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SUBJECT

Proposed Ordinance 2016-0523 would end the transfer of sales proceeds from General Fund-owned properties into the Arts and Cultural Development Fund. This change would be made because an arts and culture endowment is no longer necessary due to changes in State law, as well as because of the structural imbalance in the General Fund, which has resulted in cuts to County services.

SUMMARY

In 2001, the Council directed that, upon the sale of any General Fund property of $250,000 or more, 10 percent of the gross sales proceeds would be dedicated to the Arts and Cultural Development Fund.[footnoteRef:1] [1:  Ordinance 14260] 


The Council took this action in recognition of the fact that arts and culture programs had experienced a decline in funding due both to a change in state law that reduced support from the hotel/motel (lodging) tax, and also because the General Fund had not kept pace. At the time, the Council anticipated that these sales proceeds could be used to fund an endowment for arts and culture, which would be needed to fund these programs after 2012, when their State lodging tax funding was to end entirely (see Attachment 2). 

In 2011, the State Legislature passed legislation providing an ongoing source of funding for arts and culture through a dedicated share of lodging tax revenue beginning in 2021, meaning the arts and culture endowment that had been created could be spent down.

In the meantime, King County’s General Fund has become increasingly unable to meet public safety and human services funding needs due to state-imposed revenue limitations. General Fund shortfalls have required reductions in County services. 

To date, the 10 percent of gross sales proceeds from General Fund-owned properties has generated $1.28 million for King County arts and culture. The proposed ordinance would eliminate this transfer, both because an arts and culture endowment is no longer needed, and to make General Fund available for human services and public safety. 


BACKGROUND 

Change in Lodging Tax Support for Arts and Culture. In 1995, the Washington State Legislature approved and the Governor signed Second Engrossed Substitute Senate Bill 6049.[footnoteRef:2] This bill maintained an earlier threshold level of $5.3 million each year to be set aside from hotel/motel (lodging) taxes to repay the debt on the Kingdome.[footnoteRef:3] But it adjusted how revenues collected above that $5.3 million could be dedicated. [2:  SESSB 6049 made changes to RCW 67.28.180]  [3:  SHB 120 Section 139(3)(a), Ch. 363, Laws of 1991 (partial veto)] 


Table 1: 1995 Uses of Lodging Taxes Collected Above $5.3 Million Threshold[footnoteRef:4] [4:  SESSB 6049 Section 10(3)] 


	Amount for Arts and Culture
	Time Period
	Allowed Uses

	75%
	Jan 1, 1992
through
Dec 31, 2000
	Art museums, cultural museums, heritage museums, the arts, and the performing arts

Of this amount, at least 70% for capital: purchase, design, construction, and remodeling of performing arts, visual arts, heritage, and cultural facilities, and for the purchase of fixed assets that will benefit art, heritage, and cultural organizations

	70%
	Jan 1, 2001
through
Dec 31, 2012
	Art museums, cultural museums, heritage museums, the arts, and the performing arts 

Of this amount, at least 40% of revenues shall be deposited in an account to be used as an endowment to support arts and culture over the long term



As Table 1, above, shows, support for arts and culture was to be reduced in two ways: first, by reducing the total amount (above the $5.3 million threshold) dedicated to arts and culture from 75 to 70 percent; and second, by requiring that 40 percent of the arts and culture revenues received after January 2001 be set aside into an endowment, which was originally expected to be sufficient to permanently support arts and culture functions beginning in 2013.[footnoteRef:5] [5:  In 2011, in response to concerns that the endowment would not be sufficient to provide permanent, ongoing revenue, the State Legislature approved ESSB 5834, which permitted spend-down of the accumulated endowment between 2013 and 2020, and authorized a new, ongoing lodging tax set-aside for arts and culture beginning in 2021.] 


County Dedication of Sales Proceeds. In 2001, in anticipation of this State reduction of arts and culture funding and the need to build an endowment, and in acknowledgement of the inability of the General Fund to keep pace with these needs, the Council took action[footnoteRef:6] to provide an additional source of funding for the County’s arts, cultural and heritage programs. Ordinance 14260 required that, for sales of General Fund-owned properties of more than $250,000, 10 percent of the gross sales proceeds would be deposited into the Arts and Cultural Development Fund. At the time, the Council anticipated that these sales proceeds could be used to help fund the endowment (see Attachment 2). [6:  Ordinance 14260] 


4Culture (formally known as the Cultural Development Authority of King County) was created by the Council in 2002 following the economic downturn of the early 2000s as a more efficient way to manage the County’s arts and cultural programs than a County department.[footnoteRef:7] 4Culture was established as a tax-exempt public development authority. It is governed by a fifteen member Board of Directors, who are nominated to their positions by the Executive and confirmed by the Council.  [7:  Ordinance 14482, K.C.C. 2.49] 


4Culture’s charter requires the Council to transfer moneys from the Arts and Cultural Development Fund to the Cultural Development Authority. This has included 10 percent of the gross sales proceeds from four General Fund-owned properties, which have resulted in a combined total of $1.28 million to date for arts and culture.

Table 2: Arts and Culture Funding Generated by Property Sales Proceeds

	Property
	Year
	Amount for 
Arts and Culture

	Federal Way District Court
	2005
	$130,000

	Renton District Court
	2005
	$108,750

	Kingdome North Lot*
	2012
	$1,011,000

	Auburn Health Clinic
	2016
	$35,000

	TOTAL
	
	$1,284,750


Notes: 
*$200,000 of the North Lot proceeds was designated for the Duwamish Longhouse. 

In addition to the totals listed above, 4Culture contributed $50,000 to the Pacific Science Center’s Pompei exhibit last year from the anticipated sale of the Blackriver building. 4Culture sent the money to the Pacific Science Center, but the Blackriver building never actually sold.

Each time a building is sold, 4Culture spends money to remove art from the building using the proceeds to defray these costs. 

Approval of Ongoing Lodging Tax Revenue Stream. State law governing use of the lodging tax required that 40 percent of the arts and culture revenues received after January 1, 2001, be set aside into an endowment. The concept was that the endowment would provide ongoing, long-term support for arts and culture beginning in 2013, at which time the lodging tax set-aside for arts and culture would expire. 

However, during the years that these funds were collected, it became clear that the endowment would not be sufficient to provide permanent support to arts and culture. As a result, in 2011, the Washington State Legislature approved and the Governor signed legislation[footnoteRef:8] that: [8:  ESSB 5834, Chapter 38, Laws of 2011] 


· Changed the endowment to a “special account” to be used to sustain arts and culture from January 1, 2013, through December 31, 2020, during which time no lodging tax revenue would be available for arts and culture purposes;[footnoteRef:9]  [9:  ESSB 5834 Section 1(3)(e)] 


· Provided that any lodging tax revenues available after the Kingdome debt was retired and before December 31, 2015, would be devoted to arts and culture;[footnoteRef:10] [10:  ESSB 5834 Section 1(3)(b), these funds were used for the Building For Culture Program, Ordinances 18179, 18180, 18181] 


· Established a permanent funding stream for arts and culture – of 37.5 percent of the total lodging tax revenues – to begin on January 1, 2021.[footnoteRef:11] [11:  ESSB 5834 Section 1(3)(d)(i)] 


General Fund Imbalance. The General Fund has continued to be insufficient to meet the County’s public safety, human services, and housing and homelessness needs due to a structural imbalance resulting from state-imposed limitations. This structural imbalance has required the County Executive and County Council to make significant and repeated reductions in core public services. Without action from the State Legislation, the 2017-2018 County budget will require additional reductions in service.

ANALYSIS

In 2001, the Council approved a transfer of sales proceeds from General Fund-owned property to arts and culture in response to a decline in State funding through the lodging tax, and with the expectation that these sales proceeds could be used to help build an endowment that would be necessary when State funding for arts and culture ended permanently in 2012. 

Since that time, however, the State Legislature approved a new, dedicated source of lodging tax funding for arts and culture, which will begin in 2021. Based on the August 2016 King County forecast, the arts and culture share of lodging taxes is anticipated to be $12.75 million in 2021.[footnoteRef:12]  [12:  August 2016 King County Economic and Revenue Forecast, Office of Economic and Financial Analysis, Approved by the King County Forecast Council on September 14, 2016 (KCFC 2016-05)] 


Approval of this new funding source has allowed the arts and culture endowment (now called a “special account”) to be spent down, to support operations between 2013 and 2020.

During the same time, the General Fund has suffered from an ongoing structural imbalance that has resulted in budget cuts to core County services. The proposed ordinance responds to the fact that an arts and culture endowment is no longer needed given the new State support, as well as to the as-yet unresolved imbalance in the General Fund, by ending the transfer of property sales proceeds to arts and culture and returning these proceeds to the General Fund.

For the 2017-2018 biennium, the Executive estimates that property sales proceeds that would have been dedicated to arts and culture would total $600,000, in anticipation of the potential upcoming sales of the Northshore ($4.1 million) and Renton ($2 million) Public Health clinics.[footnoteRef:13]  [13:  Northshore (Ordinance 18379), Renton (Not yet transmitted)] 


ATTACHMENTS

1. Proposed Ordinance 2016-0523
2. Archival materials from Council consideration of Ordinance 14260

INVITED

· Dwight Dively, Director, Office of Performance, Strategy and Budget
· Jim Kelly, Director, 4Culture
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