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SUBJECT:  
Proposed Ordinance 2002-0243 amends the allocation of hotel-motel tax revenues to cultural programs.

BACKGROUND:

King County’s arts and heritage programs are administered by 4Culture the Cultural Development Authority (CDA), approved in 2002 established in 2003 as a quasi-governmental public development authority. Certain hotel-motel tax revenues, historically used for the support of cultural programs, among other purposes, were allocated to the CDA at the time of its creation; those funds are distributed to various  cultural programs according to an established formula.  Continuing economic constraints in funding cultural programs have led to a reexamination of that allocation formula.

Funding Distribution

The state authorizes the collection of 2% hotel-motel tax revenues to cover the $5.3 million Kingdome debt service.  Once this debt service is paid, 70% of the excess revenue is allocated to cultural programs in King County.  These programs are delivered by the Cultural Development Authority.  Pursuant to county code, the funds are allocated internally for specified purposes.  Prior to distribution for programs, 40% of the funds are first set aside as an endowment for future use when the hotel-motel tax sunsets at the end of 2012. Once the endowment is set aside, CDA administrative costs are set aside.  The remaining funds are then allocated to support four annual arts and heritage programs: Cultural Facilities, Sustained Support, Special Projects and Cultural Education.  Organizations wishing to receive funding apply to specific programs and undergo the review process conducted by expert panels and overseen by advisory committees.  The advisory committees then makes grant funding recommendations to the 4Culture Board of Directors for final approval.   In 2003, 159 arts organizations and agencies and 26 heritage organizations received CDA Sustained Support grant funding.

ANALYSIS:

Proposed Ordinance 2004-0243 reallocates CDA’s internal program funding in alignment with programmatic priorities in light of shifting financial conditions.  There are four primary drivers behind the CDA’s decrease in available program funds:

1. Hotel-motel tax revenues have plummeted in the aftermath of September 11, 2001.

2. Per RCW 67.28.180 the percentage of excess revenue from hotel-motel tax dedicated to arts and culture was reduced in 2001 from 75% to 70%

3. State RCW creating the use of lodging tax funds for culture specified that beginning with dollars collected in 2001, 40% must be set aside to create a Cultural Endowment, reducing the amount available for annual awards.  In 2003 the state auditor issued the finding that the 40% set-aside CDA endowment must be allocated first, whereas it was previously set-aside after allocating for CDA’s administrative costs.  This effectively increased the percentage to the endowment and reduced the amount available for programming.

4. In response to King County’s fiscal crisis, the CX fund stopped contributing to Sustained Support Programs in 2002.

As seen in Attachment A, the CDA is operating with significantly less revenue and is looking for ways to continue to provide support for arts and heritage services.  Proposed Ordinance 2004-0243 would allow the CDA greater flexibility to respond to this challenge. 

Facilities and Operations Funding 

The decade of the 1990’s was marked in the arts and heritage community by a boom in cultural facilities construction in King County.  During this era the CDA provided facilities funding to many organizations including: Village Theatre, Kirkland Performance Center, Benaroya Hall, Seattle Children’s Theatre, and Knutzen Family Theatre.  More recent awards since 2001 have supported McCaw Hall, Seattle Art Museum's Olympic Sculpture Park, Pratt Fine Arts Center's new facility, Wing Luke Asian Museum, Southeast Effective Development (SEED)'s acquisition of the Columbia City gallery facility, Seattle Academy of Fine Art's new facility, Cornish College's new facility, Duwamish Tribal Services Longhouse Cultural Center project, Henry Art Gallery's outdoor facility canopy, the Burke Museum's capital expansion project, Artspace Projects' new live/work units at the Tashiro Kaplan building, Village Theatre's capital improvements, MOHAI's capital expansion, Vashon-Maury Island Heritage Association's facility, Kirkland Heritage Society's building renovation, White River Valley's museum facility, Historic Seattle's facilities, and the Museum of Flight. 

While the CDA wishes to maintain its important role as a partner in capital projects, over the past few years it has responded to a critical need by arts and heritage organizations, including every one of the organizations mentioned above, for ongoing operating support.  The CDA believes that it is fiscally responsible at this stage of the financial crisis to shift away temporarily from building infrastructure and instead focus on sustaining the operational needs of arts and heritage organizations.  These conditions have created a shift in priorities for the CDA and require legislation that would allow the CDA to reallocate funds in alignment with these priorities.

Tables 1 and 2 outline the current and proposed funding formula for each program; per County Code up to 80 percent of the hotel/motel dollars for culture annually is available for arts programs as found in Table 1, and a minimum of 20 percent of the funding must go to heritage programs as found in Table 2.  

Table 1:  Existing Hotel-Motel Arts Programs, Purpose and Current and Proposed Funding Formulas

	80% 

Arts Program
	Purpose
	Current Funding Formula 
2001 – 2012

	Proposed Funding Formula 
2004 – 2012


	Arts Facilities
	Purchase, design, build, improve and/or renovate arts facilities or to purchase fixed assets.
	39% to Arts Facilities


	80% to a new combined Sustained Support and Arts Facilities Program funding pool

	Sustained Support
	Provide regular annual operations funding for regional and local arts organizations and agencies.
	39% to Sustained Support


	

	Special Projects
	Fund innovative arts and projects and collaborative programs. 
	13% to Special Projects
	20% to a new combined Special Projects and Cultural Education Program funding pool

	Cultural Education
	Produce cultural education programs in public schools by providing grants to arts organizations and individual artists.
	9% to Cultural Education
	


Table 2:  Existing Hotel-Motel Heritage Programs, Purpose and Current and Proposed Funding Formulas

	20% 

HERITAGE Program
	Purpose
	Current Funding Formula 
2001 – 2012

	Proposed Funding Formula 
2004 – 2012


	Sustained Support
	Provide regular annual flexible allocation to facilities and operations funding for regional and local heritage organizations.
	70% to Sustained Support

and Heritage Facilities combined
	70% to Sustained Support and Heritage Facilities combined

	Special Projects
	Fund innovative heritage projects and collaborative programs. 
	20% to Special Projects
	30% to a new combined Special Projects and Cultural Education Program funding pool

	Cultural Education
	Produce cultural education programs in public schools by providing grants to heritage organizations and individual heritage specialists.
	10% to Cultural Education
	


The actual and proposed programmatic funding allocation and distribution can be found in Attachments B and C.  Specifically, Attachment B illustrates the percentage distribution shift among the programmatic areas for 2004 although the proposed flexibility would allow for fluctuation in these categorical amounts.  

SUMMARY

The executive and Cultural Development Authority recommends taking a more flexible approach to allocating programmatic funds.  They propose creating a more flexible allocation pool of funds. ARTS Facilities Program dollars would be merged with Sustained Support Program funds. This would mirror the existing formula used for Heritage allocations, and would allow the Arts Sustained Support program to remain a two year commitment. The Arts Facilities program would have a slightly longer timeline, with 3 program cycles occurring every 4 years.  The ARTS and HERITAGE Special Projects Programs funding pool would be merged with Cultural Education Programs funding pool, again allowing flexible allocation depending upon needs of the arts and heritage communities. The four program guidelines, criteria, and allocation process will remain the same. The mission and purpose guiding these programs will not change.  Within this new program structure, Sustained Support Program would become the priority focus for 2004.  4Culture expects to see a good increase in Lodging Tax Revenues during the coming years, and will be able to supplement revenues with some investment earnings. The CDA’s funding levels will return to normal levels, but the need of the community during this low point demands a flexible response.  The proposed program and funding formula require a change to county code.  Proposed Ordinance 2004-0243 amends King County Code chapter 4.42 to implement these recommendations.  
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Melissa Hines, President, 4Culture Board of Directors

Sid Bender, Budget Analyst, Office of Management and Budget
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5. Attachment C:  Historical Programmatic Allocation Distribution

