

Metropolitan King County Council
Budget and Fiscal Management Committee
Staff Report

	Agenda Item No:
10
Proposed No:
2009-0570

	Date:
November 3, 2009
Prepared by:
Amy Tsai


SUBJECT

AN ORDINANCE increasing handling fees for checks returned for non-sufficient funds from $25 to $35.
SUMMARY
This proposed ordinance increases handling fees for checks returned for non-sufficient funds (NSF) from $25 to $35.  The county is allowed by state law to impose a reasonable handling fee.  It would generate an estimated $11,245 in revenue ($5,772 for general fund agencies and $5,473 for non-general fund agencies).
BACKGROUND
In 1987, King County passed an ordinance authorizing county agencies to charge $15 for checks returned due to insufficient funds.  That fee was raised to $25 in 1993, and is now proposed to be increased to $35.

Under the state’s Uniform Commercial Code, RCW 62A.3-515, if a check is dishonored by nonacceptance or nonpayment, the payee or person entitled to enforce the check may collect a “reasonable handling fee” for each instrument.

ANALYSIS
Rate Reasonableness

The rate appears reasonable based on the cost of processing checks, inflation and what other jurisdictions and institutions charge.  

The current fee does not cover the cost of processing NSF checks.  It costs the Treasury section $28.70 to process NSF checks.  District Court, which processes roughly three times as many checks, incurs an estimated processing cost of $26.41 per check.
When inflation is taken into account, a fee of $35 in today’s dollars is cheaper than the $25 fee imposed fifteen years ago.  Fifteen dollars in 1987 is roughly equivalent to $31 today.  Twenty five dollars in 1993 is roughly equivalent to $51 today.  (The Bureau of Labor Statistics consumer price index for the Seattle-Tacoma-Bremerton metropolitan area was 109.2 in 1987, 142.9 in 1993, and 224.7 in 2008.)  

The current and proposed rates are within the range of NSF fees charged by other counties in the state.  A 2008 survey of 33 counties in Washington State found that the average NSF fee was $26.36.  The highest two counties charged $40. The next highest two counties charged $35. Eight charged $30; the rest charged $25 or less. 
The current and proposed rates are within the range of NSF fees charged by banking institutions.  A 2008 survey of banks found that the average NSF fee for banks was $28.95.  The six largest banks in the United States have NSF fees that range from $22 to $37.50, with $35 being the most common charge.
Revenues
The District Court does not believe increasing the fee by $10 would decrease its collection rate of 17 percent.  With the proposed fee increase, if the percentage of successful NSF fee collections stays the same (averaging over the past three years), there would be an estimated revenue increase of $11,245 in 2010, including $5,772 to general fund agencies and $5,473 to non-general fund agencies.  As a side note, NSF revenues are on the decline, so the projected overall revenue based on the past three years is optimistic. However, last year’s general fund agencies represented a greater percentage of the NSF revenues than in past years, so a more conservative estimate based on last year’s returns would still estimate about the same amount of revenue increase to the general fund. 
Legal Review

The Prosecuting Attorney’s Office has reviewed the legislation and does not see any issues.
REASONABLENESS
Proposed Ordinance 2009-0570 ensures that sufficient fees are collected to cover the cost of processing checks returned for insufficient funds.  The proposed ordinance appears to be a reasonable policy decision.  

AMENDMENT
There is a proposed technical amendment and accompanying title amendment, clarifying that the fees are handling fees.

ATTACHMENTS
1. Amendment 1 to Proposed Ordinance 2009-0570
2. Title Amendment T1 to Proposed Ordinance 2009-0570
3. Proposed Ordinance 2009-0570
4. Updated fiscal note
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