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Metropolitan King County Council

Operating Budget Committee

Agenda Item No.:  2



Date:  October 11, 2006


Proposed No.: 
2006-0429


Prepared By:    Susan Neely  

STAFF REPORT

SUBJECT:
Proposed ORDINANCE making an appropriation of $2,949,550 to the Cultural Development Authority.
SUMMARY:
The Executive is requesting $2,949,550 in increased expenditure authority in the Arts and Cultural Development Fund in order to ensure that unanticipated Lodging Tax revenues collected in 2006 can be transferred to the Cultural Development Authority (4Culture) as required by King County Code.
BACKGROUND:
RCW 67.28.180 authorizes local governments in Washington State to levy and collect up to a 2% lodging tax, commonly referred to as the “hotel-motel” tax.  King County Code 4.42 proscribes the use of the 2% tax levied in King County and Chart 1 on the next page presents the information graphically:

· The first $5.3 million collected is used for the Kingdome debt service (RCW 67.28.180(2)(b)(ii) and KCC 4.42.122).  
· Once this debt service is paid, 70% of the excess revenue is allocated to cultural programs in King County.  
· These programs are administered by 4Culture, which was established in 2003 as a quasi-governmental public development authority (KCC 2.49).  Funding is transferred to 4Culture on a monthly basis.  (KCC 2.49.150(C) requires the Executive to ensure that the funds are “effectively, efficiently and promptly transferred to the authority”  and KCC 2.49.170(B)(1) requires development of a schedule for the transfers.)
· KCC 4.42 lays out how the funding is allocated:  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.  Next 4Culture administrative costs are set aside.  As of 2004, the remaining funds are then allocated to (1) Arts Programs (80%) and (2) Heritage Programs (20%).  Organizations wishing to receive funding apply and undergo a review process conducted by expert panels and overseen by advisory committees.  These committees then make grant funding recommendations to the 4Culture Board of Directors for final approval.
· The remaining 30% is allocated to a special support program, which is administered by the Finance Director under the Executive’s direction.  The funding may be used for (in order of priority):  stadium capital improvements, acquisition of open space lands, youth sports activities and tourism promotion.  However, with refinancing of the Kingdome-related bonds in 1997, RCW 67.28.180(3)(a)(ii) requires that the entire remaining 30% go toward retiring that debt.1
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	$5.3 Million to Kingdome Debt Service
	
	70% in excess of $5.3 million to Cultural Programs
	
	Since 1997, 30% in excess of $5.3 million to Kingdome debt service
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	40% to endowment fund                                           
	
	48% (80% of excess after endowment) to Cultural Programs
	
	12% (20% of excess after endowment) to Heritage Programs
	
	

	
	
	
	
	
	
	
	
	
	
	


When the Lodging Tax revenue exceeds the anticipated (budgeted) amount, additional expenditure authority is needed to transfer the proceeds from the Arts and Cultural Development Fund to 4Culture.
______________________________________________________________
1  The outstanding debt for the Kingdome is currently $108.3 million.  The annual debt service is $10 million through 2009; in years 2001 and 2012, it will be $11.5 million; and in will go to $25 million for years 2013-2015.  It should be paid in full as of January 1, 2016.
The 2006 Adopted Budget for the Cultural Development is $9,152,880, and that assumed $7,026,970 in hotel/motel tax revenue (i.e., 70% of what is collected in excess of the $5.3 million Kingdome debt service, less a contingency reserve of $702,697) would be transferred to 4Culture.  This was the anticipated tax receipts for the period of December 2005 through November 2006.  The County’s standard practice has been to assume that the December proceeds are part of the next year’s appropriation.  However, Generally Accepted Accounting Principles (GAAP) require that an expenditure be recognized in the year that the obligation is created.  Although December proceeds are transferred in early January of the next year, they represent an obligation in the year that they are accrued and should be reflected in that year.  Proposed Ordinance 2006-0429 would transfer not only the unanticipated proceeds, but include funding to allow the transfer of the estimated December tax receipts.  2006 would be an anomaly in that thirteen months of revenue would ultimately be transferred, and from 2007 forward, appropriation in each fiscal year should reflect what is anticipated to be earned in that year.
Through August, $10,455,227 in Lodging Tax receipts has been received.  This represents an 18% increase over the same time period in 2005 and Executive staff is now projecting that the 2006 proceeds will be significantly higher than those collected in 2005.  The total to be transferred to 4Culture is now estimated at $9,976,520 (70% of the amount in excess - less the $702,697 contingency reserve, plus $973,904 in December 2005 hotel-motel tax receipts).  This is a $2,949,550 (almost 23%) increase over what was assumed in the 2006 Adopted Budget.
Table 1 below presents information provided by 4Culture regarding the additional funding – specifically what would be available for program awards and how it would be allocated.
Table 1
	Proposed Ordinance 2006-0429 - 2006 Estimated Additional Hotel-Motel Tax Proceeds Impact on 4Culture 

	 
	
	 

	Additional Appropriation of Hotel-Motel Tax
	$2,949,550 
	 

	     less December 2005 (GAAP issue)
	(973,904)
	 - already programmed in 2006

	Portion Due to Increased 2006 Tax Receipts
	$1,975,646 
	 

	 
	
	 

	     less required endowment set-aside
	(790,258)
	 

	Portion available for award program
	$1,185,388 
	 

	 
	
	 

	Allocation per King County Code
	
	 

	  Arts Orgs - Sustained Support & Cultural Facilities
	$758,648 
	 - minimum 30% to sustained support programs

	  Arts Orgs - Special Projects & Cultural Education
	189,662 
	 - minimum 34% to special projects

	  Heritage Orgs - Sustained Support & Cultural Facilities 
	165,954 
	 - minimum 20% to sustained support programs

	  Heritage Orgs - Special Projects & Cultural Education
	71,123 
	 - minimum 34% to special projects

	Total Additional Appropriation
	$1,185,388 
	 


Given the 2006 Hotel-Motel Tax projections, the Cultural Development Authority should exhaust its expenditure authority by October 10, 2006 when the revenues received on September 30, 2006 are transferred.
ANALYSIS:
From the data provided by Executive staff, the hotel-motel tax receipts for every month to date in 2006 have exceeded the same month in 2005 (e.g., June was the lowest at 11% and August the highest at 23% - see Table 2 below).  In the aggregate, the current year-end projection by the Executive may be high.  However, there is a one- to two-month lag between the generation and receipt of these taxes, so the actuals for the peak tourist months (July and August) haven’t been figured into the data provided (and per the transmittal letter, this summer saw a record number of tourists and the July hotel bookings were exceeding last year’s rates, with August numbers looking strong as well).
Table 2
	MONTH
	2005 ACTUAL
	2006 ACTUAL
	% Difference

	January
	$1,007,480 
	$1,205,101 
	20%

	February
	920,041 
	1,067,955 
	16%

	March
	889,745 
	1,082,392 
	22%

	April
	941,902 
	1,062,142 
	13%

	May
	1,112,339 
	1,346,236 
	21%

	June
	1,170,115 
	1,299,335 
	11%

	July
	1,365,142 
	1,589,675 
	16%

	August
	1,469,723 
	1,802,391 
	23%

	 
	
	
	 

	8-month Total
	$8,876,488 
	$10,455,227 
	18%


It appears that additional appropriation authority will be needed in order to transfer the October-December receipts, and rather than have to repeat this exercise before the end of the year, it might be better to assume a higher percentage at this point.  And as noted on the fiscal note, “the County will not transfer any Hotel/Motel taxes to 4Culture until it receives them, nor will the County use this appropriation authority to transfer any non-Lodging tax revenues” and the transmittal letter, “in no event will transfers exceed the revenues received by the Arts and Cultural Development Fund.”  If the projected revenues are not realized, the additional appropriation authority would not be used.
Both the transmittal letter and fiscal note have statements to the effect that the transfer to 4Culture is required by statute.  State stature does mandate the use of lodging tax receipts by local governments which levy it.  King County Code establishes the Cultural Development Authority (4Culture) as the entity to administer the culture-related portion of the tax proceeds.  KCC 2.49.170(B)(1) require that the tax revenues be transferred to 4Culture within ten business days of receipt by the County..
REASONABLENESS:
Proposed Ordinance 2006-0429 would provide expenditure authority to allow the transfer of unanticipated Lodging Tax revenues to 4Culture.  King County Code has established 4Culture as the entity to administer these funds and does dictate the amount to be transferred and requires that the funds be transferred within ten business days of receipt.  In order to transfer the October through December tax receipts, additional authority would be required.  Approval of Proposed Ordinance 2003-0429 would be a reasonable business decision.
INVITED:
Bob Cowan, Director, Office of Management and Budget

John Amos, Budget Supervisor, Office of Management and Budget

Tesia Forbes, Budget Analyst, Office of Management and Budget

Jim Kelly, Director, 4Culture
ATTACHMENTS:
1. Proposed Ordinance 2006-0429

2. September 12, 2006 Transmittal Letter

3. Fiscal Note

4. Financial Plan
O:\Budget & Fiscal Management\Neely\2006-0429 Arts Fund 10-11-06 sr sn.doc
1

_919829133

