programs Advisory Task Force.  The task force was charged with making recommendations on how to allocate the surcharge, including mechanisms for distribution, guiding principles for distribution of funds, appropriate accounting methods, and additional recommendations to promote historic preservation and historical programs in King County (Ordinance 16579).
The task force's first recommendation was for appropriate accounting methods.  Specifically, the task force recommended "creation of a dedicated first tier account to provide for the receipt of revenues and disbursement of expenditures for the $1 recording fee surcharge."

The task force also recommended methods and mechanisms for the distribution of funds, eligibility criteria for revenue use, as well as additional recommendations to promote historic preservation and historical programs.  The entire content of the task force's recommendations can be found in the Final Recommendations report submitted by the task force to the Council on March 1, 2010

About Tier 1 Funds

K.C.C. Chapter 4.08 lists the County’s funds; K.C.C. Chapter 4.10 addresses investment of funds.  For investment purposes, the funds fall into two categories:  first tier funds and second tier funds.  The basic difference between the two types is in how the funds accrue interest earnings.  First tier funds are invested for the specific fund’s benefit and accrue interest within the fund.  Any interest will not be applied to another fund.  Second tier funds allow interest earnings on investments to accrue to the County General Fund. 
Each fund has a fund manager.  For any fund for which no fund manager is designated, the manager of the finance and business operations division (FBOD) is the fund manager (K.C.C. 4.08.005(C)).  No fund manager is specified in the proposed ordinance; therefore the manager of FBOD would be the fund manager for the historical preservation and historical programs fund.
Fund managers, for both first and second tier funds, review, determine the appropriateness and approve all expenditures from each fund for which he or she is the designated fund manager (K.C.C. 4.08.035(A)).  In performing this function, fund managers have duties such as setting up the fund and account structure, initiating and approving fund transfers, monitoring financial activities throughout the year and reconciling variances, reporting, financial planning, budgeting, and responding to audit inquiries.

Historically, fund managers have had duties under K.C.C. Chapter 4.10 in regards to investment decisions, but the creation of the King County Investment Pool has reduced that role.
The fund manager has the ability to delegate part or all of his or her duties and responsibilities, if done in writing, to subordinate employees within the department, or to the director or manager of other departments for discrete elements or activities related to a fund (K.C.C. 4.08.035(C)).
ANALYSIS
The proposed ordinance would create the historical preservation and historical programs fund as a Tier 1 fund.  The funds, as required by RCW 36.22.170(1)(a), are to be used to promote historical preservation or historical programs, which may include preservation of historic documents.  Because no fund manager is specified, the manager of FBOD would be the fund manager.  

At the time of the 2008 audit, state law required that the revenues be placed in the county’s general fund. With passage of HB 1583 in 2009, the state removed the requirement that the funds be deposited in the county’s general fund.  Therefore, it is now possible to place the funds in a fund outside of the general fund.
Presently, revenues from the $1 surcharge are tracked in a specific account, but reside in the general fund.  There is no one-to-one tracking of revenues to expenditures.  Placing the revenues in a dedicated fund would provide a clear accounting of when expenditures are being made from those funds, as recommended by both the county auditor and the Historic Preservation and Historical Programs Advisory Task Force.
There would be staff time associated with managing the fund.  However, FBOD staff have indicated that duties for smaller funds are easier to manage than for the larger funds.  Furthermore, since the fund manager can delegate duties, the responsibilities can be assigned to appropriate departments as needed.  
REASONABLENESS:
Proposed Ordinance 2010-0231 would establish a new county fund for the one dollar document surcharge required by HB 1386 (2005). Better tracking of revenues to expenditures was recommended by the county auditor, and this fund would accomplish that.  Proposed Ordinance 2010-0231 appears to be a reasonable policy decision.
INVITED:
1. Pete Anthony, Chief Accountant/Manager, Finance & Business Operations Division, Department of Executive Services
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