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EXECUTIVE SUMMARY

Alternative Funding Strategies
for the Support of Regional Cultural Facilities in Southeast Michigan

The civic infrastructure of a community is defined in large part by the cultural institutions that

the community has established and nurtured. Cultural institutions help to define the history, val-
ues, dreams, and aspirations of the larger community, and are part of the broader educational and
recreational complex that serves both adults and children. They are a rallying point for the social
and civic leadership, and economical and promotional asset for the community. Cultural institu-
tions nourish the spirit, satisfy the soul, and stimulate the imagination. Citizens of the Southeast
Michigan region are especially fortunate to have available the Detroit Institute of Arts, the De-

troit Zoo, the Detroit Symphony, Henry Ford Museum, and Greenfield Village, and many other
exceptional cultural institutions.

Historically, public support for cultural institutions was provided by the City of Detroit. When

the financial condition of the City of Detroit precluded the city from maintaining an adequate

level of support, the State of Michigan assumed major responsibility for funding these institu-
tions. Now, however, that state support is threatened.

Part of the difficulty in establishing productive communications on the issue of regional funding
for cultural institutions has been the result of failure to convincingly establish the societal value
of those institutions, their economic impact, the extent of their usage by citizens from within and
outside the region, and the absence of a generally perceived crisis in funding that would threaten
the region with the loss of these institutions.

In addition, the debate has been confused by a tendency of Detroit city officials to regard the
Detroit Institute of Arts, zoo, Belle Isle, historical museums, and main library as equity--the
money value of the property--rather than as a public trust. The idea that cultural institutions rep-
resent assets for which the city must be reimbursed at fair market value misses the point. The
“city” did not pay for these assets. Many of the assets were donated and the taxpayers of the city
and of the state paid for those not donated. The city government is now the steward of cultural
institutions that are held in public trust for the public. These institutions are not “capital” in the
sense that they produce income; rather, they have required massive tax subsidies to remain open
and available to the public. A transfer of stewardship may be in the best interests of the institu-
tions, the public, and the city itself; such a transfer should not be considered in terms of a sale of
capital assets from one owner to another. A transfer of some of the stewardship responsibilities
may include responsibility for funding and operations. Preserving the public trust is what is im-
portant.

Citizens of southeast Michigan should accept responsibility for those cultural institutions that
help define the region, learn from the experiences of other metropolitan regions, and decide
whether to adopt a dedicated regional tax to support regional cultural institutions. One logical
source of revenue for this purpose is an entertainment service tax. A five-to-six percent tax on
currently untaxed entertainment services in Wayne. Oakland, and Macomb Counties would pro-
duce about $50 million, slightly more than the highest level of state funding for large and small
cultural institutions in the region. This would insure the continued support of major institutions
and could provide support for smaller cultural organizations as well.



It is clear that a large number of issues would have to be resolved, and that numerous permuta-
tions of ownership, authority, and responsibility are possible. The broad framework of the city
retaining ownership of physical assets, the nonprofit friends or founders society providing serv-
ices, and the regional taxing authority providing tax support may provide the best approach to re-
solving governance issues. This structure would allow flexibility in developing arrangements

among the city, regional authority, and nonprofit organizations, and could apply to major institu-
tions and to smaller cultural organizations.



SUMMARY AND CONCLUSIONS

The future of state and local government funding for organizations that provide cultural pro-
grams and experiences in southeast Michigan is uncertain. Because City of Detroit and State of
Michigan appropriations for support of cultural institutions have been significantly reduced, al-
ternative funding strategies for support of those institutions should be explored.

The cultural institutions that are the focus of attention fall into two classes: some are part of De-
troit city government (the Detroit Institute of Arts, Detroit Zoo facilities, the city’s historical mu-
seums, Belle Isle, and Main Library) that have received support from state equity grants to the
city; others are private, nonprofit organizations (Detroit Symphony Orchestra, Detroit Science
Center, and others) that have benefited from state line item appropriations or grants from state
arts agencies.

City of Detroit and State of Michigan Support for the Arts Prior to fiscal 1976-77, cultural
institutions that are City of Detroit departments were supported primarily by city general funds.
By the mid-1970s, city officials believed that the general fund was no longer able to support
nonessential services. City appropriations to cultural departments were substantially reduced,
forcing temporary closings and elimination of some services.

The state responded to this fiscal crisis by instituting state equity grants for the support of cul-
tural institutions and other city services in fiscal 1976-77. State equity support for City of De-
troit-owned cultural institutions grew from $9.7 million in the first year of the program to a high

of $32.4 million in 1988-89, and declined to $20.3 million by 1992-93. State equity funding al-
lowed the city to substitute state support of targeted services while retaining complete ownership
and control, and provided substantial increases in cultural agency support over time. Since the
beginning of the equity grant program, the state has provided the City of Detroit with more than
$400 million to support major cultural and recreational institutions. State equity funding was
extended to the Detroit Symphony Orchestra to alleviate a financial crisis faced by that private,
nonprofit organization in fiscal 1990-91.

It is possible that further cuts in state funding for cultural institutions may be made in spite of art
patrons efforts to protect arts projects and institutions. With the reduction of state funding for
arts and cultural activities, both city departments and private nonprofit organizations providing
cultural amenities to the region must either reduce services or obtain other public or private
funding.

Lessons from Other Cities There are several characteristics of solutions to similar problems
developed in other cities that are meaningful and potentially applicable in southeast Michigan.
Among those that deserve special attention are regional tax districts for the support of cultural
institutions; consolidated fund raising; city retention of ownership of the physical assets of cul-
tural institutions combined with private operation; grandfathering the members of existing gov-
erning boards of cultural institutions into the new policymaking bodies; and dedication of part of
cultural funding resources for the support of medium sized and smaller cultural institutions.

The Private Support Options If voters do hot approve new taxes to support cultural institu-
tions and elected officials do not appropriate existing tax revenues to support those institutions
there is ample precedent for private, nonprofit corporations to administer operations based ex-
clusively on endowment fund revenues, user fees, and voluntary contributions. Cultural fund

-a-



raising efforts could be consolidated by merging the fund raising staffs from member organiza-
tions; conducting an annual campaign; soliciting donations from individuals, foundations, and
corporations (including payroll deductions); assisting member organizations; fostering commu-
nications among member organizations; and relieving donors of the responsibility of selecting
among competing organizations.

Other Governmental Support Options For Southeast Michigan If tax support of regional

cultural institutions is justified, but the existing governmental units are unable or unwilling to
provide adequate funding, then it may be appropriate to consider assigning responsibility for tax
support directly to the region. The preservation of these public resources may not be the re-
sponsibility of Detroit residents only, nor the primary responsibility of state residents outside
southeast Michigan. Dedicated support for major regional cultural institutions should be col-
lected from the geographic area most directly served. Additionally, a regional solution could
well provide a mechanism for providing funding stability to smaller arts organizations.

One of the various possible regional means of guaranteeing tax support for regional cultural
treasures is through creation of a regional authority and adoption by the voters of a dedicated
regional tax. A new regional authority could have only funding, or both funding and operating
responsibilities. As opposed to a multipurpose authority, a new, single purpose, regional author-
ity could be better focused, have a more streamlined administrative structure, be better able to fix
responsibility and to match boundaries to the area served, and be less threatening to existing lo-
cal governments than a multipurpose authority.

Financing a Southeast Michigan Regional Cultural Authority The political effort to establish

a public funding alternative must select those individual institutions or classes of institutions for
which voter support can be obtained. Adoption by the voters of a new regional tax dedicated to
cultural institutions would remove them from competition with other public services and would
assure a continued basis of support.

Evaluation of potential tax bases and tax rates requires definition of a discrete geographic area.
Wayne, Oakland, and Macomb Counties comprise the primary service area for major cultural
institutions, broaden the base of support for those institutions, and provide growth potential.

There are several kinds of taxes that could be considered as a basis for regional funding of cul-
tural institutions, including increases in the local property tax, the state sales or income tax, new
selected local sales or use taxes or new taxes on gross receipts of specific businesses. The bases,
rates, and application of some of these revenue sources are limited by existing state constitu-

tional provisions that can be changed only by statewide vote. An ideal solution would be to find
either a single tax or a combination of taxes that are related to arts and cultural purposes and that
would generate sufficient revenues at a reasonable rate, be easy to collects. and keep pace with
inflation.

A five-to-six-percent tax on amusement and recreation services, which are not currently subject
to the state sales tax, is a viable option. One or more of 14 services in the category of
“Admissions/Amusements” are taxed in 46 states and the District of Columbia; Michigan cur-
rently taxes only one of these services.

Voters could be offered the opportunity to dedicate portions of the proposed tax to specific indi-
vidual cultural institutions by requiring separate votes on taxes for the DIA, the zoo, the sym-
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phony, etc. Or funds could be apportioned among a designated group of institutions or among as
many institutions as possible using an allocation formula based on the relative size of the institu-
tions’ budgets in the year prior to adoption of the tax, or on some other formula, perhaps one
based on relative attendance, or the amount of outside revenues raised, or the relative percentage
of the state equity grant institutions received in a specific year. Another approach would be to
establish committees or to use existing arts councils to distribute funds based on grant requests or
applications from organizations or individuals that met specified standards.

Governance, Responsibility, and AccountabilityMuch of the controversy about regionaliza-

tion and privatization will focus on the issue of ownership of regional cultural facilities. Owner-
ship of regional cultural institutions need not change. The broad framework of the city retaining
ownership of physical assets, the nonprofit friends or founders society providing services, and
the regional taxing authority providing tax support may provide the best approach to resolving
governance issues for those institutions that are now part of city government. This structure
would allow flexibility in developing arrangements among the city, regional authority, and non-
profit organizations, and could apply to major institutions and to smaller cultural organizations.

Facing the Future The preferred option for insuring the continued contributions of regional
cultural institutions relies on creation of a special authority and a voter approved three-county
tax on entertainment services to provide dedicated funding for cultural institutions, coupled with
private operation of the institutions. Privatization does not require selling city owned facilities to
private investors. Rather, privatization may involve a contract between the city, which retains
ownership of the buildings and collections, and a private nonprofit organization that assigns re-
sponsibility for raising all operating funds and for operating facilities and programs to the private
organization. The combination of city ownership, private operation, and regional tax funding for
cultural institutions that are now part of Detroit city government, and of continued private opera-
tion and regional tax funding for cultural institutions that are now private, nonprofit operations,
offers the best prospect for insuring that southeast Michigan retains the quality cultural institu-
tions that help make this region a good place to live, work, and invest.



CHAPTER |
THE PROBLEM

This report addresses the question of how adequate financial support for the, major arts and cul-
tural facilities in southeast Michigan can be assured. Historically, public support for some cul-
tural institutions was provided by the City of Detroit. When the financial condition of the City of
Detroit precluded the city from maintaining an adequate level of support, the State of Michigan
assumed major responsibility for funding these institutions. Now, however, that state support is
threatened. If the city cannot fund regional cultural institutions and the state will not fund them,
what are the alternatives?

This issue arises because of past and proposed reductions in the Detroit equity package, which
has been the main conduit for state grants to City of Detroit owned and administered arts and
cultural facilities; the financial problems of Detroit city government; the declining ability of De-
troit officials to influence state resource allocation decisions; and the continuing financial prob-
lems experienced by private arts and cultural institutions. Other issues, such as the proper roles
of various levels of government and the effect on the arts of public funding, are crucial in the de-
velopment of strategies to guarantee the future viability of major arts and cultural institutions.
This analysis will explore where along the public support--private support continuum the major
cultural institutions in southeast Michigan might be positioned, and if public support is appro-
priate, identify potential sources of that support, the existing cultural institutions that might re-
ceive it, and the basis on which it could be distributed.

History and Description of Selected Major Institutions

There may be various definitions of “cultural institution,” some of which are more exclusionary
than others. This paper will use a broad definition that encompasses both art and recreation.
Primary focus is placed on City of Detroit art and recreation facilities that serve a regional audi-
ence: art and historical museums, zoos, the main library, Belle Isle park. Secondary focus is on
private, nonprofit cultural institutions such as the Detroit Symphony and Orchestra Hall, Cran-
brook, the Edison Institute, and smaller cultural organizations; participation of those organiza-
tions could be built into any regional or other funding strategy that might be developed.

The inclusion of cultural facilities and services in the structure of city government occurred as a
result of donations, intentional development, and state legislative action. At the time most cul-
tural activities were assumed by the city government (library in 1903, arts in 1918, zoo in 1924,
historical in 1945),the economic prospects of Detroit were considerably different than they are
now.

The current Detroit City Charter, which became effective on July 1, 1974 makes the mayor the
head of the executive branch of city government, and provides for mayoral appointment of the
directors of all executive branch departments except as otherwise provided by law or the Charter.
Charter sections do provide otherwise for the Arts, Historical, and Zoological Departments. For
those departments, the city charter contains nearly identical language requiring that the mayor
appoint commissions. Those commissions appoint with the approval of the mayor the depart-
ment directors and deputy directors, theoretically shielding those department heads from political
pressure.



As executive branch departments, Arts, Historical, Zoological, and Recreation are subject to
normal city rules and procedures. Employees of these cultural departments are city employees,
who belong to the city’s pension system. They are bound by labor contracts negotiated by the
city Labor Relations Division and by Personnel Department rules on hiring, assigning, supervis-
ing, disciplining, and firing employees. Budget, Finance (including Purchasing, Payroll, and
Voucher Audit), Data Processing, and all other city staff agencies and rules apply to all city cul-
tural agencies except the Library Department. The library is a unique entity. The library board
is appointed by the Detroit Board of Education rather than the mayor, and library officials have
more administrative latitude than other city department officials.

The Arts Department, which is responsible for operating the Detroit Institute of Arts, the Histori-
cal Department, which is responsible for operating the city’s three historical museum facilities,
the Zoological Department, which is responsible for two zoos and an aquarium, and the Detroit
Public Library, which is responsible both for Main Library and the branch library system, differ
from other city departments in the assistance they receive from “founders” and “friends” socie-
ties. These societies, which collect membership fees from the public (allowing free admission
and discounts on some purchases) and which may have their own employees, provide resources
which are in addition to those provided by or through the City of Detroit and which do not ap-
pear in the city budget. These support organizations may provide additional staff, salary sup-
plements, capital improvements, purchase of exhibit items, or program enhancements. The Ii-
brary also has earmarked millage composed of two voter approved mills and .64 mill passed
through from the Detroit Public School levy.

While attendance records for these cultural institutions are not consistently maintained and there
is limited information available as to the residence of users, the DIA, zoo, and main library serve
a regional, state, national, and international clientele as well as Detroit residents.

Revenue ComparisonSelected major institutions’ revenues reported in Table | include contri-
butions from support organizations such as the Founders Society of the DIA. It is clear that none
of the seven institutions included in Table 1 operate exclusively on revenues earned from opera-
tions, but the proportion of costs covered by revenues from operations vary from seven percent
for Belle Isle to 70 percent at the Edison Institute and Greenfield Village. These facilities rely

on interest from large endowment funds, substantial private sector gifts and grants, tax supports
or some combination of unearned revenues to provide the difference between earned income and
operating needs.



Table 1

Operating Revenue Sources of Selected Major Cultural Facilities: 1991-92

(in Millions)
Detroit Main Belle Edison Cran-
DIA Z00 Library Isle# DSO Institute* brook
Direct Taxes - - $3.1 - - - -
State Equity Grant $9.6 $1.5 6.0 $2.8 $1.8 $0.1 -
City of Detroit Subsidy 0.5 2.9 - 1.2 0.1 - -
Other Government Grants
and Transfers - - 1.1 0.2 0.2 - $0.5
Revenue from Operations 3.4 3.4 1.0 0.2 5.3 16.5 17.5
Earnings on Investments 1.0 - - - 0.9 4.5 6.2
Gifts and Private Grants 4.7 0.3 - - 7.8 2.6 1.9
Other Revenue - - - - 0.1 - 2.1
Total $19.2 $8.1 $11.2 $4.4 $16.2 $23.7 $28.0

* Calendar 1991 data.
# Estimated from budget.

Note: Operating revenues exclude sale of bonds, gifts of works of art, and contributions to en-

dowment funds.

Sources: Annual Financial Reports; Senate Fiscal Agency, 1992 Statistical Report; and other in-

formation.



The Detroit Institute of Arts The institution that became the Detroit Institute of Arts (DIA)

was established in 1885 by the Detroit Museum of Art Corporation, which donated its building
on Jefferson Avenue and its collections to the city in 1918. The original Detroit Institute of Arts
building on Woodward Avenue was opened in 1927; wings were added in 1966 and 1971.

The DIA is now a world class art museum of 596,000 square feet, 145,000 of it in exhibition
space. The Founders Society of the Detroit Institute of Arts reported 42,500 individual or family
memberships, over 1,000 volunteers, and endowment fund market value of about $44 million in
1991. Attendance in that year was 761,000.

State funding for the DIA increased from $3.5 million in fiscal 1976-77 to $16 million in 1983-
84. The 1986-87 state equity grant to the DIA included an additional $200,000 that was desig-
nated for outstate exhibits and services; the 1987-88 through 1990-91 annual grants each in-
cluded an additional $400,000 for that purpose. The 1992-93 city operating budget for the DIA
is $11.7 million; state equity grant revenue is included in the city budget at $9.6 million. The
total DIA budget including Founders Society contributions will be about $30 million according

to the state Senate Fiscal Agency, but that figure includes contributions of works of art and con-
tributions to the endowment fund.

Table 1 compares 1991-92 operating revenues of seven regional cultural institutions. DIA reve-
nues reported in Table 1 reflect both the City of Detroit and the Founders Society contributions
to operations. The $9.6 million in 1991-92 state equity funding for the DIA was a reduction of
$6.8 million or 41 percent from the $16.4 million received in 1988-89.

The Detroit Zoo The main Detroit zoo is located in Royal Oak, Michigan, on a 100-acre parcel
that was deeded to the City of Detroit in 1924 on condition that the city would spend at least one-
tenth of a mill of property tax each year for the next five years on the improvement, mainte-
nance, and upkeep of the zoo. In 1928, 20 acres adjoining the zoo on the south side were given
to the city. In the 1920s, attempts to establish a tri-county zoo under the auspices of Wayne,
Oakland, and Macomb Counties failed when the Wayne County Board of Supervisors rejected
the idea. The department also includes the modern, 13-acre Belle Isle Zoo and the antiquated
Belle Isle aquarium, the first public aquarium built in the U.S.

The zoo first imposed an admission fee in 1972. Admissions are expected to generate $3.4 mil-
lion in the current year budget, 42 percent of the $8.1 million cost of operations. Other revenues
include $1.5 million from the state equity grant (down from $2.5 million in 1988-89) and $2.2
million in city general fund support. The city budget for 1992-93 includes capital appropriations
funded by the sale of $1.7 million of general obligation bonds. The zoo receives both operating
and capital assistance from the nonprofit friends society.

Table 1 data for the 1991-92 fiscal year reflect similar revenues: $1.5 million from the state, $2
million from the city, $4 million in revenues from operations, and $0.5 million in gifts and pri-
vate grants.

Main Library The Detroit Public Library was created by specific state legislation in 1869, and is
a public corporation, its commission members appointed by the Detroit Board of Education. The
Library Department includes both branch operations and the Main Library, a federal depository li-
brary with a collection of about 1.6 million books, periodicals, and other documents. The Main
Library is considered a regional cultural institution. The Library Department controls its own hir-
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ing and labor relations, purchasing, and other internal matters, but state law places budgeting, ac-
counting, and payments from the library fund under the control of the City of Detroit. Library
employees are members of the Library division of the city’s general pension system.

In August of 1984, city voters approved a one-mill, five-year property tax for the support of the
library; that tax was renewed in 1988 for another five years. In November 1990, city voters ap-
proved a second mill for five years for library support. This library millage is in addition to the
city’s 20-mill operating levy, and counts as part of the city tax levy for purposes of state revenue
sharing. The library also receives the revenues generated by .64 mill of the school property tax
which is passed through by the Detroit Board of Education in compliance with state statute. Of
the $12.8 million in property tax revenues the library expects to receive this year, $3.1 million is
budgeted for Main Library and $9.8 million is allocated to branch operations. The 1992-93
budget for the main library is $10.3 million; all equity grant revenues are allocated to the main
library. The current year state equity funding of $6 million is $1.2 million less than the $7.2
million received annually from fiscal 1984 to fiscal 1987. The library’s friends organization
provides volunteers and funding assistance for capital projects.

The library is the only major cultural institution in the region that has dedicated tax support; the
library generates relatively little revenue from operations.

Detroit Historical Museums The Detroit Historical Society, founded in 1921, organized the

first museum in 1928. The Historical Society had raised $400,000 for a new building by 1945,
when a charter amendment to establish a Detroit Historical Commission was approved. The so-
ciety gave the $400,000 and its collections to the city in 1946.

The Detroit Historical Department now encompasses four separate museum sites: the main mu-
seum; Dossin Great Lakes Museum on Belle Isle; Historic Fort Wayne, now closed; and Moross
House, which is leased to another organization. The 1992-93 department budget of $3.4 million
includes a $0.7 million appropriation for the operation of the Museum of African American
History; in August 1992, Detroit voters authorized issuance of $20 million of general obligation
bonds to build a new Museum of African American History. State equity funding has been re-
duced from $3.5 million annually in fiscal years 1986 through 1989 to $2.0 million in 1992-93.
Net tax cost to the city in 1992-93 is expected to be $1.3 million.

Belle IsleThe Recreation Department operates Belle Isle, a major island park containing a Zoo-
logical Department zoo and aquarium; Dossin Great Lakes Museum; two private boat clubs;
public golf course; conservatory; police ministation, harbormaster, and other police facilities;
beach; fishing piers; nature center; picnic areas; nature areas; refectories; and other facilities.
Belle Isle is comparable to regional parks operated by the Huron Clinton Metropolitan Authority,
but its $3.8 million cost is offset by $1.6 million in state equity funding, $1.6 million in general
city support, and $0.6 million in other revenues. Annual state equity funding for Belle Isle has
declined by 43 percent from $2.8 million.

Table 1 reflects estimated revenues for Belle Isle. Although the city budget contains an appro-
priation for Belle Isle, city annual financial reports do not provide detail on this part of the Rec-
reation Department budget.

Detroit Symphony Orchestra The private Detroit Symphony Orchestra (DSO) was founded in
1914. The DSO had occupied Orchestra Hall from 1919 until 1941, when it moved to the Ma-
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sonic Temple. A few years later, the symphony moved to the Music Hall, and in 1955, to Ford
Auditorium, which had been donated to the city. The boards of the symphony and Save Orches-
tra Hall, Inc. cooperated to form Detroit Symphony Orchestra Hall, Inc. in 1989, and in that year
the DSO returned to the restored Orchestra Hall. Save Orchestra Hall, Inc. owns Orchestra Hall
and Detroit Symphony Orchestra Hall, Inc. operates the facility. The DSO, which has both clas-
sical and modern components in its repertoire, is a world class symphony.

Unlike the preceding institutions, the DSO is not a part of city government. Because the orches-
tra owed a substantial debt to the city for unpaid rent on Ford Auditorium, an agreement was
reached whereby the orchestra would provide six public concerts over two years in lieu of cash
payment (the “City of Detroit subsidy” reported in Table 1 represents partial write-down of the
debt).

The DSO has survived periodic financial crises. State funding was intended to help the orchestra
reduce its deficit. The annual deficit used to be $3 million to $4 million each year, and has been
reduced to about $2 million a year; at the end of 1991, the accumulated deficit had been reduced
to $6.8 million. In recent years, state aid was made contingent on affirmative action efforts and
state outreach programs. Since that state emphasis, the orchestra has initiated several affirmative
action programs, including an Afro-American composers forum, minority fellowship program,

and gospel celebration concert. Recent reductions in state funding have resulted in the reduced
presence of the orchestra outstate. For example, the DSO used to present six symphony per-
formances in the upper peninsula, but now sends the brass quartet instead.

Table 2
State Funding for theDetroit Symphony
(in Millions)
1980-81 $.8 1986-87 $2.6
1981-82 .8 1987-88 2.7
1982-83 8 1988-89 2.6
1983-84 1.6 1989-90 2.6
1984-85 1.9 1990-91 3
1985-86 2.4 1991-92 1.8

Source: Senate Fiscal Agency

The DSO’s endowment fund was $16.7 million in 1990, and grew to $19.2 million in 1991. Ta-
ble 1 reports operating revenues for the symphony for 1991-92. Of the total $16.2 million in op-
erating revenues, the $1.8 million state equity grant, $0.1 million city contribution, and $1.8 mil-
lion of corporate and private sector gifts were used for deficit reduction. The remaining $12.5
million supported symphony activities. 42 percent of these activities were funded by revenues f
ran operations.

Edison Institute The private Edison Institute, which operates Henry Ford Museum and Green-
field Village in Dearborn, serves 1.1 million visitors annudatlig largest audience of the cultural
institutions In southeast Michigan. This historical museum was founded by Henry Ford in 1929,
and members of the Ford family still hold some seats on the institutes board of directors. In the
early 1980s, the institute lost annual operating subsidies from the Ford Motor Company, but the
company made a gift of company stock to the institute to compensate for that loss; the endow-
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ment fund balance at December 31, 1991, was $64.9 million, with another $10.6 million in the
plant fund. Edison Institute received over $2.5 million in state equity and historic preservation
grants in the five-year period 1987 through 1991. Table 1 indicates that in 1992, out of a total
operating budget of $23.7 million, only $0.1 million came from the state equity grant.

Cranbrook The Cranbrook Educational Community, which comprises Cranbrook Schools,
Academy of Art and Museum, and Institute of Science on a 315-acre campus in Bloomfield

Hills, is one of the major private regional cultural institutions that are not dependent on tax fi-
nancing. Cranbrook depends on tuition and fees, investment income and gains, and donations by
individuals, corporations, and foundations to support its programs and to maintain its structures,
works of art, and grounds. The institute has received grants from various public agencies includ-
ing the U.S. Department of Education and the Pontiac Schools for specific programs, but has not
received state equity grants. Cranbrook reported the value of its endowment and similar funds as
$120.5 million at June 30, 1992.



CHAPTER Il
CITY OF DETROIT AND STATE OF MICHIGAN SUPPORT FOR THE ARTS

History of Tax Support for City Cultural Institutions

Cultural institutions that are City of Detroit departments were supported primarily by city gen-
eral funds through fiscal 1975-76. In that year, however, Detroit incurred a general fund deficit
of $36.9 million and temporarily closed the Detroit Institute of Arts, historical museums, and
other facilities. In response to the city’s financial difficulties, the State of Michigan appropriated
the first equity grant to Detroit in 1976-77. The rationale for the “equity grant” was to reimburse
Detroit for services provided to individuals who were not Detroit residents and to facilitate the
merger of the Detroit Department of Transportation with the Southeast Michigan Transportation
Authority.

The first grant contained a total of $9.7 million for the main library, DIA, and historical muse-
ums and $17.9 million for non-cultural activities including Department of Transportation pen-
sions, Detroit General Hospital, and public health. Allocations for the Detroit Zoological De-
partment were not included in the equity package until 1984-85. The equity grant program was
originally designed primarily to provide financial assistance to the City of Detroit and inciden-
tally to support cultural institutions. Over the years, the grant has included funding for a chang-
ing array of non-cultural activities performed by the city, including police special events and the
police crime lab, but 78 percent of the grant that is now received by city government is used to
support arts, cultural, and recreational facilities and activities. If an alternative funding source
were developed for regional cultural institutions, part of the state grant that now supports city-
owned cultural institutions could be directed to other city activities in recognition of Detroit’s
importance to the economic well being of the region and of the state.

Since the beginning of the equity grant program, the state has provided the City of Detroit with
more than $400 million to support major cultural and recreational institutions. Reductions in
state equity grants to Detroit were part of the state’s response to its own financial problems
starting in fiscal 1990-1991, and were also consistent with a general philosophy in favor of
smaller state government. Annual state equity grants to Detroit government cultural institutions
have declined by $11.5 million, from a high of $32.3 million in 1989-90 to $20.3 million in
1992-93. Because City of Detroit cultural institutions had become dependent on state support,
loss of portions of the state equity grant resulted in reductions in programs, hours, and facilities
open to the public.



Table 3
History of Detroit Equity Grants to City-Owned Cultural Facilities

(in Millions)
Fiscal Main Historical Belle
Year DIA Library Museums Z0oo Isle* Total
1977 $35 $55 $0.7 - - $9.7
1978 4.4 6.5 0.7 - - 11.6
1979 7.1 6.5 0.7 - - 14.3
1980 10.0 7.5 1.8 - - 19.3
1981 10.5 7.0 1.8 - - 19.3
1982 12.4 7.9 2.1 - $1.8 24.2
1983 14.7 6.9 1.7 - - 23.3
1984 16.1 7.2 2.4 $0.2 3.3 29.2
1985 16.0 7.2 2.5 15 2.8 30.0
1986 16.0 7.2 3.5 2.5 2.8 32.0
1987 16.2 7.2 3.5 2.5 2.8 32.2
1988 16.3 7.1 3.5 2.5 2.8 32.2
1989 16.5 7.1 3.5 2.5 2.8 32.4
1990 16.0 7.0 3.4 2.4 2.7 315
1991 13.6 7.1 2.9 2.1 2.3 28.0
1992 9.6 6.0 2.1 15 1.6 20.8
1993 9.6 5.8 2.0 1.4 15 20.3
Total $208.5 $116.7 $38.8 $19.1 $27.2 $410.3

*The Belle Isle allocation was part of the “regional cultural grant” that was also
used to support Cobo Hall and the trolleys.

Source: City of Detroit; Senate Fiscal Agency

Changes in the level of city and state funding for cultural institutions and activities and the sig-
nificant growth in the equity grant to the Detroit Institute of Arts, which created a heavy depend-
ence on state funding, have focused attention on the critical issues of who ought to pay for sup-
port of regional cultural institutions, and the level at which these institutions should be funded.

The City of Detroit

The City of Detroit established cultural and other services during a period when much of the
wealth of the state was concentrated within the city’s boundaries. Detroit grew explosively in
the early decades of this century, and in 1950 the city population was over 1.8 million, 29 per-
cent of the total state population. The population of Detroit declined about ten percent in the
1950s, another ten percent in the 1960s, 21 percent in the 1970s, and about 15 percent in the
1980s. In 1990, the city population was 1,027,974, only 11 percent of the total state population.
Many of those who left the city were middle and upper income residents.

Many of Detroit’'s remaining residents are poor; 32 percent are below the poverty level. Detroit
has the lowest median household effective buying income of the nation’s 20 largest cities, and 28
percent of Detroit households have median household effective buying income under $10,000.
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Property values have remained relatively stable in nominal terms for decades, but in real terms the
state equalized value of property on the ad valorem tax roll in 1992 was worth 32 percent of the
value in 1970. The eroding tax base has caused the city to increase the number and rates of taxes.
In 1991P Detroit city property, income, and utility users’ excise taxes combined to produce a rela-
tive tax effort that was 6.8 times the average of all Michigan cities, villages, and townships. The
city no longer has the economic base or the fiscal capacity to support regional cultural facilities.

In the current fiscal yeathe city’s $1.2 billion general fund will contribute $5.5 million (0.45
percent of general fund appropriations) to the three cultural departments, Main Library, and
Belle Isle. The total anticipated expenditures for those five activities (excluding off budget
friends and founders societies’ expenditures) is about $40 million; the city’s general fund net tax
cost will be about 14 percent of budgeted appropriations for those functions.

Table 4
1992-93 City of Detroit Budget

Net Tax Cost

Total Net City as a Percent of
Activity Appropriations Tax Cost  Total Appropriations
Arts $11,718,994 $ 400,000 3.4%
Historical 3,418,502 1,340,202 39.2
Zoological 9,770,633 2,161,833 22.1
Library 10,861,633 0 0.0
Belle Isle (Recreation) 3,809,742 1,596,793 41.9
Total $39,579,504 $5,498,828 13.9%

Source: Detroit 1992-93 Budget; CRC Calculations.

While the city provides $5.5 million to these activities, it charges the DIA, main historical mu-
seum, and Main Library a total of $1.7 million for external police and fire protection. These are
the only city departments charged for public safety services. The payment of nearly $1.1 million
from the Arts Department to the city is $0.7 million more than the city provides to that depart-
ment. The city provides no general tax support to Main Library, but charges that institution over
$0.5 million. Of the three affected institutions, only the Historical Museum receives more from
the city than the $94,000 it is required to pay to the city. If the charges for police and fire pro-
tection are subtracted from the amount the city provides to the regional facilities listed in Table
4, the net cost of those facilities to the city’s general fund is $3.8 million.

Effects of State Equity Funding on the City BudgetState equity funding allowed the city to
substitute state support for city support of targeted services while retaining complete ownership
and control, provided substantial increases in cultural agency support over time, and altered the
budgetary relationships among city departments.

Charts 1 through 5 reflect changes in city operating budgets for the three departments and parts
of two departments that are the focus of this report.
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The charts indicate the total city operating budget for each function and divide the revenues into
three categories: city general fund support (net tax cost); state equity grants; and all other reve-
nues. Because budgets for the Recreation Department and the Library Department did not iso-
late Belle Isle and Main Library in the earlier years, charts 3 and 5 include only fiscal 1984-85,
1989-90, and 1992-93. The charts demonstrate that equity grants were the major factor in
changing the fiscal relationship among these institutions; the fiscal relationship between these
institutions and the rest of city government was also affected.

In fiscal 1969-70, the city operating budget for the Arts Department totaled $1.3 million, nearly
all financed by the city’s general revenues. Five years later, the city operating budget for the
Arts Department was $2.1 million, with $0.1 million generated by Arts Department activity.
Equity funding resulted in very rapid growth in the Arts budget, which totaled $10.4 million in
fiscal 1979-80. Of that total, $10.3 million was provided by the state equity grant, less than
$69,000 was provided by the city, and $63,000 came from all other sources. The city subsidy
was the same amount in 1984-85, but the equity grant had grown to $16 million, and changes in
the relationship between the city and the Founders society resulted in $1.6 million in other reve-
nues in the city operating budget, for a total of $17.7 million. The 1989-90 operating budget
reached $19.5 million, with $16.4 million from the equity grant, $0.5 million from the city, and
$2.5 million from all other sources. The revenue reductions of the past few years appear clearly
in Chart 1: fiscal 1992-93 budgeted operating revenues total $11.7 million, with $9.6 million in
equity funding, $0.4 million in city support, and $1.7 million from all other sources.

In 1969-70, the total operating budget for the Zoological Department was larger than the Arts
Department city operating budget. Of the $2.3 million in the Zoo budget, $1.5 million was pro-
duced as a result of Zoo operations and $0.7 million was general city support. Five years later,
the city’s net tax cost had doubled to $1.5 million, and operating revenues were budgeted at
nearly $2 million. In 1979-80, budgeted city support was almost $2 million, while CETA and
other revenues totaled $6.4 million. In the 1984-65 budget, the state equity grant accounted for
$1.5 million in Zoo revenues, the city contributed almost $2.1 million, and all other sources gen-
erated about $2.6 million. The 1989-90 budget projected similar amounts from the three sources:
$2.5 million from the state equity grant; $3 million from the city; and $2.8 million from all other
sources. The 1992-93 budget included reductions in both city and state support, and an increase
in other revenues to $4.5 million.

In 1969-70, the Historical Department budget was just over $0.6 millions nearly all funded by
the city. The 1974-75 budget was twice as large, $1.2 million, of which only $48,000 was ex-
pected to come from sources other than general city revenues. CETA revenues of about $0.7
million and the state equity grant of over $1.7 million allowed the net tax cost of Historical to
shrink to $0.4 million in the 1979-80 budget. City support was budgeted at $0.8 million in 1984-
85, when the state equity grant contributed $3.5 million to Historical Department operations. In
the 1989-90 budget, the city’s net tax cost was $1.3 million and the state’s support had grown to
$3.5 million. The city’s contribution remained at $1.3 million in the 1992-93 budget, but state
funding fell to less than $2.1 million.

In fiscal 1969-70, general city tax support for Arts Department operations was about double that
for either the Zoological of Historical Departments: $1.3 million for Arts, $0.7 million for Zoo-
logical, and $0.6 million for Historical. The largest of the three budgets was for the Zoological
Department, which projected $1.5 million of revenues from operations, compared to $37,000 for
the Arts Department and $8,250 for the Historical department.
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In fiscal 1979-80, the Arts Department operating budget had grown to $10.4 million, with $10.3
from the state equity grant and $69,000 from the city. The Zoological Department operating
budget of $6.4 million was smaller than Arts, and the historical department budget had grown
only to $2.9 million.

The disparities between the budgets of the three departments had grown very large in 1989-90:
the Arts Department budget totaled $19.5 million ($16.4 million from the state equity grant); the
Zoological Department budget was $8.1 million ($2.5 million from the state equity grant); and
the historical department budget was $4.9 million ($3.5 million from the state equity grant).

In Charts 1 through 5, the recent deductions in state equity funding appear most dramatic for the
Arts Department, which budgeted $9.6 million in state equity funding in 1992-93. Percentage
reductions in budgeted state equity grants were the same in the Historical and Zoological De-
partments, however. The Zoo, which has historically generated the largest proportion of its
revenues from operations, expected to increase that support to compensate for the reductions in
state funding.

Although the budget for the Main Library was not separated from branch operations in fiscal
1970, 1975, and 1980, by 1985 it is clear that no general city support was allocated to Main.
Detroit voters approved one mill of property tax support for the liborary commencing on Decem-
ber 1, 1984, and second mill commencing on July 1, 1991. Increasing property tax revenues
have replaced declining state equity grants.

The city reallocated part of the discretionary equity grant to Belle Isle. While the total budget for
the park increased slightly from $4.3 million in 1985 to $4.5 million in 1990, reductions in the
state grant caused the budget to shrink to $3.8 million in 1993.

As would be expected, the city has resisted reductions in state equity grants. The 1991-92 city
budget reflected the amounts Detroit hoped to receive from the state equity grant program; it was
believed that budgeting less would result in a self-fulfilling prophecy. After expenditure reduc-
tions in the affected departments, state equity program cuts contributed to an estimated $4.7 mil-
lion to the $196 million 1991-92 general fund deficit. The 1992-93 city budget projected as reve-
nues the same amount as had been received in 1991-92, but state executive cuts in the original
1992-93 equity grant appropriations again caused revenue deficits in affected city departments.

Comparisons with Other CitiesThe inclusion of Arts, Historical, and Zoological Departments

as part of city government directly affects per capita expenditures for parks and recreation, as re-
ported by the Bureau of the Census. A comparison of per capita expenditures for parks and rec-
reation activities, which include cultural and scientific activities such as museums and art galler-
ies, as well as park maintenance and organized recreation programs and activities indicated that
in fiscal 1989-90 (the last year for which data are available) City of Detroit per capita expendi-
tures were the second highest of the twenty largest continental U.S. cities. The comparisons in
Table 5 include all of the city expenditures for the Arts, Historical, Zoological, and Recreation
Departments, regardless of whether those expenditures were funded by the city, state, or other
source. San Francisco, which reported higher per capita expenditures for parks and cultural fa-
cilities, also includes museums as part of the city government structure.
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Table 5
Per Capita Expenditures for Parks and Recreation: 1989-90
Largest Continental U.S. Cities

City Amount Rank City Amount Rank
San Francisco $164.91 1 New York $61.09 11
Detroit 118.69 2 Columbus 53.19 12
San Diego 103.29 3 Jacksonville 47.44 13
Washington 97.43 4 Philadelphia 46.60 14
Dallas 95.91 5 Los Angeles 45.24 15
Phoenix 92.31 6 Boston 41.93 16
San Jose 79.75 7 Houston 32.97 17
Memphis 76.93 8 Indianapolis 29.74 18
Baltimore 66.90 9 Milwaukee 18.58 19
San Antonio 61.52 10 Chicago 13.81 20

Source: Bureau of the Census, City Government Finances: 1989-90.

Nationally, some museums receive substantial city government support without being part of city
government. For example, data from The Association of Art Museum Directors’ 1992 Statistical
Survey indicate that 32 of the 91 art museums that reported city government support received
more from their city than the $500,000 the DIA received from Detroit.

Table 6
City Government Support Reported by Art Museums

Number of Number of
Amount of City Support Museums Amount of City Support Museums
$ 500--$ 99,999 39 $1,000,000-- $1,999,999 9
100,000-- 249,999 8 2,000,000-- 2,999,999 1
250,000-- 499,999 10 3,000,000-- 3,999,999 3

500,000-- 749,999 10 4,000,000-- 4,999,999 1
750,000-- 999,999 6 5,000,000-- 9,999,999 4

Source: Association of Art Museum Directors, 1992 Statistical Survey.

The State of Michigan

The State of Michigan has provided funding for cultural organizations and activities in different
ways, including direct appropriations to specific cultural institutions, payments to cities for op-
erating cultural facilities, and support for the Michigan Council for the Arts, for its successor
agency, the Michigan Council for Arts and Cultural Affairs, and for local arts councils.

State Line Item Appropriations The state budget includes line item appropriations for support
of major arts and cultural institutions that are part of Detroit city government, as well as other
major private, nonprofit cultural institutions.

Line item appropriations comprise the “Detroit equity grant,” which in this report includes the
special grant to the Detroit Public Library appropriated in the state’s Library of Michigan budget.
Appropriations made to the private, nonprofit Detroit Symphony, which is not part of Detroit city
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government, are not included as part of the City of Detroit grant in this report. That part of the
outstate equity program reserved for cities with populations greater than one million that is ap-
propriated by the city to Belle Isle ($1,541,600 of $4,523,300 in 1993) is included in Detroit
equity grant figures reported here, but those portions of the state equity grants to Detroit that are
not for cultural programs (grants for Police special events and Police crime lab, for example) are
not included.

In Table 7 the state equity grants to the City of Detroit government (column 1) include those
grants that are made to Detroit government cultural agencies and include the Detroit Public Li-
brary (DPL) special allocation as part of the state equity program because it was negotiated at the
same time and for the same reasons as equity funding directed to the city’s general fund. Other
state grants to DPL and to other libraries are not included as part of the equity program. The
“Other” column (column 2) includes outstate equity grants and grants to non-governmental insti-
tutions in Detroit.

Table 7
State Equity Grants to Cultural Institutions and Activities

City of Detroit

Government Other
1976-77 $ 9,702,000
1977-78 11,591,000
1978-79 14,342,000
1979-80 19,277,000
1980-81 19,277,000
1981-82 24,177,600
1982-83 23,340,000
1983-84 29,164,200
1984-85 30,014,200 $ 4,000,000
1985-86 32,014,200 6,000,000
1986-87 32,214,200 6,400,000
1987 88 32,194,600 6,110,600
1988-89 32,360,200 6,200,000
1989-90 31,551,244 6,300,000
1990-91 28,011,542 14,758,300
1991-92 20,780,100 8,398,600
1992-93 20,298,300 7,881,700

Source: Senate Fiscal Agency Statistical Reports; City of Detroit

Budget Department.

The equity program established in 1976 to assist the fiscal distressed City of Detroit was ex-
tended in fiscal 1984-85 to other recipients for support of cultural and historical projects, zoos,
libraries, tourism, and economic development. The equity program for non-Detroit recipients

has remained much smaller than the Detroit grant. The detail of the 1992-93 state budget appro-
priation, as amended by state executive order reductions, is reflected in Table 8.
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Table 8
State of Michigan 1992-93 Budget Appropriations

City of Detroit

Specific Grantees: Government Other
Detroit Institute of Arts $ 9,648,800
Detroit Historical Department 1,950,700
Detroit Zoological Department 1,393,200
Detroit Symphony Orchestra $1,759,500
Edison Institute 111,500
Grand Rapids Museum 2,493,700

Regional Grants:
Cities with population exceeding 1 million

Allocation to Belle Isle 1,541,600
Cities with population between 125,000 and 1 million 1,114,600
Cities with population between 40,000 and 125,000 1,170,400
Cities with population under 40,000 1,232,000
Detroit Public Library Special Grant 5,764,000
Total $20,298,300 $7,881,700

Source: Senate Fiscal Agency; CRC Calculations.

While data are not available to compare Michigan with other states, support for all of these func-
tions, the Association of Art Museum Directors 1992 Statistical Survey does allow a comparison
of state support for major art museums (see Table 9). Even with the reductions in fiscal 1991, no
other state contributed as much as Michigan to the support of an art museum. In fact, the further
reduced fiscal 1992-93 state support would still result in the DIA receiving more state support
than any of the other museums reported in 1991. Both the DIA and the University of Michigan

Museum of Art appear in the list of the dozen museums that received the most funding from a
state government.

Table 9
State Government Support for Art Museums: 1991

Total Operating State Government Support
Art Museum Income Amount Rank
Detroit Institute of Arts $23,237,800 $13,406,100 1
Virginia Museum of Fine Arts 12,796,500 7,733,500 2
North Carolina Museum of Art 4,871,286 3,073,116 3
Ringling Museum of Art 4,760,714 2,453,687 4
Newark Museum 5,830,234 1,743,500 5
Indiana University Art Museum 1,429,830 1,404,133 6
Art Institute of Chicago 43,796,856 1,118,747 7
Samuel P. Harn Museum of Art 1,707,901 1,054,914 8
University of lowa Museum of Art 1,119,287 1,018,166 9
Georgia Museum of Art 1,071,492 945,468 10
University of Michigan Museum of Art 1,164,723 747,150 11
Metropolitan Museum of Art 168,103,322 739,501 12

Source: Association of Art Museum Directors, 1992 Statistical Survey.
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State Arts Agencieslin addition to line item appropriations for specific cultural institutions and
regional equity grants, the state has provided funding for a state-level arts council that in turn
supported smaller arts organizations and individual artists. The former Michigan Council for the
Arts (MCA) was established in 1966 with a $5,000 grant from the state Legislature. MCA ef-
forts to stimulate, encourage, and expand the arts in Michigan included development of local arts
agencies such as the Detroit Council of the Arts, which was eliminated as a department in the
city’s 1993 budget. Other MCA projects included Michigan Artrain; the arts outreach, arts in
education, and artist in residence programs; operational support grants to large and small arts or-
ganizations; and grants for specific arts projects and to individual artists. MCA was located in

the state Department of Management and Budget.

MCA was succeeded on September 1, 1991, by the Michigan Council for Arts and Cultural Af-
fairs (MCACA). That Council was created by an executive order of the Governor as part of a
compromise between the governor, who initially recommended eliminating state funding for the
arts, and 13 prominent arts patrons. The Michigan Council for Arts and Cultural Affairs was
established in the Michigan Department of Commerce and was to be responsible for accepting
and disbursing grants from private entities, the National Endowment for the Arts, and other pub-
lic entities, including state equity grants, but in fact retained control of only a small proportion of
cultural grant funding in the 1992-93 budget.

Table 10
Michigan Council for Arts and Cultural Affairs
1992-93 Appropriations

Administration $ 858,500
Arts and Cultural Grants 3,645,400
Interlochen 193,400
Blue Lake Fine Arts Camp 57,000
Grand Rapids Symphony 237,500
Total $4,991,800

Source: Senate Fiscal Agency.

The mission of the new state arts agency is “to encourage, develop and facilitate an enriched en-
vironment for creative cultural activity in Michigan.” The original state budget for 1992-93
contained $4,577,600 for MCACA administration and discretionary grants and $513,600 for
designated grants, but an executive order reduced those amounts by a total of $99,400 to
$4,503,900 for administration and discretionary grants and $487,900 for designated grants.

According to the State Arts Agency Profile published in May 1992 by the National Assembly of
State Arts-Agencies, state-level budget crises resulted in the decline of aggregate legislative ap-
propriations to state arts agencies in 1991. In fiscal 1992, total state legislative appropriations to
state arts agencies fell below the 1987 level. Of 56 state and territorial arts agencies 36 reported
decreases in legislative appropriations between 1991 and 1992. Michigan was one of eight states
in which that decrease exceeded 20 percent.
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Table 11
Legislative Appropriations for the Michigan State Arts Agencies

Year Amount Year Amount Year Amount

1969 $ 109,000 1977 $ 1,891,600 1985 $8,817,400
1970 140,000 1978 3,733,600 1986 10,291,500
1971 219,952 1979 5,024,100 1987 11,426,104
1972 237,710 1980 6,075,500 1988 12,611,306
1973 251,349 1981 5,036,700 1989 12,465,600
1974 484,800 1982 5,155,500 1990 12,232,700
1975 2,109,000 1983 5,217,200 1991 9,151,800
1976 2,330,000 1984 7,359,900 1992 4,200,000

Source: National Assembly of State Arts Agencies, The State of State Arts Agencies, 1992.

According to the National Assembly of State Arts Agencies annual survey, the 1992 Michigan
state appropriation of $4.2 million was the 11th largest appropriation to a state arts agency
among the 50 states and the District of Columbia. However, on a per capita basis, Michigan’s
1992 appropriation to the state arts agency ranked 42nd among those 51 units. The report does
not indicate how many other states also appropriate separately and directly to major arts and
cultural institutions.

The Outlook for City and State of Michigan Funding

High tax rates and an eroding tax base, a deteriorating economy, declining federal source revenues,
and recent reductions in state source revenues have contributed to recent City of Detroit general
fund deficits. Over the past two decades, Detroit has eliminated functions, reduced the number of
city government employees, reduced salaries and wages of city employees, raised taxes, and sold
deficit funding bonds. The city, with its eroding tax base and tremendous competing needs, is in a
very poor position to maintain funding for cultural institutions from city resources.

If state funding for arts and cultural activities falls below essential levels, those city departments
providing cultural amenities to the region will, once again be in direct competition with police,
fire, public health, garbage collection, public lighting, recreation, economic development, and
other activities for the city’s limited resources. Similarly, nonprofit organizations including the
Detroit Symphony Orchestra and friends and founders societies could be forced to heighten the
competition with social service organizations for private contributions.

From fiscal 1977 through fiscal 1992, the Detroit equity package transferred over $400 million
from the state government to the City of Detroit to support cultural institutions. The Detroit
equity package was in addition to other programs such as state revenue sharing, gas and weight
tax distributions, mass transportation grants, health grants, and other transfers that are expected
to provide about $372 million to the city in fiscal 1993 alone.

The current state administration inherited a general fund deficit estimated at about $1.8 billion.
Among the expenditure reductions imposed to resolve the deficit were cuts in the Detroit equity
program, which was reduced from $28.0 million in 1991 to $20.8 million in fiscal 1992 and fur-
ther reduced to $20.3 million in 1993. There were also reductions in funding available for other
cultural organizations.
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Changes in the manufacturing base in this state have reduced per capita personal income from
the previous above average levels to about 0.3 percent below the national average throughout the
1980s, and to 2.1 percent below the national average in 1991. The high tax structure built during
the period when state income was high is under attack, as is the size of state government. It
seems Improbable that state funding for City of Detroit and other cultural institutions will be re-
stored to previous high levels. As the state government grapples with a structural imbalance in
its budget and moves to minimize state support for the arts, it is possible that further cuts in pub-
lic funds may be made in spite of art patrons’ efforts to protect arts projects and institutions.
Continuing efforts to eliminate line item appropriations to specific institutions and to consolidate
state arts and cultural funding in the state arts agency could also affect the amounts available to
major institutions.

Nonprofit Arts Support Organizations in Michigan

There are several nonprofit organizations which have as their mission the support and assistance
of arts organizations. Among these are Concerned Citizens for the Arts in Michigan, a statewide
public education and advocacy organization formed in 1983, which seeks to increase support for
the arts among individuals, corporations, foundations, and government. Concerned Citizens for
the Arts in Michigan is affiliated with Michigan Advocates for the Arts, a lobbying organization.
Business Volunteers for the Arts links volunteers who can provide managerial and planning as-
sistance to arts organizations. In addition to helping arts organizations improve their business
practices, Business Volunteers for the Arts works to develop programs that increase cooperation,
understanding, and communications between business and the arts.
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CHAPTER 1lI
LESSONS FROM OTHER CITIES

Southeast Michigan is not the first region to address the problem of funding major arts and cul-
tural institutions. Other metropolitan areas have experience with the effects of local government
fiscal distress on funding for cultural organizations, the transfer of responsibility for supporting
public cultural institutions from one level of government to another, and the development of new
public structures to provide funding for cultural organizations.

It is instructive to review some of the solutions that have been implemented elsewhere. In the
following discussions, property tax rates have been converted to mills or dollars per $1,000 of
taxable value.

The Denver Model: A Regional Sales Tax

In 1988, voters in the six-county Denver metropolitan region approved by a three-to-one margin
imposition of a one-tenth of one percent sales tax to fund a scientific and cultural facilities dis-
trict. That district has provided financing to over 170 nonprofit arts and science organizations in
the area.

Formation of the district was a direct result of declining state and local government support for
arts and scientific organizations. The Colorado legislature had ended direct state financial sup-
port in 1982, forcing institutions to begin charging admission, and placing pressure on the city/
county of Denver to support the major scientific and cultural institutions--the natural history mu-
seum, zoo, art museum, and botanical gardens--even though most of the visitors to those facili-
ties were residents of the suburbs and state. In 1983, supporters of the major regional museums
began attempts to establish a regional tax support. Proposed statutory authority was rejected by
the state legislature in 1986; revised, passed, and signed into law in 1987; and the tax was ap-
proved by the voters in 1988.

The legislative declaration of the scientific and cultural facilities district act explains its purpose:

The general assembly hereby finds, determines, and declares that the scientific
and cultural facilities located in the state of Colorado are a rich source of knowl-
edge and inspiration to all of the residents of the state, that the preservation and
development of such facilities are vital to the cultural and intellectual life of the
state, that scientific and cultural facilities are an important factor to the economic
well-being of the state, that economic development and tourism are needed to
maintain and to promote such facilities, and that creation of scientific and cultural
facilities districts will promote the health, safety, and welfare of the residents of
the state.

The act defines “cultural facility” as any nonprofit institutional organization or any agency of lo-
cal government which has as its primary purpose the advancement and preservation of art, mu-
sic, theater, or dance. “Scientific facilities are nonprofit institutional organizations or local gov-
ernment agencies which have as their primary purpose the advancement and preservation of
zoology, botany, or natural history. The definitions exclude state agencies, educational institu-
tions, radio or television broadcasting networks or stations, cable communications systems,
newspapers, and magazines.
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The state act created the Denver Metropolitan Scientific and Cultural Facilities District with the
same boundaries as the existing regional transportation district. The vote on whether the district
would be authorized to levy and collect a sales tax to support cultural and scientific facilities was
conducted district-wide. The district imposes the tax, distributes the revenues, and reviews recipi-
ent organizations annually, but does not exercise any control or direction over those recipients.

The sales tax is collected by the state and remitted to the district monthly. The district pays the
direct and indirect costs incurred by the state in administration and collection of the tax. The act
limits the districts administrative costs to three-fourths of one percent of the money collected.

The Scientific and Cultural Facilities District is headed by a nine-member board of directors
composed of one representative appointed by the county commission of each of the five coun-
ties, one representative appointed by the city council of the city and county of Denver, and three
gubernatorial appointees. The board reviews applications, distributes funds according to formu-
lae and applications, and allocates the ten percent discretionary funds. Board meetings are open
to the public.

The regional sales tax generated about $14 million in 1989, about $15 million in 1990, and about
$16 million in 1991. This revenue is allocated to three tiers of beneficiaries. Tier |, composed of
the four major regional cultural institutions, receives 65 percent of the revenues, about $10.4
million in 1991. Tier Il gets 25 percent (about $4 million), and Tier Ill gets ten percent (the re-
maining $1.6 million). Ninety percent of the funds in each tier are fixed, with the remaining ten
percent distribution based on regional impact, accessibility, quality, and need.

Tier | institutions are independent, private, nonprofit, 501(c)3 organizations which have their

own boards of directors. These institutions charge adult entrance fees of $3.00, but the art insti-
tute waives the admission fees for Colorado residents on Saturdays, and the other three facilities
offer eight free days each year to state residents. Table 12 shows the four major institutions and
the distribution of the Tier | guaranteed allocation.

Table 12
Denver Scientific and Cultural Facilities District
Tier | Guaranteed Distributions

Natural History Museum 33%
Denver Zoo 26%
Art Museum 26%
Botanical Gardens _15%
Total 90%

Source: Denver Scientific and Cultural Facilities District.

Tier Il, composed mainly of performing arts organizations that have operating incomes of
$700,000 or more, receives 25% of the revenues, equal to a uniform sales tax of .025%. This
amount is distributed among qualifying organizations by a formula which gives equal weight to
the annual operating income and annual paid attendance of the organizations.

Smaller theaters, orchestras, arts councils, and art centers in the six-county region comprise Tier
[Il, which receives ten percent of the revenues, equal to a .010% sales tax. Each of the six par-
ticipating counties receives a share of Tier lll funding based on the percentage of sales tax col-
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lected in that county. At the county level, Tier Il distributions are made by cultural councils ap-
pointed by the county commissioners of counties or by the city council of the city and county of
Denver. These cultural councils receive requests and distribute funds.

Baltimore: Annual Appropriations from Nearby Counties

The Baltimore Symphony, museum of art, opera company, regional theater, zoo, and other re-
gional cultural institutions located in the City of Baltimore receive annual budget appropriations
from the City of Baltimore and from five nearby counties (Baltimore, Anne Arundel, Howard,
Harford, and Carroll). A sixth county government, St. Georges, is also being urged to partici-
pate in funding regional cultural institutions.

This regional funding strategy was recommended in a 1982 council of governments task force
study, but its success is attributed to the individual efforts of arts groups. Development staff
from individual cultural institutions slowly and steadily cultivate county officials, and maintain
records of how many county residents use their programs (attendance records are obtained from
cards filled out by patrons and from records of school group use). These arts groups plead their
cases to each county executive, and base their requests for funds on the regional impact of their
cultural institutions. Institutions offer special county days when residents of the specified donor
county receive free admission.

Since 1990, county support for regional cultural institutions located in Baltimore has declined
very dramatically due to political and economic conditions, reductions in state contributions to
county-run programs, taxpayer resistance to high taxes, and competition for public dollars. Al-
though the data are not formally accumulated and reported, it is estimated by the executive direc-
tor of the Maryland State Arts Council that the total amount of support provided most recently to
all cultural institutions by counties was as follows:

Table 13
Estimated County Support for Baltimore Cultural Institutions

Baltimore $1,000,000
Anne Arundel 150,000
Howard 150,000
Harford 75,000
Carroll 5,000

Total $1,380,000

Source: Maryland State Arts Council

The county budget allocation is a political process. Prior to 1990, when all five county executives
were Democrats and the governor was a Democrat who had been mayor of Baltimore county ap-
propriations to Baltimore cultural institutions were a means of pleasing the state executive. With
the election of five Republican county executives who had no political affiliation with the gover-
nor, the political benefits of cultural appropriations to Baltimore were greatly diminished.

A proposal for a regional tax to support cultural institutions has been defeated in the Maryland
state legislature. Although that proposal will be reintroduced, there is no expectation that it will
pass.

-22 -



While recipient organizations are structured in different ways, the Baltimore Museum of Art is a
guasi-city agency. The City of Baltimore owns the land and buildings, and guards and mainte-
nance staff are city employees. A private, nonprofit organization headed by a board of trustees
owns the art and employs curatorial and development staff.

The St. Louis Metropolitan Zoological Park and Museum District

Prior to 1972, the St. Louis Zoo was financed by the City of St. Louis from a property tax levy of
$0.50 per $1,000 of equalized value. That financing was insufficient to maintain the zoo,
prompting the development of a coalition between the zoo and the St. Louis Art Museum, both
of which were heavily patronized by county residents who did not contribute to their support, to
develop a city and county district.

The effort to obtain state enabling legislation for a broader base of financial support for the city’s
zoo and art museum was successful after it was extended to include the Academy of Science,
which was located in the county. The original Missouri state act provided that voters of a charter
city and adjoining charter county may file petitions for the establishment of a metropolitan zoo-
logical park and museum district composed of one or more of the following: a zoological subdis-
trict; an art museum subdistrict; a museum of science and natural history subdistrict.

In 1971, voters in the City of St. Louis and in St. Louis County approved the establishment of a
metropolitan zoological park and museum district by approving millage for all three of the sub-
districts on the ballot (voter approval of one or more subdistricts in both the city and the county
served to create the district):

1.) a zoological park subdistrict with a tax rate not to exceed $0.40 on each $1,000 of SEV;

2.) an art museum subdistrict with a tax rate not to exceed $0.40 on each $1,000 of SEV; and

3.) a Museum of Science and Natural History subdistrict with a tax rate not to exceed $0.10 on
each $1,000 of SEV. This rate could be increased by a separate vote of the people to a rate
not in excess of $0.40 on each $1,000 of SEV.

The property tax became effective and the district came into existence on January 1, 1972. A
later amendment substituted the St. Louis Science Center subdistrict for the science and natural
history, subdistrict.

In 1982, the three subdistricts obtained legislative approval for increased tax rates and the Bo-
tanical Garden obtained legislative approval to be included as a subdistrict. The following year,
voters approved the rate increase and the inclusion of the Botanical Garden as a subdistrict and
in 1987, after state legislative approval, voters authorized the Missouri History Museum to be-
come a subdistrict. In 1989, an attempt by the symphony to obtain tax support by being included
as a subdistrict was defeated by the voters.

Voters approved millage up to a specific limit (since increased) but the district board, which has

a full-time staff of three, determines the actual property tax rate for each subdistrict based on
budget requests. These tax rates have been affected by reassessments, changes in state tax law,
and required rollbacks. In 1990, the total property tax rate for all subdistricts was $1.98 per
$1,0000f SEV, which produced about $27.3 million.
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Table 14
St. Louis Metropolitan Zoological Park and Museum District Property Tax Rates

St. Louis Zoological Park $0.53
Saint Louis Art Museum 0.53
St. Louis Science Center 0.27
Missouri Botanical Garden 0.27
Missouri Historical Museum ~0.38
Total $1.98

Source: St. Louis Metropolitan Zoological Park and Museum District.
The 1990 tax revenues and disbursements of the district were as follows:

Table 15
St. Louis Metropolitan Zoological Park and Museum District
1990 Tax Revenues and Disbursements

Receipts: Amount Percent
Tax Receipts from City of St. Louis $ 5,333,266 19.1%
Tax Receipts from St. Louis County 22,004,298 78.7
Interest on Investments 625,791 22

Total Receipts $27,963,355 100.0%

Disbursements:
To Subdistricts:

Zoological Park $ 7,838,983 25.8%

Art Museum 7,930,125 26.1

St. Louis Science Center 4,278,847 14.1

Botanical Garden 4,026,145 13.2

Missouri History Museum 6,179,799 203
Total to Subdistricts $30,253,899 99.5%

District Operating Expense 156,629 05

Total Disbursements $30,410,528 100.0%

Source: St. Louis Metropolitan Zoological Park and Museum District.

The district collects the approved property tax and deposits it in separate subdistrict accounts,
and may also perform common services such as auditing, accounting, pension servicing, and
payroll for subdistricts. The state statute provides that the cost of district operations may not ex-
ceed five percent of the total authorized tax revenues received by all subdistricts; that rate was
reduced to two percent for 1983 and subsequent years.

The board that governs the district is composed of four qualified voters of the city appointed by
the chief executive officer of the city and four qualified voters of the county appointed by the
chief executive officer of the county. Board members serve four-year, staggered terms, are not
compensated, and may be removed for misconduct or neglect.

Subdistricts are governed by commissions composed of ten members who serve without com-
pensation for four-year, staggered terms. Five of the members are subject to the approval of the
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chief executive officer of the city and five are subject to the approval of the chief executive offi-
cer of the county. The state law required that members (except ex officio members) of any exist-
ing governing board of control previously exercising the functions of the subdistrict became
members of the subdistrict commission (i.e., incumbent board members were protected by a
grandfather clause). Any remaining members had to be selected from names submitted and
nominated by the respective existing governing boards of the institutions. Governing boards re-
mained self perpetuating, with new members subject to the advise and consent of the chief ex-
ecutive officer of the city or county in which the proposed member resided. Subdistrict com-
missioners elect members to fill vacancies subject to the advice and consent of the chief
executive officer of the city or county in which the proposed commissioner resides. Commis-
sioners may be removed by the legislative body of the city or county for misconduct or neglect
of duty.

Subdistricts consist of institutions and places that conform to definitions contained in the statute.
All buildings, property, and facilities, as well as obligations, duties, rights, and privileges, of ex-
isting publicly owned and operated zoological parks and museums become the property of the
applicable subdistrict. Facilities must be kept open to the public, and none charges general ad-
mission. Commissions may establish special fees and other charges, and have exclusive control
of money collected by the subdistrict, and of the buildings and grounds of the subdistrict.
Commissions appoint and remove directors and necessary assistants and set their compensation.
All employees, appointees, and officers of affected publicly owned and operated museums and
zoological parks automatically become employees of the subdistrict “and such appointees’ and
employees’ seniority, pension, salaries, wages and fringe benefits shall be equal to or better than
that existing at the time of the establishment of the subdistrict insofar as may be possible.”
Commissions report capital needs to the board of the district, which places requests for capital
funding on the ballot. Voter approval of debt for specific subdistricts is required. The total in-
debtedness of the district may not exceed five percent of taxable tangible property in the district.

Two other agencies provide funding to cultural institutions in St. Louis. One of them, the Re-
gional Arts Council, receives between $2 million and $2.5 million from a tourism tax and dis-
penses this dedicated tax revenue to arts organizations and to individuals.

The Arts and Education Council of Greater St. Louis is funded by individuals and corporations
and receives no government funding. This organization solicits support from private companies
and their employees, and from teachers and other school employees. Some of the larger employ-
ers process payroll deductions for donations to the Arts and Education Council, which was

formed in 1963 by education and arts groups that had been separated from the United Way proc-
ess. This year, the annual fund drive has a $2.5 million goal, and is being focused more on indi-
vidual donors to try to reduce the dependence of the organization on the decisions of the leaders
of those 20 large corporations that have in the past provided about 40 percent of all donations. In
earlier years, the council built up reserves which are now being utilized; the council has not
achieved its fund raising goals in the last few years.

The council this year will distribute about $2 million to 150 potential recipient organizations.
Ninety percent of the donations will be used to support the ten major cultural institutions that are
assured annual funds for operations, and about $200,000 will be allocated by committee to ap-
proximately 55 of the 140 smaller members who may compete for grants. Major beneficiaries of
the private arts fund raising council include the Repertory Theater of St. Louis; KETC/Channel
9; Opera Theater of St. Louis; Young Audiences of St. Louis; and Dance St. Louis.
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New York City Department of Cultural Affairs

The budget of the New York City Department of Cultural Affairs declined from $80 million in
1990 to $58 million in 1992. Although there is no city tax dedicated to cultural purposes, the
general fund appropriation has been maintained at a significant level based on the economic im-
pact of cultural institutions on the city. The Department of Cultural Affairs, Cultural Institutions
Unit budget provides operating support for 32 of the city’s leading cultural institutions (art and
science museums, historical societies, arts centers, theaters, concert halls, zoos, and botanical
gardens), each of whigkceives a line item appropriation in the city budget ranging from $0.5
million to $17 million, which may represent from three percent to 85 percent of the budget for
these quasi city agencies.

These cultural institutions generally occupy city-owned land or buildings, a situation that dates
to the 19th Century, when the city entered into agreements with the American Museum of Natu-
ral History and the Metropolitan Museum of Art to contribute land and construct buildings to
house their collections. Sate legislation authorized the city to allocate annual sums for mainte-
nance of the city-owned facilities, and private, nonprofit corporations were chartered to collect
and organize the art objects. City Department of Cultural Affairs grants pay recipient institu-
tions’ energy bills and other operating costs including security and maintenance, administration,
education programs, and capital improvements Institutions may also receive grants from other
city agencies and from New York State.

While the relationship between the city governmentsanak institutions is more than a century
old, several small cultural institutions obtained city funding in the early 1980s. The most recent
additions have been minority oriented institutions.

Department of Cultural Affairs staff members attend board meetings of city funded institutions,
serve as liaison between the cultural community and governmental agencies, and monitor the op-
erations and programs of the funded institutions. Other units of the department provide funds for
capital improvements and maintenance at cultural institutions and other organizations housed in
city-owned buildings, provide program funding in the form of public service contracts that en-
able the arts community to provide cultural experiences throughout the city, and assist the cul-
tural community in obtaining affordable living, working, and performance space. Numerous

other programs include a unique effort that directs tax deductible contributions of used and ex-
cess property (office furniture, construction materials, pianos, telephone equipment, computers,
vehicles, fabric, video tapes, air conditioners, etc.) to nonprofit cultural organizations.

Boston: Reimbursement for Services

The museums and symphony in Boston are private, nonprofit institutions which receive no direct
city support except tax exemption. This (lack of) relationship goes back to the 1850s, when the
art museum was founded. At that time, the city offered support but leaders of the art institute,
who wanted no city government interference, rejected the offer.

Article 46, Section 2, of the Articles of Amendment to the Massachusetts State Constitution
contains a prohibition on direct grants to private organizations.

Sec. 2. No grant, appropriation or use of public money or property or loan of
credit shall be made or authorized by the commonwealth or any political subdivi-
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sion thereof for the purpose of founding, maintaining or aiding any infirmary,
hospital, institution, primary or secondary school, or charitable or religious under-
taking which is not publicly owned and under the exclusive control, order and su-
pervision of public officers or public agents authorized by the commonwealth or
federal authority or both, except that appropriations may be made for the mainte-
nance and support of the Soldiers’ Home in Massachusetts and for free public li-
braries in any city or town, and to carry out legal obligations, if any, already en-
tered into; and no such grant, appropriation or use of public money or property or
loan of public credit shall be made for the purpose of founding, maintaining or
aiding any church, religious denomination or society. Nothing herein contained
shall be construed to prevent the commonwealth from making grants-in-aid to
private educational institutions or to students or parents or guardians of students
attending such institutions.

In order to circumvent this prohibition, public subsidies to cultural organizations take the form of
reimbursements for services. The cultural organizations are required to spend their own money
first (small organizations may have to borrow from private lending institutions) and apply for
reimbursement.

Grants which subsidized visits of school children to the symphony and museums were eliminated
in the first year of the state’s fiscal crisis; some have since been reinstituted.

The Regional Metropolitan District, an agency of Massachusetts state government, ran two zoos
one of which is in Boston, but those have within the last year been turned over to private man-
agement (the state continues to own the facilities). The zoos still get a significant portion of their
appropriations from the state, but private management allows them to avoid civil service restric-
tions and provides more leeway for obtaining private support.

Portland: Metropolitan Cooperation

In Portland, Oregon, the zoo, basketball coliseum, and convention center are the responsibility of
the Metropolitan Services District, which is also responsible for growth control, solid waste and
recycling, and transportation and water quality planning. The “Metro” covers parts of three
counties and is governed by an elected executive officer and 12-member elected council. Reve-
nues are derived entirely from various charges for service, mostly tipping fees at landfills.

Portland’s Metropolitan Arts Commission, established in 1973, is by its charter 60 percent funded
by the City of Portland and 40 percent funded by the county, and is charged with “furthering the
development of arts in Portland and Multnomah County and with increasing the availability of arts
to the public.” The 16-member commission (ten appointed by the mayor and six appointed by the
county chair) submits its budget request to both the city and county. The total fiscal 1993 budget
should be about $1.3 million, of which $650,000 will be distributed to 17 eligible major and mid-
sized cultural institutions (these organizations have applied and been approved for participation in
this program). These distributions are proportional to the eligible income of the participating or-
ganizations, which vary in size from the symphony’s $7.4 million, to about $67,000. The com-
mission also depends on panels to allocate project grants to small arts organizations, and provides
technical assistance grants to individuals and small arts organizations.
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Philadelphia Museum of Art: Split Responsibility

The City of Philadelphia owns the land and buildings of the Philadelphia Museum of Art, but the
art collection and operation of the museum were transferred by city council resolution to a pri-
vate nonprofit corporation in the 1920s. Because it owns the land and buildings, the city pro-
vides city employees for security, custodial, and building maintenance purposes, annually pro-
vides $1 million to $2 million for capital improvements and major repairs (the city manages
these projects), pays for utility costs, and contributes $400,000 annually for other building op-
erations costs. The 501(c)3 corporation that operates the museum is headed by a self perpetuat-
ing board of trustees, to which both the president and director report. The president manages
administrative, financial, and personnel operations; the director manages museum curatorial
functions. Although the governor of Pennsylvania and the mayor of Philadelphia are honorary
trustees, there is no other formal or informal arrangement for city involvement in the operations
that are under the auspices of the private corporation.

The Philadelphia Cultural Alliance created the Philadelphia Cultural Trust to replace “Class 500"
grants made by the city to cultural organizations. The city process had been considered politi-
cized, and was discontinued several years ago as a result of city fiscal problems. The trust re-
ceived $40,000, half of the profit from the mayor’s inaugural ball (the other half went to benefit
AIDS).

The Chicago Park District and Cook County Forest Preserve District

An 1893 lllinois law granted park districts that had populations over 500,000 and that included
museums or aquariums, authorization to levy a tax of up to $1.50 per $1,000 of the full, fair cash
value of property in the district (the tax limit was set at $0.30 per $1,000 in park districts of less
than 500,000 population). The proceeds of that tax were “for the purpose of establishing, acquir-
ing, completing, erecting, enlarging, ornamenting, building, rebuilding, rehabilitating, improv-

ing, operating, maintaining and caring for such aquarium and museum or museums and the
buildings and grounds thereof.”

The Chicago Park District, established in 1934, combined 22 separate park districts into a single
entity. It retained the right to impose a property tax of $1.50 per $1,000 for support of aquariums
and museums, and received new authorization to impose up to $6.60 per $1,000 for general pur-
poses, plus other rates for specific purposes. Total revenues are now about $220 million, of
which 75 percent are tax revenues and 25 percent are earned income. The park district is
authorized to issue unlimited tax bonds, generally with voter approval, but in 1985, the state law
was amended to allow the district to issue $58 million in bonds without voter approval.

The district is administered by the Chicago Park District Commission, composed of eight mem-
bers appointed by the mayor to five-year terms. The commission may issue ordinances, orders,
and resolutions.

The Chicago Park District had about 3,500 permanent, full-time employees, and about 7,000 total
employees at the height of the summer season. Employees of the district are civil servants. Em-
ployees of the aquarium and museums supported by the district are not employees of the district.

The Chicago Park District operates one of the largest municipal park systems in the world, with
560 parks, 253 field houses (recreation centers), nine harbors, and six golf courses on 7,309 acres
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of land including about 25 miles of property fronting Lake Michigan. The 1991 actual operating
revenues and expenditures were about $141 million; total long term debt outstanding was about
$302 million.

The district passes through $36 million of tax collections from the aquarium and museum levy to
nine major, private, nonprofit cultural institutions: Art Institute of Chicago; Museum of Science
and industry ; Field Museum of Natural History; Alder Planetarium; Shedd Aquarium; Chicago
Academy of Science; Chicago Historical Society; DuSable Museum; and Puerto Rican Museum.
Each of these institutions also conducts independent fund raising activities.

lllinois law also allows the creation of forest preserve districts; a separate act governs those dis-
tricts in counties of more than three million population. The county board of commissioners is

the forest preserve district board. Forest preserve districts such as the Forest Preserve District of
Cook County may acquire

lands containing one or more natural forests or parts thereof or land or lands con-
necting such forests or parts thereof,, or land capable of being forested, for the
purpose of protecting and preserving the flora, fauna, and scenic beauties with
such district, and to restore, restock, protect and preserve the natural forests and
such lands together with their flora and fauna, as nearly as may be, in their natural
state and condition, for the purpose of the education, pleasure, and recreation of
the public.

The forest preserve district may levy taxes for general corporate purposes of up to $0.60 per
$1,000 of the value of property in the district. Additional taxes of up to $0.21 per $1,000 may be
levied for constructing, restoring, reconditioning, and reconstructing improvements and for the
development of the forests and lands. These districts may operate zoological parks, for which
they may levy an operating tax not to exceed $0.35 per $1,000, and botanical gardens, for which
they may levy an operating tax not to exceed $0.15 per $1,000.

Montana: County Option Museum Tax and State Cultural Trust

The Yellowstone Art Center and three other smaller museums in Billings, Montana, are sup-
ported in part through the proceeds from an optional county museum tax. The state statute that
originally allowed imposition of one-half mill for county-owned museums, and now allows the
county commission to impose, without voter approval, a property tax levy of up to $2.00 per
$1,000 for a variety of cultural facilities that are owned by a county, a municipality, or a private,
nonprofit organization, has been in effect since 1945.

The Yellowstone Art Center is located in a county-owned former library building on county

land, which the county is in the process of transferring to the museum. The art center is not a
county government function, but five of the 18 trustees are appointed by the county commission,
and the county distribution of museum support millage has funded about ten percent of the mu-
seum’s annual operating budget (current county funding is $74,270 of the $680,000 operating
budget) ever since the art center opened in 1964. The county commission determines the rate of
the levy (currently seven-eighths of a mill),, as well as the distribution of the proceeds among the
four museums. The distribution is not based on the size of the various museums, budgets, but
seems to attempt to compensate those facilities that are less successful in raising funds from
other sources.
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In 1979, the State of Montana created the Cultural Trust an endowment of $6.2 million built
from a surtax on coal mined in the state. The earnings from the endowment provide funding for
projects recommended by an arts review panel. Grants are appropriated by the state legislature
to underwrite special projects, provide operational support, support capital expenditures, and of-
fer challenge grants for endowment development.

San Francisco: Museums as Part of City Government

In San Francisco the Asian Art Museum of San Francisco is a separate department of the city-
county government pursuant to an agreement with Avery Brundage, whose personal Asian art
collection formed the basis of the museum. The bequest of art objects to the city/county was
made with the understanding that the government would support the museum. As a city/county
department, the Asian Art Museum must compete with other departments in the budget process
for general fund appropriations. The nonprofit Asian Art Foundation provides about two-thirds
of the budget of the museum from private sources; all special exhibits are privately financed.

The Fine Arts Museums of San Francisco comprise another department of the City and County
of San Francisco and are also supported out of the general funds of the city. and the zoological
gardens and the arboretum are part of the recreation and parks department of the city and county
of San Francisco.

Summary of Lessons from Other Cities

There are several characteristics of solutions developed in other cities that are meaningful and
potentially applicable in southeast Michigan. Among those that deserve special attention are re-
gional tax districts for the support of cultural institutions; consolidated fund raising; city reten-
tion of ownership of the physical assets of cultural institutions combined with private operation;
grandfathering the members of governing boards of cultural institutions into new structures; and
dedication of part of cultural funding resources for the support of medium sized and smaller
cultural institutions.
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CHAPTER IV
THE PRIVATE SUPPORT OPTIONS

“Privatization” can refer to either of two strategies: contracting out and load shedding. Con-
tracting out involves government contracting with a nongovernment entity to provide a service
that government employees had previoysyformed. Load shedding refers to the elimination

by a government unit of a tax supported function, which the private or nonprofit sector may or
may not assume. Privatization does not require selling city-owned facilities to private investors.
Rather, privatization may describe the process of assigning responsibility for raising operating
funds and for operating facilities and programs to a private nonprofit organization. Privatization
could be accomplished by assigning fund raising and operating responsibility to existing friends
and founders societies or by contracting with a low bidder in a competitive process.

Government ownership, funding, and operation of cultural institutions theoretically insures that
those facilities will be available and responsive to the public. Modification or elimination of the
government role raises issues of accessibility and accountability,, but limitations on government
resources may force an examination of privatization options. On a more basic level, there are
those who question whether arts and cultural facilities and services should be financed with
revenues raised by taxation. This argument is based on a definition of the proper role of gov-
ernment that limits government to functions immediately related to public safety, health, and
education. Limitations on existing governmental resources and demands that those resources be
used for services essential to the protection of life, liberty, and property, focus attention on the
privatization options.

Arguments for tax support of cultural institutions were presented in Chapter V. There are also
arguments in favor of privatization of cultural institutions. Those who reject the appropriateness
of government support for cultural facilities may assert that public support for the arts and cul-
ture requires a transfer of income in the wrong direction, from poor and average taxpayers to
wealthy museum and concert patrons. They may also justify their position by asserting that de-
pendence on taxpayers’ dollars and government appropriations affects the quality, originality,
and subject matter of artists and organizations that compete for that support. They may question
the allocation process that provides public funds to various organizations and individuals, and
they may refer to art that is incomprehensible or offensive to the average taxpayer who is forced
to pay for it. Allocation of any tax dollars to the arts and cultural institutions, or use of tax dol-
lars to fund particular projects, especially those that are sexually explicit or that are offensive to
established religious or moral beliefs, are challenged as an abuse of government by some taxpay-
ers. Opponents of public funding may assert that funding has been more responsive to a narrow
special interest group (e.g., the elitist arts community), than to the mass of citizens from whom
the taxes were extracted.

Provision of Service v Production of Service

The conceptual difference between provision of public services and production of those services
is basic to this analysis. Provision refers to the determination of which goods and services to
provide, the source and amount of revenues, and the quantity and quality of service. Production
refers to the utilization of resources to make goods or services. A unit of government may insure
the provision of a service that is produced by an independent, for profit or nonprofit entity, re-
gardless of whether that, government provides tax support. Privatization of city-owned cultural
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institutions could involve the city government retaining ownership of facilities and contracting
with private, nonprofit organizations to operate those facilities.

Competition and Profits

For profit and nonprofit organizations may provide services more efficiently and effectively,
without the coercive basis of taxation, and without the censorship controversy that attaches to
public funding.

For profit organizations must deliver those goods and services for which people will pay more
than the cost of production, forcing for profit organizations to be responsive to what people need
and want and also forcing them to develop efficient ways of providing the desired products and
services. For profit organizations can produce very sophisticated goods and services for the most
highly educated and discriminating consumers, but generally the amount of these very fine goods
and services produced will not exceed the willingness and ability of people to purchase them.

The most vociferous proponents of privatization would argue that “highbrow” art and music

should compete in the marketplace with other forms of entertainment, and would emphasize that
some of those other forms are very profitable.

The Nonprofit Sector

Nonprofit organizations, which may be commercial or donative, serve a public purpose and fill
the niche between for profit and government providers. Nonprofit organizations, whether chari-
table, religious, scientific, literary, or educational* are classified under section 501(c)3 of the
federal tax code. The government provides an indirect subsidy by exempting these organizations
from paying some or all taxes. While nonprofits may generate a surplus of revenues over ex-
penses, they may not distribute profits to owners. They may receive donations from and enter
into contracts with governmental units.

The largest nonprofit sectors are hospitals and social services, but many museums, libraries, and
other cultural institutions are also included in the nonprofit sector. The most recent data avail-
able indicate that the percentage of nonprofit employment in museums and libraries in Michigan
is less that that of the United States as a whole. This may well be due to the fact that in our state,
a larger proportion of museums and libraries are government institutions. According to Bureau

of the Census data, in 1990 Michigan had 69 nonprofit museum organizations including art gal-
leries; historical, educational, and cultural attractions; arboreta; zoological and botanical gardens
(Standard Industrial Classification 84) employing a total of 1,959 people. Most of these estab-
lishments were very small: 25 reported from one to four employees and another 14 reported from
five to nine employees.

A Non-Profit Cultural Organizations Needs Assessment Survey prepared for Concerned Citizens

for the Arts in Michigan by Market Opinion Research in September 1990 reported the results of a
mail survey sent to 1,325 “nonprofit” cultural organizations in Michigan (the survey included or-
ganizations owned by governments). Survey recipients included 378 public libraries; 171 histori-

cal museums: societies, or houses; 109 historic preservation organizations; 75 theater arts organi-
zations; 68 art museums, galleries, or centers; 87 symphonies or orchestras; 63 arts councils; seven
zoological parks; 28 dance organizations; and 34 chorale, choir, or chamber organizations. Of the
387 survey respondents, at least 54 percent are owned by a unit of government and presumably re-
ceive some tax support. Another 44 percent are private nonprofit 501(c)3 organizations.
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That needs assessment survey reported total capital needs of $824.0 million and total endowment
needs of $313.6 million (total capital and endowment of $1,137.6 million) for the 29 percent of
surveyed organizations that responded, for the five-year period following the survey. There may
be some questions as to the definition of “need” in needs assessment surveys and as to whether
such a survey also measures unjustifiable expansion goals and unrealistic targets.

Independent, Nonprofit Status for City of Detroit Cultural Institutions

Public support in the form of budget appropriations has been aggressively sought by many cul-
tural organizations in Michigan, for understandable reasons. But as essential needs compete for
limited public resources, total independence for those cultural institutional including those that
are now part of city government, should be explored.

The use of tax revenues to support cultural institutions may have insulated those tax supported
institutions from the necessity to be responsive to public needs and desires, and from the need to
raise money independently. User fees, contributions, and endowments are critical bases of sup-
port for nonprofit organizations.

The fact that a cultural institution is organized as a public entity may lead potential donors to ex-
pect that tax support will be made available as needed, and to blame public officials when needs
go unmet. Reorganization as a private, nonprofit institution may convince potential donors that
tax support is not available and that their contributions are necessary to insure survival. It may
also be true that potential donors do not believe that contributions to publicly operated organiza-
tions are used as efficiently and effectively as those made to private organizations. It is probable
that private fund raising activities are not generally emphasized as much in publicly supported
institutions (although very significant efforts may be expended in the governmental budget allo-
cation process), and that reorganization would force fund raising, and activities to support fund
raising, to a much higher priority. Private, nonprofit cultural institutions that fail to obtain suffi-
cient support from user fees and contributions cannot survive.

User FeesSupport for user fees is based on the proposition that those who receive the benefit
should pay the price. In the public sector, dependence on user fees where possible allows scarce
tax dollars to be reserved for essential services that cannot possibly pay their own way. Depend-
ence on user fees also helps insure that services will be developed only when demand warrants.
Fees are especially valuable when there might be significant waste if the product or service were
furnished without a charge. Reliance on user fees is confined to areas where the use of the prod-
uct or service can be measured and where collection is not too difficult.

It is unrealistic to assert that complete reliance on user fees is a viable option for all cultural insti-
tutions. The Association of Art Museum Directors 1992 Statistical Survey reports that total op-
erating expenses per visitor at the Detroit Institute of Arts was over $37. User fees set to capture
that amount would virtually eliminate attendance. The growth in the DIA budget from a $5 mil-
lion level in the mid-1970s to the $25 million to $35 million level in the mid-1980s was fueled by
state appropriations and the increase in Founders Society contributions. It may be possible to op-
erate the museum on a much reduced budget (the Arts Department city budget for 1991-92 was
$29.4 million, of which $20.1 million was for operations; the 1992-93 budget is only $11.7 mil-
lion). This would increase the probability that user fees could offset a larger proportion of costs.
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The budget for the Zoological Department declined from $12.5 million ($8.3 million for opera-
tions) in 1991-92 to $9.8 million ($8.1 million for operations) in 1992-93, and budgeted revenues
from admission fees and other earned income were increased from $3.7 million to $4.6 million.
In contrast, the 1992-93 Historical Department budget projects that only $25,000 will be re-
ceived in user fees to offset the department’s $3.4 million of costs.

Non-governmental cultural organizations are much more dependent on admission fees, forcing
those organizations to consider carefully the commercial effects of their programs. Private, non-
profit institutions such as Henry Ford Museum and Greenfield Village and Cranbrook earn 60
percent to 70 percent of their revenues from operations. This dependence on operating receipts
insures responsiveness and accountability, qualities that may be less pronounced in public, and
especially in bureaucratic, organizations.

User fees seem fair, and every effort should be made to improve the proportion of cultural insti-
tutions’ expenditures that are offset by earned income. But user fees also limit accessibility to
those who are unable to afford the cost. Social utility and indirect economic benefits may de-
mand that a product or service be supported by other private or public resources.

Contributions The value individuals place on cultural activities may lead them to provide volun-
tary support for selected organizations. An institutionalized approach to securing voluntary contri-
butions to city government cultural institutions is provided by founders and friends societies.

Contributions of the Founders Society to the operations of the DIA are “off budget,” so neither
the city budget nor the annual financial report reflect the totality of activity at the art institute.

It is interesting to note that for the DIA, Founders Society support has been a more dependable
source of revenues than have city general fund contributions, which were substantially reduced
when state equity grants were obtained, and have exceeded the city contribution every year since
1977.
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Table 16
Detroit Institute of Arts
Revenues Other than Gifts of Works of Art and Sale of Bonds

Fiscal DIA State Founders DIA City

Year Revenues Appropriation Contribution*  Income  Contribution
1973 $ 2,456,902 $ 807,895 $ 285984 $ 1,363,043
1974 4,024,416 $ 25,000 1,609,772 472,332 1,917,312
1975** 4,833,096 147,880 1,533,000 513,000 2,163,216
1976** 5,639,998 680,000 1,512,504 681,158 2,422,305
1977 5,659,751 3,500,000 1,228,448 583,500 347,803
1978 6,864,000 4,349,000 1,440,000 676,000 399,000
1979 11,810,800 7,100,000 4,219,000 423,000 68,800
1980 17,266,900 10,035,000 7,100,100 63,000 68,800
1981 21,041,200 10,535,000 10,387,400 50,000 68,800
1982 19,030,400 12,435,000 6,486,600 40,000 68,800
1983 21,988,900 14,748,000 7,132,100 40,000 68,800
1984 24,522,100 16,048,000 8,392,800 12,500 68,800
1985 24,548,500 16,048,000 6,806,900 1,624,800 68,800
1986 26,403,300 16,048,000 7,093,400 2,461,900 800,000
1987 28,582,643 16,248,000 10,537,906 1,296,737 500,000
1988 27,581,996 16,326,000 9,345,935 1,409,461 500,000
1989 35,933,976 16,448,000 17,469,003 1,516,973 500,000
1990 34,162,331 16,030,800 15,901,795 1,723,736 500,000
1991 30,771,871 13,611,383 14,150,541 2,509,947 500,000
1992 26,903,847 9,648,800 15,634,880 1,120,167 500,000
1993 26,548,600 9,648,800 15,643,900 855,900 400,000

* Founders Society contribution excludes gifts of works of art.
**Eederal CETA Grants provided $476,000 in FY 1975 and $344,031 in FY 1976.

Source: Economic Growth Council of Detroit Agenda of December 16, 1977; Senate Fiscal
Agency, 1989 Statistical Report; Senate Fiscal Agency, 1992 Statistical Report

In four of the last five years, Founders Society contributions to endowments, restricted funds,
and operating revenues were larger than the annual state grants. Total Founders Society contri-
butions are categorized as follows:

Table 17

Founders Society Contributions to the DIA
Fiscal Total Additions to Additions to Operating Gifts
Year Contributions Endowments Restricted Funds Revenues of Art
1987 $11,399,663 $ 297,456 $6,661,953 $3,578,497 $ 861,757
1988 10,280,660 992,611 4,202,747 4,150,577 934,725
1989 25,898,763 4,299,489 7,746,424 5,423,090 8,429,760
1990 16,449,438 4,388,947 6,435,577 5,077,271 547,643
1991 14,356,716 2,616,927 5,674,965 5,858,649 206,175
1992 30,838,695 1,013,821 6,516,887 8,104,172 15,203,815
1993 16,143,900 1,000,000 5,000,000 9,643,900 500,000

Source: Senate Fiscal Agency, 1992 Statistical Report.
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Other regional cultural institutions have not been nearly as successful at obtaining voluntary
support such as the Detroit Institute of Arts. Leaders of the DIA believe that still more voluntary
support is necessary, but the record of Founders Society contributions demonstrates that very
substantial voluntary support exists and that donations are and have been an important source of
operating and capital funds. It is assumed that founders and friends groups will continue to pro-
vide critical voluntary support to individual cultural institutions and organizations. While the

total dollar amount is somewhat less, the DIA has been able to raise nearly half of its operating
budget from gifts and private grants.

Consolidated Fund Raising The reduced state and city support for cultural institutions has

served to intensify the pressure on private donors to increase their support and to extend that
support to more potential recipients. Similar pressure is being exerted by social welfare agencies
and other nonprofit organizations. This has brought into sharper focus a phenomenon that has
been referred to as a “cultural civil war” in which the strongest cultural institutions seek to insure
their own survival. This is sometimes done at the expense of other institutions that have less
powerful or influential patrons. Increasing the emphasis on fund raising activities by individual
institutions is inevitable, but alternate ways of structuring this support should also be considered.
One way to relieve pressure on donors and to protect a range of cultural institutions is to consoli-
date fund raising efforts.

According to an article in The Chronicle of Philanthropy (“Raising More by Getting Rid of Fund
Raisers,” May 5, 1992), at least 64 communities have fund raising coalitions for the arts. These
coalitions appear to be patterned after the United Way approach. At least one of those coalitions
prohibits its members from raising operating funds independently: the United Arts Fund of Cen-
tral Florida consolidated development operations of member organizations to create a more cost
effective fund raising structure, but member organizations are required to raise a portion of the
donations that support the consolidated fund.

The amounts raised by united arts funds in 1991 do not appear to be in the range needed to fully
substitute for public cultural funding in southeast Michigan. The largest amount of collections
reported was $16.3 million by the Music Center of Los Angeles County; second was $6.3 million
in Milwaukee; third was $5.3 million by Lincoln Center. Service reductions, retention of exist-

ing tax support, or development of new tax support would probably be necessary if efforts in
metropolitan Detroit were not significantly more productive. Nonetheless, a united arts fund for
southeast Michigan cultural institutions could be explored.

This effort could consolidate fund raising staffs from member organizations; conduct an annual
campaign; accept corporate,, foundation, and individual contributions (including payroll deduc-
tions); assist member organizations to use resources wisely and well; foster communication
among cultural institutions; and relieve donor individuals and corporations of the responsibility
of selecting among competing cultural organizations. The allocation of donations made to the
united arts fund among member organizations could be based on determinations of need, a pre-
established formula, attendance, organizations’ ability to generate other income, or some combi-
nation of methods.

It should be noted that a consolidated fund raising strategy may weaken the bonds between indi-
vidual donors and the specific art forms that are important to those individuals, and thereby dimin-
ish the emotional rewards of contributing. It would therefore appear reasonable to allow participat-
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ing cultural institutions to continue contacts between staff and major donors, and to allow those
individuals, foundations, and corporations that have a preference to target their donations.

This approach would compete with fund raising for social service and other agencies, and might
be opposed by them as well as by those cultural institutions that are most successful at obtaining
private support. However, a united arts fund strategy does emphasize the similarities between
arts organizations and social service organizations in terms of their claims on tax and philan-
thropic support, and it would allow corporations and other donors to contribute without forcing
them to make difficult choices among possible recipients.

Endowment Funds Revenues that have been invested for the purpose of generating interest in-
come to be used for operations may provide the basis for some stability in annual operations.
Even that stability is relative: fluctuating interest rates affect endowment fund income. Never-
theless, the development of endowment funds is an important objective of most public and non-
profit cultural institutions.

Endowment funds can be created from earned revenues (although few if any local cultural or-
ganizations have sufficient earned revenues relative to costs to allow this option), from donations
(bequests are the traditional source), or from tax revenues (taxpayers and elected officials tradi-
tionally object to paying more tax dollars than are needed for current operations).

Major cultural institutions in this region have exhibited differing abilities to develop endowment
funds. Cranbrook Educational Community has demonstrated that efforts to develop endowment
funding can be successful in southeast Michigan. Of Detroit city government institutions, only
the DIA has had success in developing an endowment fund. Status as a municipal general fund
department may reduce the level of effort to develop endowment funds or may inhibit the suc-
cess of efforts to develop those resources.

Data in Table 18 confirm that art museums with large endowment funds generally receive very
little government support. There are 20 museums in the U.S. that reported endowment funds
larger than the DIA’s in 1992. Eleven of these art museums received no city government sup-
port, five received between $3,000 and $182,000, and four received city government support
ranging from $3.6 million to $9.6 million.

Of the 38 museums that reported current market value of endowment funds over $20 million,
only the DIA received such significant state support, although the Art Institute of Chicago re-
ceived $1.1 million from the State of lllinois. Several cities provided subsidies to art museums
that have large endowment funds the Metropolitan Museum of Art, Art Institute of Chicago,
Philadelphia Museum of Art, Minneapolis Institute of Arts, Fine Arts Museums of San Fran-
cisco, and Brooklyn Museum all received more than $1 million in city support.
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Rank*

Table 18
Art Museums

Endowment

Art Museum Fund Federal
Metropolitan Museum of Art $461.0 $0.1
Cleveland Museum of Art 228.7 0.1
National Gallery of Art 186.0 48.5
Colonial Williamsburg Foundation ~ 185.0 0.1
Boston Museum of Fine Arts 149.4 0.5
Indianapolis Museum of Art 135.2 0.1
Winterthur Museum and Gardens 132.9 0.1
Houston Museum of Fine Arts 122.6 0.3
Art Institute of Chicago 118.5 0.1
Frick Collection 117.7 0.0
Clark Art Institute 106.6 -
Harvard University Art Museums 97.0 0.2
Museum of Modern Art 84.1 0.2
Walker Art Center 78.3 0.8
Huntington Library and Art Gallery 66.5 0.0
Munson-Williams-Proctor Art Institute 65.7 -
Philadelphia Museum of Art 65.6 0.3
Minneapolis Institute of Arts 52.4 0.2
Nelson-Atkins Museum of Art 52.4 0.0
Toledo Museum of Art 52.1 0.2
Detroit Institute of Arts 44.3 0.4
Yale University Art Gallery 39.8 0.1
Cincinnati Art Museum 38.2 0.0
Santa Barbara Museum of Art 36.4 0.2
Pierpont Morgan Library 36.1 0.1
Wadsworth Atheneum 35.6 -
Fine Arts Museums of San Francisco 34.9 0.3
Walters Art Gallery 32.8 0.3
Modern Art Museum of Fort Worth 31.8 -
Los Angeles County Museum of Art  31.4 0.6
Isabella-Stewart Gardner Museum 311 -
Brooklyn Museum 27.9 0.4
Dallas Museum of Art 27.3 0.1
Albright-Knox Art Gallery 26.8 0.1
Museum of Contemporary Art 26.7 0.3
San Diego Museum of Art 25.0 -
Honolulu Academy of Arts 24.4 0.1
Worcester Art Museum 20.8 0.0

*By current market value of endowment fund.

Current Market Value of Endowment Fund and Government Support: 1991
(Dollars in Millions)

Government Support

State
$0.7
0.3

0.1
0.2

0.0
11

0.6
0.2
0.3
0.4
0.2
0.2
13.4
0.0
0.2
0.1
0.1
0.2
0.2
0.1
0.0
0.6
0.0
0.1
0.1
0.0
0.1

County
$ -

Source: The Association of Art Museum Directors, 1992 Statistical Survey.
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It has been suggested that the DIA could sell part of its collection and use the revenues to enlarge
its endowment fund. The sale of items deaccessioned from museum collections is not uncom-
mon; receipts are used to purchase other items for the collection. The sale of art assets for any
purpose other than reinvesting in the collection is considered unacceptable in the museum com-
munity. However, the sale of art assets to enlarge the endowment fund, proceeds from which
could insure the survival of the institution, is a possibility.

Other Detroit based cultural institutions that are not part of city government also have relatively
small endowment funds. At August 31, 1991, the Detroit Symphony Orchestra Hall, Inc. re-
ported the balance in its endowment fund as $19.2 million, substantially below levels for compa-
rable orchestras.

A proposal has been developed by an arts advocacy group and a conservation club that would
raise taxes on tobacco, beer, wine, and perhaps liquor, and dedicate 40 percent of the revenues to
the Michigan Council for Arts and Cultural Affairs (MCACA) and 40 percent to the Parks Divi-

sion of the state Department of Natural Resources. The remaining 20 percent of the new reve-
nues would create an endowment fund, interest from which would be used to support the Michi-
gan Council for Arts and Cultural Affairs and the Parks Division of the Department of Natural
Resources.

Another proposal would establish a voluntary state income tax check off, proceeds from which
would flow either to MCACA for administration and grants or to an arts endowment fund.

There are some dangers associated with placing an arts and cultural endowment fund in state
government. Borrowing from the fund for other, more essential state services would be very
tempting, especially during times of financial distress. The possibility could also exist that dis-
tributions from the fund might be based on political considerations.

It can be argued that the development of endowment funds for cultural organizations should be
the responsibility of those organizations or of a voluntary united cultural fund raising effort. In
these ways the principal and interest can be protected for the purposes intended by donors and
voters.

It is likely that endowment funds will continue to come from the private sector. Private sector
leadership and education of potential donors must become more effective if endowment funds
are to play an increasing role in supporting local arts and cultural institutions.
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CHAPTER V
OTHER GOVERNMENTAL SUPPORT OPTIONS FOR SOUTHEAST MICHIGAN

The civic infrastructure of a community is defined in large part by the cultural institutions that

the community, through individual and group effort, has established and nurtured. Cultural insti-
tutions help to define the history, values, dreams, and aspirations of the larger community and
are part of the broader-educational and recreational complex that serves both adults and children
are a rallying point for the social and civic leadership and an economic and promotional asset for
the community. Cultural institutions nourish the spirit, satisfy the soul, and stimulate the imagi-
nation.

Those who support the use of tax funding for cultural institutions argue that art and culture are so
important to the quality of life that government funding is necessary, appropriate and responsi-
ble. Arts advocates assert that museums and arts programs are an important part of community
development efforts and cultural institutions have been developing outreach programs to serve
school, inner city, and rural audiences to broaden their base of support. Economic impact studies
have been commissioned to demonstrate the value of arts institutes, museums, symphonies, and
other institutions.

Arts advocates have had considerable success in persuading Detroit and Michigan elected offi-
cials to use public resources to support the arts and cultural institutions but both the city and the
state are struggling with structural imbalances in their budgets, forcing them to refocus re-
sources. Cultural funding has not been high on their list of relative priorities. There are other
levels of governments, and other sources of public funding, that could be considered.

Wayne County Funding

Transfer of facilities and responsibilities from the central city to the county enlarges the tax base
supporting those facilities and responsibilities; in 1992, the SEV of Detroit was $5.7 billion, less
than one quarter of the $25.8 billion SEV of Wayne County. In 1968, air pollution control was
transferred from the city government to Wayne County; in 1975, tuberculosis control was trans-
ferred from the city to the county.

The Association of Art Museum Directors’ 1992 Statistical Survey lists 41 art museums that re-
ported county government support. The four museums that each received over $1 million from
county government were county or city/county museums (Los Angeles, St. Louis, Denver, and
San Francisco). Eleven art museums reported receiving between $100,000 and $1 million from
county sources, and 26 received less than $100,000.

Under a charter form of government with an elected county executive Wayne County govern-
ment has resolved many of the problems that plagued it prior to 1980. The county’s November
30, 1991 Comprehensive Annual Financial Report indicated a $6 million unreserved, undesig-
nated general fund balance. The county government has undertaken the expansion of Detroit
Metropolitan Airport, is considering constructing a new baseball stadium, and has taken an ac-
tive roll in other economic development efforts.

The county commission could allocate arts funding in various ways: an appropriation from the
county’s general fund to Detroit to support city-owned cultural facilities; a contract between the
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county and city whereby the county reimbursed the city for out-county residents who utilized
city cultural institutions; an agreement among the city, county, and state to use taxes on part of
the growth in county SEV to replace declining state support for city facilities; transfer of owner-
ship of cultural institutions from the city to the county; or transfer of operations from the city to
the county, with the city retaining ownership. The county commission could also set aside
county funds for a grant program for independent, nonprofit arts organizations. Another poten-
tial financing strategy could force institutions to cover operating costs from fees and donations,
but would finance capital costs from county bond issues approved by county voters.

City-County Consolidation Shifting the burden of supporting cultural institutions to the county

to take advantage of an expanded tax base introduces a larger issue. Traditional city/counties
include Baltimore, Denver, New Orleans, New York, Philadelphia, St. Louis, San Francisco, and
Boston. One of the ways fiscally distressed central cities have enlarged their tax base is through
consolidation, the merger of the general government units within a county. Recent consolida-
tions have occurred in Athens and Clark County, Georgia; Lynchburg and Moore County, Ten-
nessee; and Indianapolis and Marion County, Indiana.

In Wayne County, more attention has historically been paid to city-county separation than to the
possibility of consolidation (see City-County Separation: Detroit and Wayne County , a report
(#261) to the Wayne County Efficiency Task Force by Citizens Research Council dated March
1980). Because of differences in the racial composition of the city and the rest of the county,
consolidation would have major implications for minority voting power, and could violate the
federal Voting Rights Act.

One rationale for city county consolidation assumes that the county is the dominant, identifiable
economic entity, which is not the case in southeast Michigan. An examination of regional trends
in population, employment, income, and property tax base reveals that Wayne County has re-
tained economic activity better than the city, but has not experienced the kind of growth that has
occurred in Oakland and Macomb Counties.

Table 19 reflects the changes in population, employment, income, and property tax base in the
three-county region. In 1960, Detroit had 44 percent of the population in the three-county area,
but only 26 percent in 1990. In 1960, Detroit had 46 percent of the employment in the three-
county region, and only 19 percent in 1990. The 1960 U.S. Census did not compute per capita
income, but in 1970, Detroit per capita income was 71 percent of that in Oakland County. In
1990, Detroit per capita income was only 45 percent of Oakland County per capita income. De-
troit had 52 percent of the three-county region’s property tax base in 1960, but in 1990, only nine
percent of the region’s SEV was in Detroit.

Wayne County would provide a larger economic base for regional cultural institutions than
would the City of Detroit. Expanding that support base beyond Wayne County to include Oak-
land and Macomb Counties would include the growth that has occurred in those areas.
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Table 19

Economic Indicators in the Three-County Region

Detroit

Remainder Wayne
Oakland

Macomb

Detroit

Remainder Wayne
Oakland

Macomb

Detroit

Remainder Wayne
Oakland

Macomb

Detroit

Remainder Wayne
Oakland

Macomb

1,670,144
996,153

690,259

405,804

612,295
341,664

240,861

133,915

$4,937.4
2,646.5
1,351.8

Population

1960 1970

1,514,063
1,156,305
907,871
626,204

Employment

1960 1970

561,184
437,020

344,320

228,429

Per Capita Income

1960 1970
N/A $3,227
N/A 3,869
N/A 4,515
N/A 3,605

1960 1970
$5,306.3

6,202.9

4,734.0

640.5 2,746.5

1980

1,203,368
1,134,523

1,011,793
694,600

1980

394,707
485,983

467,706

305,242

1980

$6,215
9,085

10,658

8,655

State Equalized Value (inmillions)

1980

$5,211.3
11,398.5

11,645.4
6,588.6

1990

1,027,974
1,083,713

1,083,592
717,400

1990

335,462
508,269

557,134

355,676

1990

$9,443
16,405

21,125

16,187

1990

$5,550.6
18,386.6

25,716.6

12,009.6

Source: Bureau of the Census, various reports; State Tax Commission, various reports.

Tri-County Tax Support
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Efforts could be made to obtain support from Wayne, Oakland, and Macomb County govern-
ments. This support could be in the form of direct grants, intergovernmental contracts, or joint
administration.

County Grants to Cultural Institutions Efforts could be made to persuade the counties sur-
rounding the City of Detroit to allocate general funds to the support of specific cultural institu-
tions. For example, an excellent case could be made for Oakland County support for the main
z00, which is located in Oakland County but clearly serves all of the residents of southeast



Michigan. Oakland County officials should also recognize the importance of the symphony to
the quality of life of Oakland County residents: an estimated 65 to 70 percent of Saturday night
Detroit Symphony Orchestra subscription holders are from Oakland County, and the symphony’s
summer Meadow Brook series has been presented in Oakland County.

Support of the arts by county governments in the region would not require a vote of the people,
but would require that a convincing case be made each year to all of the county governments
whose residents are served by the regional cultural institutions. Grants from various govern-
ments in southeast Michigan could also support a regional arts council that in turn supported
smaller cultural organizations or could create the nucleus of a pool from which grants were made
to smaller arts organizations by county representatives.

Intergovernmental Contracts Regional support could be obtained for cultural institutions that
are part of Detroit city government through the development of intergovernmental contracts be-
tween the city, as provider, and the counties, municipalities, or school districts in this region, as
purchasers. The effect of this strategy would be very similar to the state equity grant which
provided money to Detroit to operate cultural facilities. No new level of government or taxing
authority would be created, and Detroit would retain ownership and control of the facilities.
Money paid to Detroit by counties or other municipalities would come from existing taxing
authority or other revenues, and would be appropriated by the various legislative bodies in rec-
ognition of the cultural and economic value of Detroit cultural facilities. Contracts could contain
performance criteria relating to hours and scope of service, cost controls, programs, and other
matters of importance to other local governments and school districts.

Intergovernmental contracts involving counties in southeast Michigan could form the basis of a
pool from which grants were made to private cultural organizations in recognition of the contri-
bution those organizations make to the quality of life and the economic strength of the region.

Joint Administration Article VII, Section 28, of the present state Constitution allows joint ad-
ministration by local units of government of functions or powers which each would have the
authority to perform separately.

The legislature by general law shall authorize two or more counties, townships,
cities, villages or districts, or any combination thereof among other things to: en-
ter into contractual undertakings or agreements with one another or with the state
or with any combination thereof for the joint administration of any of the func-
tions or powers which each would have the power to perform separately; share the
costs and responsibilities of functions and services with one another or with the
state or with any combination thereof which each would have the power to per-
form separately; transfer functions or responsibilities to one another or any com-
bination thereof upon the consent of each unit involved; cooperate with one an-
other and with state government; lend their credit to one another or any
combination thereof as provided by law in connection with any authorized pub-
licly owned undertaking.

A contractual agreement among the City of Detroit and other governmental units in southeast
Michigan to form a cooperative association to support and operate public arts and cultural
amenities could be accomplished without a vote of the people. Cooperative library services have
been provided within the region through such associations. Ownership of these cultural institu-
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tions could, but need not be transferred to the new regional association. The mayor of Detroit,
county executives in Wayne and Oakland, and the chairman of the Macomb County Board of
Commissioners could appoint the board or commission of the cultural district association, with
the approval of their respective legislative bodies. Representation on the board and financial
contributions could be based on population, SEV, number or proportion of attendance, or some
other measure or combination of measures.

The problem with all of these arrangements, of course, is that the funds transferred by the coun-
ties would come from within their current taxing authority, and would reduce the resources
available for their existing programs and services. At present, it is questionable whether the
majority of residents of any southeast Michigan county would find this shift of existing local re-
sources to support cultural institutions in the City of Detroit acceptable.

Regional Relationships

If tax support of regional cultural institutions is justified, but the existing governmental units are
unable or unwilling to provide adequate funding, then it may be appropriate to consider assign-
ing responsibility for tax support directly to the region. It may be argued that preservation of
these public resources is not the responsibility of Detroit residents only, nor the primary respon-
sibility of state residents outside southeast Michigan, but rather that dedicated support for major
regional cultural institutions should be collected from the geographic area most directly served.
Additionally, a regional solution could well provide a mechanism for providing funding stability
to smaller arts organizations.

This could be accomplished in a number of ways, including a news voter approved tax or reve-
nues from tax base sharing on the growth in state equalized value in the region. Administration,
coordination, or oversight of a regional authority could come from the state; by direct election or
appointment of the governing body that provides service or coordinates those agencies that pro-
vide service; by agreement among existing units of government; through a regional council of
governments that represents all major local units; or some other structure.

Relationship ofthe City and Suburbs Major cultural institutions located in Detroit serve resi-
dents of the southeast Michigan region. In addition, the economic health of the region is tied to
the economic health of Detroit.

A study titled “City and Suburban Growth: Substitutes or Complements?,” written by Richard
Voith and published by the Federal Reserve Bank of Philadelphia in the September-October
1992 edition of Business Review, makes the point that city and suburban growth are complemen-
tary and that decline in central cities is likely to be associated with relatively slow growth in sub-
urbs. Out migration from the central city increases the concentration of lower income people;
increases costs associated with high crime, poor health, and unproductive workers; reduces the
central cities ability to provide basic public services; reduces the availability to businesses of
benefits from having many businesses in close proximity (agglomeration economies); and less-
ens the attractiveness of regional amenities located in the central city.

The short-and long-run consequences of these spillover effects are likely to be
quite different. Initially, city decline is likely to reduce city amenities, providing
further impetus to move to the suburbs. Thus, in the short run, urban decline

might be associated With suburban growth. Spillovers from city decline, how-
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ever, may adversely affect the whole region, causing people and firms to move to
more desirable regions. Eventually, a new equilibrium will be achieved with
lower land prices and fewer people in the metropolitan area. The resultant equi-
librium might be one in which the city is but a fraction of its former size, and the
suburbs, though larger, are smaller than they would have been.

The article addresses the Detroit metropolitan area specifically:

In terms of population growth, the Detroit metropolitan area is not an example of
robust suburban growth coexisting with severe urban decline. In fact, Detroit’s
suburban growth ranked 21st among our sample of 28 Northeast and North Cen-
tral metropolitan areas....Although suburban Detroit income growth was anemic
relative to other suburbs, it was large enough to make the suburbs appear increas-
ingly prosperous when compared with the city of Detroit....We examined em-
ployment growth in cities and suburbs during the period from 1976 to 1986 and
once again found evidence of complementary....Suburban house values tend to
fluctuate with the fortunes of the city....

1977 Economic Growth Council of Detroit Recommendationshere is a sense of deja vu in
this study of the financing of Detroit cultural institutions. The same issues were raised in the
mid-1970s when, as a result of long-term fiscal trends in the city and of a downturn in the local
and national economies, Detroit officials determined that the city could no longer afford to
maintain its previous level of support for cultural departments.

In order to help resolve the city’s financial problems, the mayor appointed a citizens committee
called the Economic Growth Council of Detroit. In December of 1977, the staff of the Economic
Growth Council submitted to their board a series of position papers from the services committee
of the expenditures task force. The services committee of the expenditures task force was
charged with:

1) examining selected services that either may be uniquely provided by the City
of Detroit or that may be benefiting a regional or statewide population; and 2)
determining whether responsibility for financing these services might more ap-
propriately be the responsibility of another level of government (county, regional
authority or state).

The committee’s position papers concerned the financing of the Detroit Institute of Arts, the
Historical Department, Main Library, and the Zoological Park; all of the position papers sought

to justify and recommended formalizing the already significant state financing of those city op-
erations. Position papers stated that the largest proportion of the population served by the insti-
tutions were not city residents, and that these institutions were unique statewide assets. “Annual
State appropriations should be considered as support of a resource with a statewide orientation,
and not viewed as a subsidy to the City of Detroit.” The following statement in the position pa-
per on the DIA is typical of the conclusions drawn for all of the institutions, except the main
historical museum which was “programmatically oriented toward the history of Detroit.”

Total State funding of operational expenses would relieve the City of Detroit of
financial responsibility for operating the DIA, provide the broadest and most se-
cure financial base for the institution, and allow for the greatest possible expan-
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sion of programs and services. This alternative would provide the most complete
recognition of the uniqueness and statewide orientation of the institution and
would fully address equity considerations.

Regional funding of any of the institutions was rejected.

Development of a regional financing plan to cover non-resident costs, however,
may encounter political resistance and financial and administrative impracticali-
ties. Further, this approach would not address use of the institution by outstate
and out-of-state residents.

These Economic Growth Council position papers emphasized the value of the general fixed assets
of the institutions, which had been financed by the City of Detroit and by private donors. The City
of Detroit’s continued provision of the existing physical assets of the institutions to all users was
considered sufficient to justify continued city ownership, control and operation, even though
“continued funding of , operations by the City of Detroit is neither justifiable or equitable.”

There is an assumption inherent in the recommendations that the only way that control and op-
eration could legitimately be transferred from the city would be upon sale at market value of the
physical assets. However, there is nothing to prevent the city from transferring ownership for a
nominal fee to insure that the public--both Detroit residents and non-Detroiters--continue to have
access to amenities located in Detroit. Nor is there any reason why continued city ownership of
physical assets cannot be combined with operation by a private, nonprofit corporation.

In addition, the assertion that it is unfair for the City of Detroit government to support regional
cultural amenities patronized by non-residents ignores the fact that much of Detroit city govern-
ment has been and continues to be funded by people who do not live in the city. In the 1992-93
budget, state revenue sharing and other revenues from the state provide a quarter of the city’s
general fund revenues. Detroit particularly benefits from the state formula for the distribution of
state income and single business taxes to cities, villages, and townships. That relative tax effort
formula insures that Detroit receives about half of the total amount distributed statewide even
though only 11 percent of the states population resides in Detroit. In 1990, $73.9 million of the
municipal income tax was paid by non-residents who worked in the city. State funds and non-
resident income taxes together provide over 30 percent of Detroit city government’s general fund
revenues.

Although Detroit sought and receives financial support for city-owned cultural institutions di-

rectly from the state government, continuation of that support is not assured. In metropolitan ar-
eas across the country the desire to preserve and protect museums, zoos, and other cultural insti-
tutions has led to development of regional solutions.

Special Districts

Special district governments are independent, special purpose government units that are separate
entities and have substantial fiscal and administrative independence, according to the U.S. De-
partment of Commerce, Bureau of the Census. The number of special purpose governments in-
creased by 12 percent from 1987 to 1992, to 33,131. Special districts have been established for a
wide variety of purposes, but over 91 percent perform a single function. The preliminary 1992
Census of Governments reports that there were 1,212 parks and recreation districts and 1,063 li-
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brary districts nationwide. Data is not yet available on the revenue sources of special districts in
1992, but the 1987 data indicated that special districts obtained operating revenues from various
sources and some districts had more than one revenue source.

Table 20
Revenue Sources of Special Function Governments in Percentages: 1987
(Excluding School Districts)

District Wide Property Taxes 38%
Grants, Shared Taxes, Rentals, and
Reimbursements from Other Governments 27

Service Charges and Sales 21
Special Assessments 12
Other Taxes Imposed by the District 2

Source: Bureau of the Census, Census of Governments, Government Organization,
1987.

The primary benefit to be derived from the establishment of a regional authority is the creation of
a structure to deal with regional problems. A number of other areas have established regional
districts to resolve the problem of providing financial support for cultural institutions.

Michigan Constitutional and Statutory Provisions Article VII, Section 27, of the Michigan
Constitution allows the Legislature to authorize regional authorities.

Notwithstanding any other provision of this constitution the legislature may estab-
lish in metropolitan areas additional forms of government or authorities with pow-
ers, duties and jurisdictions as the legislature shall provide. Wherever possible,
such additional forms of government or authorities shall be designed to perform
multipurpose functions rather than a single function.

Michigan statutes currently authorize various kinds of regional authorities. The metropolitan
council act (Public Act 292 of 1989) authorizes two or more local government units in a metro-
politan area of less than one million population to create a metropolitan council. The articles of
incorporation adopted by a metropolitan council may require each participating local government
unit to pay to the council an amount not to exceed 0.2 mills times that unit's SEV. The articles
may also authorize the council, with voter approval, to levy an ad valorem property tax of up to
one-half mill. A metropolitan council organized under PA 292 “may plan, promote, finances is-
sue bonds for, acquire, improve, enlarge, extend, own, construct, replace, or contract for public
improvements and services including , parks, museums, zoos, wildlife sanctuaries, and recrea-
tional facilities.”

The preliminary Census of Governments, Government Organization report for 1992 lists 280
special district governments in Michigan. Although the available 1992 data is not complete, in
1987, 16 of 250 special district governments had authority to impose a property tax. The Michi-
gan Constitution exempts charter authorities from the 15 and 50 mill property tax limits.

Regional authorities generally perform proprietary functions that are protected from competition
by regulation and by the costs to a new producer of entering the market. These proprietary func-
tions include providing water, sewerage, electrical power, transportation, airports, sports arenas
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and stadia, and parks, in contrast to purely governmental functions such as public education, wel-
fare, and public safety. User fees generally play an important but not necessarily exclusive part
in funding proprietary services; regional authorities may have the power to tax, or may be sub-
sidized by general purpose governments.

Some major cultural institutions may be compared to proprietary authorities in their provision of

unique services, the prohibitive costs to a competitor to duplicate the service, and the inability to
rely entirely on user fees. Cultural institutions frequently require the support of one or more pa-

trons-public, private, or both--to insure financial viability.

A City of Detroit Regional Services DepartmentThe Detroit Water and Sewerage Depart-

ment is a de facto regional authority in that it provides regional services and is supported by the
region through user fees. The department is headed by a seven-member board appointed by the
mayor; at least four members must be residents of the city, but up to three members may be non-
residents. The board appoints, with the approval of the mayor, the director and deputy director
of the department. The Water and Sewerage Department is a monopoly that produces an essen-
tial product. Because costs to duplicate the system would be enormous and because state law
allows it, user fees can be set at the level required to insure the integrity of the system.

A strategy might be developed to organize a Regional Services Department of the city, with di-
visions of Water, Sewerage, Transportation, Arts, Zoological, and perhaps Historical and Parks.
This reorganization would require amendment of the city charter. The question of whether there
should be a general charter revision will be submitted to the voters of the City of Detroit at the
general election on November 2, 1993, in compliance with Section 9-403 of the current Charter.

The combination of regional services into one department could expand the funding base of city-
owned cultural institutions. Water and sewer service could be a “cash cow” and rates or sur-
charges might be set at a level sufficient to offset some or all of the cost of operating all Regional
Services Department activities. It should be noted that there is no logical relationship between
the revenue source and the purpose. Water and sewer rate increases used for cultural support
would be, in effect, a regional tax obtained without voter approval. Not every community in
southeast Michigan purchases water and sewerage services from the Detroit department, but the
department does serve approximately 3.8 million people in southeast Michigan. In New York, a
number of regional activities are financed by revenues from the bridges and tunnels.

The city budget for 1992-93 lists water and sewerage revenues from other than sale of bonds and
earnings on investments as $324.4 million. The percentage increases in water and sewerage
charges that would be necessary to fund the entire proposed Regional Services Department
would depend on the number of regional services included and the extent of funding for those
services. In order to generate $26.3 million of additional revenues, equal to the 1992-93 state
equity grants and net tax cost of City of Detroit cultural programs, water and sewerage rates
would have to be increased by about 8.1 percent. Water and sewer rates are not subject to the
city’s current five percent utility users’ excise tax. Suburban communities would be expected to
mount strong opposition to this strategy to develop a multipurpose regional authority controlled

by the City of Detroit and financed by water and sewer users.

Establishment of a New, Independent, Multipurpose Regional DistrictService areas that do
not correspond to traditional city, township, village, or county boundaries justify creating a gov-
ernment organizational structure that matches those service areas to the appropriate financing
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base. Assigning responsibility for all or several regional services and facilities to one regional
authority would limit the complexity that would result from assigning each regional service to a
separate authority, could result in economies of scale, and would simplify issues of accountabil-
ity and responsibility.

A regional services district, separate and distinct from Detroit city government, with responsibil-
ity for public transportation, water and sewerage, major cultural institutions, and any other ap-
propriate regional services and amenities could be established. This multipurpose regional
authority could request voter approval of a regional tax that would supplement user charges and
other revenues to support public transportation* cultural institutions, and other regional services.
Although such a sweeping recommendation is beyond the reach of this more limited analysis it
makes good sense in a region as interrelated and extensive as southeast Michigan.

Communities in southeast Michigan have had very limited success in developing cooperative
approaches to solving regional problems: the Huron Clinton Metropolitan Authority operates
regional parks; the Southeast Michigan Council of Governments provides regional planning and
other functions; and the Detroit Water and Sewerage Department sells its services throughout the
region. Other problems that are regional in nature have proven intractable. There is a regional
transportation agency, the Suburban Mobility Authority for Regional Transit (SMART), and a
separate City of Detroit Department of Transportation (DDOT). Attempts to merge the systems
have not been successful. Indeed, there are many public services that are regional in scope and
impact, and that could logically be assigned to a multipurpose regional authority.

The Existing Regional Parks Authority The Huron Clinton Metropolitan Authority (HCMA)
was approved by the voters in 1940 and organized as a public corporation in 1942, pursuant to a
1939 local act:

to permit the counties of Wayne, Washtenaw, Livingston, Oakland, and Macomb,
or certain of such counties, to join in a metropolitan district for planning, promot-
ing, and/or acquiring, constructing, owning, developing, maintaining and operat-
ing, either within or without their limits, parks, connecting drives, and/or limited
access highways; to provide for the assessment, levy, collection and return of
taxes therefor; to provide for the issuance of revenue bonds....

The act defines parks as

areas of land, with or without water, developed and used for public recreational
purposes, including landscaped tracts, picnic grounds, playgrounds, athletic fields,
camps, foot, bicycle and bridle paths, motor vehicle drives, wildlife sanctuaries,
museums, zoological and botanical gardenfcilities for bathing, boating,

hunting and fishing, as well @aher recreational facilities for the use and

benefit of the public(emphasis added).

The Huron Clinton Metropolitan Authority, which has a 1993 budget of $33.6 million including
$18.0 million of property tax revenue, owns and operates 13 metroparks covering 23,000 acres.
HCMA is governed by a board of commissioners. Each member county board of commissioners
elects one member of the authority commission, and the governor appoints two members of the
authority commission. The authority, which is a special charter authority outside state constitu-
tional tax limitations, may impose a tax rate of not more than one-quarter mill (that rate has been
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rolled back to .2303 mills); those taxes are assessed, levied, collected, and returned as county
taxes.

Significant benefits could be derived from using the existing regional parks authority as the ve-
hicle for providing regional support of major cultural institutions: consistency of general purpose
and resources, economics of scale, an integrated approach to regional recreation and culture is-
sues, better coordination, and a more easily understood structure for voters. The existing multi-
county parks authority is a logical vehicle to use to expand the tax base of support for parks, mu-
seums, and zoological parks currently owned by the City of Detroit, and could also provide
grants for private, nonprofit arts and cultural institutions. The statutory authority for HCMA has
been in place for 50 years, the organization already exists, and Huron Clinton parks are clean,
safe, and well run Some amendment of the statute would be necessary, (composition of the board
could be expanded to include a representative from any city of over 500,000 population; addi-
tional taxing authority would be required) but amendment of an existing statute may be consid-
erably easier than adoption of a new statute to establish a new regional authority. Approval of a
higher tax rate for an existing regional authority may also be more feasible than approval of new
taxing authority for an organization which might be interpreted as having been created primarily
to bail out the City of Detroit, or, from another perspective, to steal the city’s jewels.

The proposal that the Huron Clinton Metropolitan Authority assume management responsibility
for certain City of Detroit parks (particularly Belle Isle) and other facilities is a very old one.

The suggestion has in the past foundered for various reasons: the authority’s requirement that its
existing one quarter mill property tax, be increased; disagreements centering on entrance fees
and the city’s insistence on free access and evening access; as well as the city’s reluctance to re-
linquish control of the “people’s park.”

One objection to HCMA assuming control of facilities other than parks has been that the author-
ity has no experience in operating museums, zoos, or anything other than parks, however, there
is no reason that existing staff of museums, zoos, and other institutions which might be consid-
ered for inclusion in the authority could not continue to provide the daily management and di-
rection of those facilities. Arguing that HCMA should not include the DIA because it manages
no other art museums is as invalid as arguing that the City of Detroit should not include the DIA
because it manages no other art museums.

There is another way to structure HCMA involvement. If required statutory changes and voter ap-
proval for an increase in the HCMA property tax rate or other tax source could be obtained,

HCMA could contract with the City and with the governing boards of other institutions to provide
regional cultural services. HCMA would then collect additional tax revenues from its service dis-
trict and use those revenues to subsidize the operation of city cultural facilities and to subsidize the
symphony and other major cultural institutions. As with other possible structures, a portion of
revenues could be designated for contracts with or grants to smaller arts organizations.

Establishment of a New, Single Purpose Regional AuthorityA new, single purpose, regional
authority could be better focused, have a streamlined administrative structure, be better able to
fix responsibility and to match boundaries to the area served, and be less threatening to existing
local governments than a multipurpose authority. The large number of single purpose districts in
the nation would seem to demonstrate that special purpose, multicounty authorities can constitute
an acceptable financing and/or service delivery system. Although establishing a new regional
agency could prove more expensive than expanding an existing entity, a single purpose authority
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would have the same latitude to operate, provide grant funding, or contract for programs as
would be available for other regional structures. A new regional authority could have only
funding or both funding and operating responsibilities.

HCMA was approved by the voters half a century ago; other attempts to develop regional coop-
eration have met with mixed success. Metro Detroit has not been able to resolve some critical

regional issues, but cultural and arts funding may be the one area where an agreement can be

forged--an opportunity to prove that regional solutions work.

The Issue of Fragmentationlt is appropriate to consider questions of efficiency and the cost
impact of establishing regional authorities which increase the number of governments. Fragmen-
tation of governmental services already exists in southeast Michigan. There are numerous incor-
porated communities within the region: counties overlap cities and townships; intermediate
school districts overlap K-12 school districts; special districts and school districts overlap city,
village, township, and county borders. A new authority would contribute to the existing com-
plexity of governmental structure in southeast Michigan.

Fragmentation in the form of numerous local general purpose governments has been blamed as a
primary cause of metropolitan problems--the flight of the wealthy from central cities to further
suburbs, resulting in some suburbs having very substantial resources, and in the central city had
some older suburbs having very substantial need. In this case, the establishment or expansion of
a regional authority could be a major step toward reducing disparities and fractional political
processes. The effort to gain regional support for regional assets may provide a lesson in think-
ing and acting in the best interests of the metropolitan area. Successful negotiations over owner-
ship, governance, access, and financing may promote coordination and understanding between
groups that have been suspicious of each other’'s motives and hostile to each other’s success.

Earlier literature on governmental organization equated fragmentation with inefficiency. But a
February 1992 report by the Advisory Commission on Intergovernmental Relations (ACIR),
Metropolitan Organization, The Allegheny County Case, states “Increasingly, research indicates
that fragmented metropolitan areas can be more efficient in providing public services, Metropoli-
tan areas that are more fragmented in jurisdictional terms tend to have more complex patterns of
organization, developing a variety of multilevel or multiscale arrangements.... Evidence has be-
gun to emerge that complex metropolitan areas may be more efficient than those that are organ-
ized more simply, whether the latter are highly consolidated or highly fragmented.” (Allegheny
County was chosen for study because in 1982 it had 323 governments, about 2.23 governments
for every 10,000 residents.)

Preliminary data from the Bureau of the Census, 1992 Census of Governments indicates that
there are a total of 2,727 governmental units in Michigan. This includes 83 counties, 534 mu-
nicipal governments, 1,242 township governments, 587 school districts, and 280 special districts.
The 1992 state total exceeds the 2,699 governmental units reported in 1987 by 28. Detail on the
number of governmental units by county for 1992 is not available, but Table 21 shows the distri-
bution of governmental units in the seven-county area in 1987, the last year for which Bureau of
the Census detail is available. in 1987, there were 238 governmental units in the three-count)(
region, and 396 in the seven-county region.
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Table 21
Local Governments and Public School Districts in the Seven-County Region: 1987

School Special
Total County Municipal  Township Districts Districts
Wayne 89 1 34 10 36 8
Oakland 95 1 39 21 29 5
Macomb 54 1 15 12 22 4
Sub Total 238 3 88 43 87 17
Washtenaw 45 1 88 20 11 5
Livingston 31 1 4 16 5 5
Monroe 38 1 8 15 10 4
St. Clair 44 1 8 23 8 4
Grand Total 396 7 116 117 121 35

Source: Bureau of the Census, 1987 Census of Governments.
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CHAPTER VI
FINANCING A SOUTHEAST MICHIGAN REGIONAL CULTURAL AUTHORITY

As noted, the primary benefit of establishing a regional authority is creation of a structure to deal
with regional problems. A secondary benefit may be to obtain new tax revenues for the support
of one or more specific functions. A major question that must be addressed is whether any tax
increase is in the long term best interest of the region.

There may be considerable risk in depending wholly on a regional funding solution: the inability
to secure public approval for basic financing plans due to voter dissatisfaction with the scope of
program, voter unwillingness to assume new tax burdens, dissatisfaction with existing services
or locations, doubts about certain technical aspects of the proposed program, opposition of cer-
tain groups, weak public relations effort, or questions of basic need or equity. Of equal concern
is adoption of a tax base that proves inadequate because it does not grow with inflation, changes
in technology, or changes in consumption of the services produced.

Participating Institutions

If a regional public funding alternative is proposed, one of the first issues that must be addressed
is which institutions will be eligible to receive assistance. It is assumed that the leadership of
institutions that have received state equity funding or state or local arts grants in the past, and
that believe that state support will continue to erode, would want to participate in a regional
funding strategy. For those institutions that are a part of city government, that decision will rest
not at the departmental level, but with the elected officials of the city.

The political effort to establish a public funding alternative must select those individual institu-
tions or classes of institutions for which voter support can be obtained. Not all institutions that
have received state, equity funding have the same degree of appeal to the voters who would have
to approve a public funding alternative. The Detroit Institute of Arts is the most influential of the
city-owned regional cultural institutions. Very substantial and politically useful support is deliv-
ered by affluent arts connoisseurs, arts students, and the broader community of people with some
appreciation of art. The zoo in Royal Oak attracts large numbers of people, mostly families with
children. Belle Isle, which is comparable to a regional park in size and diversity of offerings, is a
people’s park intensively used by Detroit residents. The City of Detroit historical museums are
not well known; Henry Ford Museum and Greenfield Village are the premier historical museums
in southeast Michigan. The Detroit Symphony may have a relatively narrow base of support, but
symphony patrons have considerable financial and political resources. Smaller arts organiza-
tions by definition serve smaller audiences and have fewer resources. Inclusion of diverse fa-
cilities such as the DIA, zoo, symphony, and Belle Isle would broaden the clientele base and
thereby the base of support.

The guestion of who owns and who operates the cultural facilities may have a major impact on
the willingness of voters to approve tax support for cultural institutions. If the DIA, zoos, his-
torical museums, and Belle Isle remain part of the city’s general fund, regional tax support will
be a direct subsidy to the City of Detroit. Institutions that are operated independent of Detroit
city government may be more likely to obtain regional voter support.

Including cultural facilities outside the City of Detroit could improve the chances of regional
voter approval in southeast Michigan. Guaranteeing that part of the revenues raised would be
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distributed to smaller, local organizations, As in the Denver example, might also improve the
chances of regional voter approval in southeast Michigan.

Support for Smaller Arts Organizations The effects of state reductions in the Detroit equity
grant program have received considerable attention, but many smaller arts organizations face
very severe financial problems. The reorganization of the state arts council and the elimination
of the Detroit Council of the Arts Department may represent a movement away from the strong
public commitment to arts organizations that appeared in the 1960s and 170s. The proposed
centralization of all state arts appropriations in the Michigan Council for Arts and Cultural Af-
fairs and redirection away from organizational support and to project funding would sharpen the
competition between the largest cultural institutions and the smaller organizations.

Most of the strategies discussed in this examination could easily be structured to provide finan-
cial support to smaller arts organizations by dedicating a portion or portions of available funds to
organizations with smaller budgets and smaller audiences. This kind of financial support for
smaller organizations is much more probable of implementation if it is specified in the enabling
statute or charter of a special taxing authority. The ballot proposal submitted to the voters could
specify that some percent of tax revenues raised would be allocated for distribution to smaller
arts organizations.

Unless a specified portion of revenues is earmarked for smaller arts organizations, it is possible
that the major institutions with their influential patrons and sophisticated staffs could monopolize
all available resources. Potential problems with such earmarking include the possible opposition
of the major arts organizations; the method of distribution; the relative ease of selling support for
the largest and most popular cultural institutions and the relative difficulty of selling support for
the smaller, more obscure organizations; the amount of resources that would be made available
to smaller cultural organizations; and possible weaknesses in financial management of some
smaller organizations.

Care should be taken to structure financial assistance to insure that these smaller organizations
not become too dependent on a single external source of funding or insulated from their natural
audiences. This could be accomplished by basing appropriations on the attendance and the
amount of earned revenues and contributions generated by the smaller organizations, to insure
that the product being supported by public funds had an audience independent of the public sec-
tor. This approach might limit funding to those arts organizations that could raise a specified
amount on their own, or might match all revenues over a certain amount for organizations that
met criteria that defined them as cultural organizations.

Tax Support Required

Any debate on the source of tax support for regional cultural institutions must address the
amount of tax revenues required. The approximate amount of state cultural grants made to met-
ropolitan Detroit institutions prior to the state cuts may be a useful benchmark to use in evaluat-
ing possible revenue sources. Table 22 shows the peak of state funding for cultural institutions
and activities in southeast Michigan. The 1992-93 appropriation was to have been the same as
was allocated in 1991-92, but some amounts were reduced as a result of a state executive order
issued to help balance the state budget.
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Table 22
State Cultural Grants to the Metropolitan Detroit Community
1991-92 Compared to 1990-91

1990-91 1990-91
Original Final 1991-92
Appropriation Appropriation Appropriation
Detroit Institute of Arts $16,448,000 $13,624,200 $9,648,800
Detroit Historical Museums 3,500,000 2,899,100 2,053,300
Detroit Zoo 2,500,000 2,070,800 1,466,600
Belle Isle 2,766,200 2,291,130 1,622,165
Edison Institute 410,000 356,280 117,300
Detroit Symphony Orchestra 5,554,800 4,760,700 1,759,900
Motown Museum 115,000 110,2000 0
Detroit Main Library 7,146,000 6,488,600 5,988,600
Detroit Branch Libraries 1,200,000 1,090,000 0
Arts Grants 4,852,565 3,750,400 N/A
Detroit Science Center N/A 333,800 0
Cranbrook N/A 123,700 0
Highland Park Performing Arts 50,000 30,000 0
Afro-American Center 115,000 104,420 0
Fort Wayne Visitor & Info. Center 80,000 72,640 0
Henry Ford Estates-Fairlane Manor 30,000 27,240 0
Holocaust Center 115,000 104,420 0
Meadow Brook Hall 60,000 54,480 0
Preservation Wayne 35,000 31,780 0
Total $44,977,565 $38,324,390 $22,656,665

Source: State Department of Management and Budget.

The adequacy of any tax would depend on whether the regional authority were expected only to
support cultural operations, or if it were required to indemnify Detroit for equity in facilities and

collections. The peak state support for regional cultural institutions and activities was about $45
million. For purposes of comparison only, the analyses of various tax rates that follow will use a

target revenue of $50 million.

If city facilities and collections were transferred to a regional authority, responsibility for repay-
ment of any outstanding bonded debt for those facilities could also be transferred. Alternatively,
the authority could reimburse the city for depreciation on the buildings.

Geographic Area of a Regional Authority

Definition of authority boundaries should address the service region, the tax bases and the prob-
ability of voter approval. It is clear that tax support from the broader base of Wayne County
would be more fair and more productive than the unlikely re-establishment of reliance solely on
the City of Detroit, which is already taxing at the legal maximum rates of property, municipal in-
come, and utility users’ excise taxes. Because some of the cultural amenities that have in the
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past received state cultural grants and that might in the future qualify for regional funding are lo-
cated in Oakland County (Detroit Zoo, Meadow Brook Hall, Cranbrook, Holocaust Center) and
because many of the patrons of cultural institutions are residents of Oakland County, it is also
clear that a tax base that included that wealthier, faster growing county would be advantageous.
Inclusion of Macomb, the other large, fast growing county, with its cultural amenities and pa-
trons, would be superior.

It may be difficult to match the boundaries of a proposed regional authority with the service area
of major cultural institutions, but the smaller counties would add relatively little to the regional

tax base, and taxpayer resistance in those counties could argue against including them in the ini-
tial strategy to establish a regional authority. In a region composed of Wayne, Oakland, Ma-
comb, Saint Clair, Washtenaw, Livingston, and Monroe Counties, with a combined SEV of

$80.3 billion, the three largest counties (Wayne, Oakland, and Macomb) together comprise 82
percent of that property tax base.

Tax Options

There are several kinds of taxes that could be considered as a basis for regional funding of cul-
tural institutions, including increments to the local property tax, the state sales tax or income tax,
new selected local sales taxes, or new taxes on gross receipts of specific businesses. The rates,
application, and bases of some of these taxes are constrained by existing state constitutional
provisions that can be changed only by statewide vote. Other taxes could be implemented after
changes in state statutes and local voter approval

The tax rate required to produce a specific amount of revenues will vary depending on the size of
the tax base.

Table 23
Collections from Major Michigan State Revenues: 1990-91

Not Collections

(in millions)
Personal Income Tax $4,385.4
Single Business Tax 1,573.7
Transportation Tax 1,206.0
Sales Tax 2,671.9
Lottery 471.9
Wine/Beer/Liquor 175.9

Source: Senate Fiscal Agency.

In addition to state revenues listed in Table 23, a total of $8.6 billion of local property taxes were
levied in 1991, as well as municipal income taxes and utility taxes.

An ideal solution would be to find a either a single tax or a combination of taxes that are related
to arts and cultural purposes and that would generate sufficient revenues at a reasonable rate or
rates. A regional tax that was collected by counties or by the state government and remitted
monthly would be best for ease of collection and taxpayer compliance. Collections that can be
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“piggybacked” on an existing tax would also save administrative costs. The ideal tax would
keep pace with inflation and would not be one on which there is already heavy reliance.

As noted previously, the particular source of funding for regional cultural institutions is a matter

to be resolved through negotiation and the political process. It is useful, however, to discuss the
various options, to provide the data that are available on those options, and where possible to de-
velop estimates of the tax rates that would be required were one of those options adopted.

Property Tax As we have seen, the property tax is the most widely used revenue source for
special purpose governments. Property tax rates are not comparable among states because prop-
erty tax bases are not comparable. Assessment ratios on various classes of property vary among
states.

In Michigan, the property tax is the traditional source of revenues for cities, vjltagaships,
counties, and school districts. Property tax levies grow with property improvements and new
construction that is not abated, and with increases in market value of existing taxable property.
State constitutional limits on the rate of the property tax have been eroded by legislative actions
and court decisions.

A district-wide property tax would insure that all property owners, including businesses, con-
tribute to the support of regional cultural amenities. The existing property tax in Michigan is al-
ready high compared to other states, but the state homestead property tax exemption transfers
some of the burden of local property taxes to the state income tax and property taxes are de-
ductible for federal income tax purposes.

The property tax base of the City of Detroit has remained relatively stable in nominal terms for
decades, although in real (adjusted for inflation) terms, the 1990 state equalized value (SEV) of
taxable property in the city was one third of the 1970 value.

Table 24
City of Detroit State Equalized Values (in millions)
Nominal SEV Real (Deflated) SEV
1970 $5,306.3 $5,306.3
1975 5,804.0 4,258.7
1980* 5211.3 2,413.4
1985* 5,208.1 1,925.2
1990* 5,550.6 1,701.4

*Excludes inventories valued at $718.5 million and exempted by PA 234 of 1975.
Source: State Tax Commission; CRC Calculations.

Detroit also reports property valued at $381.5 million on the industrial facilities tax roll and
$47.4 million on the commercial facilities tax roll.

Table 25 shows the percentage SEV growth in Wayne County, which includes Detroit, has been
much less than the growth in other counties in the region. The SEV of Oakland County sur-
passed that of Wayne County in 1988.
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Table 25
State Equalized Values of Southeast Michigan Counties
(in millions)

Wayne Oakland Macomb Washtenaw Monroe  StClair Livingston

1983 $18,071  $14,011 $7,704 $3,318 $1,988 $1,933 $1,277
1984 18,069 14,409 7,839 3,371 2,093 1,976 1,284
1985 18,051 15,320 8,025 3,467 2,190 2,165 1,316
1986 18,454 16,514 8,416 3,581 2,439 2,264 1,355
1987 19,206 18,372 8,988 3,811 2,611 2,294 1,431
1988 20,407 20,835 9,920 4,230 2,725 2,370 1,579
1989 22,009 23,395 10,975 4,750 2,858 2,487 1,787
1990 23,937 25,717 12,010 5,390 3,061 2,688 2,081
1991 25,431 27,640 12,873 5,882 3,249 2,828 2,391
1992 25,803 28,141 13,199 5,991 3,340 2,891 2,476
Ten-Year

Growth 42.8% 100.9% 71.3% 80.6% 72.8% 49.6% 93.9%

Source: State Tax Commission; CRC Calculations.

A one-mill property tax ($1 for each $1,000 of SEV) in Detroit in 1993 is expected to produce a
levy of about $5.7 million, while a one-mill rate applied in Wayne, Oakland, and Macomb
Counties would produce a levy of over $67 million, and in the seven-county area, $82 million.
The following analysis is based on the levy amount rather than the expected current year receipts
from the current year levy.

Table 26
Property Tax Data for Seven Counties
(Dollars in Millions)

Millage Rate
Required
to Produce
1992 1-Mill $50 Million
SEV Levy Levy
Detroit $ 5,704 $ 5.7 8.766
Wayne $25,803 $25.8 1.998
Oakland 28,141 28.1
Macomb 13,199 13.2
Subtotal Wayne, Oakland and Macomb $67,143 $67.1 0.745
Washtenaw 51991 6.0
Livingston 2,476 2.5
Monroe 3,340 3.3
St. Clair 2,891 2.9
Seven Counties $81,841 $81.8 0.611

Source: State Tax Commission; CRC Calculations.
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In order to produce a tax levy of about $50 million, a property tax rate of nearly 8.8 mills would
be required in the City of Detroit, nearly 2 mills would be needed in Wayne County, but about
three-quarters of a mill would be sufficient in the three-county region.

Tax Base SharingOne way to address fiscal disparities among local units of government is for
those communities to agree to share a portion of the taxes derived from future economic growth.
The working model of this strategy is embodied in Minnesota’s 1971 metropolitan fiscal dispari-
ties act, which enabled the Minneapolis-St. Paul tax base sharing program.

The Minnesota tax base sharing plan was implemented to stimulate economic growth through
coordinated land use policies, control rising property tax rates, and reduce tax base disparities
among local governments. The Minneapolis-St. Paul program, which includes over 250 local
governments in seven counties, is based on sharing the tax revenues from 40 percent of the net
growth in the assessed value of commercial and industrial (C/I) property since the base year of
1971. Each local government taxes 60 percent of the growth of commercial and industrial prop-
erty at that government’s adopted rate; 40 percent of the growth in C/I property is taxed at the
average regional tax rate. The proceeds from the average regional rate applied to 40 percent of
the growth in C/I property are contributed to the tax pool, and distributed back to local govern-
ments based on the population and relative fiscal capacity of those local governments.

The State of Michigan has adopted the concept of tax base sharing in two areas. Tax increment
finance authorities (TIFAS) reinvest the tax revenues from the increment in tax base of the desig-
nated areas back into those areas. Tax base sharing of 50 percent of commercial and industrial
growth has also been applied to school districts, but is being challenged in court. The concept
could also be extended to establish a funding base for regional services by diceoéirgd the

tax revenues from the growth in all or part of the property tax base in the region to cultural insti-
tutions (and perhaps other public services, as well) that serve a regional population. If the base
year for determining growth were the year the plan was adopted, shared revenues would be small
at the beginning and it would be necessary to negotiate a plan in which state aid would be con-
tinued. If the base year for determining growth were set at some prior year, existing revenues
would be taken away from local governments and opposition could be fierce but the immediate
revenues available for supporting regional services would be larger. The combined SEV of all
classes of property in Wayne, Oakland, and Macomb Counties has grown from $39.8 billion in
1983 to $67.1 billion in 1992. Slightly more than 1.8 mills on that $27.4 billion in growth would
produce a levy of about $50 million. While total SEV has been growing at the rate of $2.7 bil-
lion annually,commercial and industrial has been growing at the rate of $1 billion annually.

Tax base sharing could be implemented in either of two ways. A portion of existing property tax
revenues based on SEV growth could be assigned to support of regional cultural institutions. Or
a new tax could be levied, apportioned by growth in SEV. Any new local tax imposed by a re-
gional authority to support cultural institutions would require state authorization and local voter
approval under Article 9, Section 31, of the state Constitution.

Individual Income Tax The property tax is the traditional method of funding local government
activity in Michigan, but is by no means the only kind of tax that may be used by local govern-
ments. If enabling legislation were passed by the state and local voter approval obtained, an in-
dividual income tax could be imposed for the benefit of regional cultural institutions. The re-
gional tax could be piggybacked on the state income tax. This would vastly reduce the costs of
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collection; state collection costs could be withheld from the amount forwarded by the state to the
authority.

An estimate of the proceeds from a regional tax piggybacked on the 4.6 percent state income tax
on resident individuals can be derived from 1990-91 county data published by the Senate Fiscal
Agency.

Table 27
Individual Income Tax Data for Seven Counties: 1990-91
(Dollars in Millions)

State Estimated Individual
Individual Tax Yield Income Tax
Income Tax from Each  Rate Required
Collections Additional to Produce
at 4.6%* 1% of Tax $50 million
Wayne $827.5 $179.9 278
Oakland 845.2 183.7
Macomb 426.4 92.7
Subtotal-Wayne, Oakland and Macomb $2,099.1 $456.3 110
Washtenaw 173.0 37.6
Livingston 62.6 13.6
Monroe 57.3 12.5
St. Clair 65.8 14.3
Grand Total $2,457.8 $534.3 .094

*Collections before property tax credits.
Source: Senate Fiscal Agency; CRC Calculations.

A one-tenth percent personal income tax in the three-county region would generate about $45.6
million. If all seven counties were to comprise an income tax district, collections in Wayne,
Oakland, and Macomb Counties would produce 85 percent of all collections, and collections in
all four of the smaller counties would be 15 percent.

This income tax would be in addition to existing state and local income taxes.

Sales TaxIn 31 other states, there are local sales taxes. As previously noted, in 1988 the six-
county Denver metropolitan area adopted a one-tenth of a percent sales tax to fund a scientific
and cultural facilities district. This year, voters in Fresno, California, approved a one-tenth of
one percent increase in the sales tax to raise $5 million annually, to be funneled through the new
Fresno Metropolitan Projects Authority for the city’s four major cultural institutions and for

other arts projects in the metropolitan area.

Article 1X, Section 8, of the 1963 Michigan Constitution states: “The Legislature shall not im-

pose a sales tax on retailers at a rate of more than 4% of their gross taxable sales of tangible per-
sonal property.” The state now imposes a four percent sales tax on goods other than food and
prescription drugs. There is an interpretation that holds that the constitution does not specifically
prohibit local units from imposing a sales tax. However, the state sales tax is not a very tempting
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target for a piggybacked tax dedicated to cultural institutions, because the state Constitution
dedicates 60 percent of all sales tax collections to the school aid fund, 15 percent to local units of
government, and a portion of the tax from transportation-related sales to public transportation -
Even if courts found that local authorities are not prohibited from imposing a sales tax, only a
relatively small proportion of the revenues generated would be available for the new purpose un-
der current restrictions. Both constitutional and statutory changes would be required to allow use
of a local sales tax for regional cultural institutions. (Please refer to Council Comments 1006 and
Report 305]ssues Relative to the Constitutionality of Local Sales Taxation in Michigan,

published in 1992.)

It is possible to determine the rate of sales tax that would be required to produce a given amount
of revenue, using 1990-91 estimates published by the Senate Fiscal Agency which were based on
a survey of retail sales (minus food and prescription drug purchases) in 1990.

Table 28
Sales Tax Data for Seven Counties: 1990-91
(Dollars in Millions)

Tax Rate
Estimated Tax Rate for $50 M
4 Percent  Yield from Required if 75% Is
Sales Tax 1 Percent to Produce Dedicated to
Collections Sales Tax $50 Million Other Uses
Wayne $506.9 $126.7 .395% 1.580%
Oakland 459.1 114.8
Macomb 262.4 65.6
Subtotal $1,228.4 $307.1 .163 .652
Washtenaw 97.3 24.3
Livingston 21.9 55
Monroe 22.7 57
St. Clair 29.9 7.5
Grand Total $1,400.2 $350.1 143 572

Source: Senate Fiscal Agency; CRC Calculations.

If the state Constitution and statutes were changed to allow a regional authority to impose a tax
on gross sales of tangible personal property other than food and prescription drugs and to use all
of the revenues a tri-county sales tax of less than .2 percent would be sufficient to generate $50
million.

Single Business TaxThe single business tax (SBT) is a value added tax imposed basically on
business income plus compensation paid, interest paid, and depreciation, with major deductions
for new capital investment and labor intensity. The information available for estimating the sin-
gle business tax rate required to produce a given level of revenue by geographic region is not as
accurate as the information for other taxes. The Senate Fiscal Agency uses 1989 payroll by
county data to estimate the source of the SBT collections in fiscal 1990-91.
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Table 29
Single Business Tax Data fo6even Counties: 1990-91
(Dollars in Millions)

SBT Rate
Estimated Yield from Required
SBT 1 Percent to Produce
Collections SBT $50 Million
Wayne $390.0 $166.0 .301%
Oakland 301.5 128.3
Macomb 145.5 61.9
Subtotal-Wayne, Oakland and Macomb  $837.0 $356.2 140
Washtenaw 65.8 28.0
Livingston 10.5 4.5
Monroe 14.1 6.0
St. Clair 13.5 5.7
Grand Total $940.9 $400.4 125

Source: Senate Fiscal Agency; CRC Calculations.

The basic rate of the SBT is 2.35 percent. The preceding table estimates the county revenues
generated from a one percent SBT, using the basic rate as a factor. A regional SBT could be
piggybacked on the state tax.

Dedicated Lottery The great attraction of a lottery is that participation is voluntary; the great
danger is that participation may be insufficient to generate revenue targets. In 1990-91, Wayne
County accounted for over 38 percent of all state lottery profits, while Oakland and Macomb
Counties each accounted for about ten percent. Lottery profits or net revenues were 40.1 percent
of gross ticket sales.

Table 30
Lottery Data for SevenCounties: 1990-91
Estimated Average Average
Lottery Per Capita Per Capita
Profit Gross Ticket Lottery
in Millions Sales Profit
Wayne $182.5 $215.46 $86.40
Oakland 49.7 114.34 45.85
Macomb 46.3 161.07 64.59
Subtotal-Wayne, Oakland and Macomb  $278.5
Washtenaw 9.4 82.97 33.27
Livingston 3.3 71.82 28.80
Monroe 6.1 113.17 45.38
St. Clair 6.3 107.43 43.08
Grand Total $303.6

Source: Senate Fiscal Agency; CRC Calculations.
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At present, all lottery profits are dedicated to the state school aid fund. Because lottery sales in
Wayne, Oakland, and Macomb Counties were 59 percent of all sales statewide, a competing lot-
tery would undoubtedly have a direct impact on the amount available for the state school aid
fund. If the money allocated by individuals to purchase of lottery tickets is limited in total, sale

of special lottery tickets would decrease the amount spent on regular lottery tickets which is
dedicated to the school aid fund. This would place cultural institutions in direct competition

with public education.

Entertainment Tax State constitutional restrictions on the sales tax (four percent rate and ear-
marking) apply only to the sales tax on gross taxable sales of tangible personal property. The
Michigan sales tax generally does not apply to services. A use tax on entertainment services
would not be subject to the state constitutional restrictions. An entertainment tax is arguably re-
lated to cultural purposes, and could be applied to amusement and recreation businesses includ-
ing cable television companies, videotape rental stores, movies, theaters, rock and other concerts,
sporting events, ski hills, bowling centers, golf courses, health clubs, tennis and racquetball

clubs, and amusement parks. A gross receipts tax could be applied to all of the affected business
revenues, but because some entertainment businesses derive revenues from the sale of meals,
gifts, and clothing that are already subject to the sales tax, a gross receipts tax might have prob-
lems associated with the constitutional and statutory limits on the sales tax. A tax only on the
service portion of these businesses would avoid problems associated with the constitutional and
statutory limits on the sales tax. Application of an entertainment tax only to amusement and rec-
reation services would have to be imposed at a higher rate than a gross receipts tax on entertain-
ment businesses to obtain a specific amount of revenues.

In Table 31, 1992 gross receipts and service receipts from entertainment businesses were estimated
using 1987 gross receipts data for entertainment businesses published by the Bureau of the Census
and 1986-87 and 1991-92 state sales and use tax receipts data from the State of Michigan.

Table 31
Estimated Amusement and Recreation ServicdReceipts for Seven Counties: 1992
(Dollars in Millions)

Tax Rate Tax Rate
Estimated Required to Estimated Requiredto
Gross Produce Revenues from Produce
Receipts  $50 Million Service Activity $50 Million
Wayne $572 8.7% $432 11.6%
Oakland 470 355
Macomb 118 89
Subtotal $1,160 4.3% $876 5.7%
Washtenaw 39 30
Livingston 19 14
Monroe 14 11
St. Clair 16 12
Grand Total $1,248 4.0% $942 5.3%

Source: Bureau of the Census, 1987 Census of Service Industries; Michigan Department of
Treasury; CRC Calculations.

-63 -



Expenditures for entertainment services represent discretionary spending, theater proportion of
which is presumably made by the more affluent. These more affluent individuals may be more
willing (and are by definition more able) to be taxed to support the cultural amenities of the re-
gion. Since expenditures for entertainment are discretionary, receipts from an entertainment tax
could be expected to be relatively volatile, increasing rapidly in good economic times and con-
tracting sharply in economic downturns.

According to data collected by the Federation of Tax Administrators and reported in Sales Taxa-
tion of Services: Who Taxes What?, one or more of 14 services in the category of “Admissions/
Amusements” are taxed in 46 states and the District of Columbia; ten or more admissions/
amusements services are taxed in 26 states. There are other services not currently subject to the
Michigan sales tax that could be made subject to a regional tax.

Miscellaneous TaxesTaxes on alcohol and tobacco are also based on discretionary purchases
and theoretically discourage unhealthy consumption. Although these taxes can be avoided, in
actuality they tend to be regressive, falling more heavily on those who have lower incomes. Al-
cohol and tobacco could reasonably be considered entertainment and thereby included in the
base of the proposed entertainment tax. Alcohol and tobacco are already heavily taxed by both
the state and federal governments.

Hotel and motel taxes are already high in the Detroit area. In addition to the state use tax, reve-
nues from hotel motel taxes fund the convention bureau and Cobo Hall expansion. Taxes on
hotels and motels are perceived to be a way to obtain tax revenues from non-residents.

The City of Detroit imposes a five percent utility users’ excise tax, which is now available only

to cities of over one million population. This tax is added to utility bills, collected by utility
companies, and remitted to the city monthly. A regional utility tax would also be easy to collect
and would spread the burden to both individuals and businesses, although utility taxes tend to be
regressive. The total maximum tax rate could be set at five percent, with current rates protected,
so Detroit utility users would be exempt from an increase. Exemption of Detroit residents would
offset Detroit’s investment in cultural capital facilities. A utility users’ excise tax of less than

two percent on utility bills in out-Wayne, Oakland, and Macomb Counties could produce an es-
timated $50 million. This strategy would also decrease the disparity between the total tax effort
of Detroit residents and of others in the region. It could be argued that Detroit residents should
not have to contribute to operations of city cultural institutions (presumably the main beneficiar-
ies of a regional tax) because they own the buildings and collections. It could also be argued that
Detroit residents should pay the same as others in the region to keep their facilities open.

Voter Approval

It may be that voter approval of a regional cultural tax would require the public at large to feel a
sense of crisis, that no condition short of imminent closure of regional cultural institutions would
be sufficient to obtain voter support. Whether reductions in state funding have been sufficient to
create the requisite sense of crisis is arguable. If efforts to develop regional support are success-
ful, the state might seize that opportunity to eliminate the remaining state support, claiming that
state support has been rendered unnecessary. Total elimination of state funding prior to devel-
opment of regional or other funding would probably create not only a sense of crisis, but indeed

a real crisis from which some institutions might not recover, even if regional support were sub-
sequently obtained. Regardless of whether a regional funding source is developed, these facili-
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ties continue to be a major state resource and continued state participation in funding these and
other cultural facilities in the state would be appropriate.

Voters may reject a dedicated tax if they believe that tax subsidies will be used to support insti-
tutions that have little or no value to the taxpayer, or if they fear the lack of accountability and
responsibility that arises when one unit of government raises the money and another unit of gov-
ernment spends it. If voters fail to approve new tax support, elected officials in Detroit, in the
southeast Michigan region, and in Lansing will be forced to Judge whether major cultural insti-
tutions can (or should) survive without tax support, and if they cannot, whether funding of cul-
tural institutions is a sufficiently high priority to justify allocation of existing tax dollars.

If voters do not approve new taxes to support cultural institutions and elected officials do not ap-
propriate existing tax revenues to support those institutions, there is ample precedent for private,
nonprofit corporations to administer operations based exclusively on user fees and voluntary
contributions. The prospect of a future without public funding may be intimidating to the leaders
of some cultural institution and liberating to others, but it is the structure employed by many
cultural institutions, including many in southeast Michigan. In the absence of tax subsidy, only
those institutions that generate sufficient voluntary support will survive.

Allocating Resources

Voters could be offered the opportunity to dedicate portions of a tax source to specific individual
cultural institutions, as occurred in St. Louis. This would involve separate votes on taxes for the
DIA, the zoo, the symphony, etc. This strategy could lead to some institutions receiving support
and other institutions being rejected by the voters. It would probably exclude smaller arts or-
ganizations from benefits, but would truly reflect the value the public placed on the individual
institutions.

If a taxing district for the support of unspecified cultural institutions could be established, funds
could be apportioned among a designated group of institutions or among as many institutions as
possible using an allocation formula based on the relative size of the institutions’ budgets in the
year prior to adoption of the tax, or on some other formula, perhaps one based on relative atten-
dance, or the amount of outside revenues raised, or the relative percentage of the equity grant
institutions received in a specific year.

Another approach would be to establish committees or to use existing arts councils to distribute
funds based on grant requests or applications from organizations or individuals that met specified
standards. This would shift the responsibility for determining the value of the product from the
public to the arts council, and would allow support of smaller institutions.
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CHAPTER VII
GOVERNANCE, RESPONSIBILITY, AND ACCOUNTABILITY

The Issues

Among the primary considerations in evaluating alternative funding and operating strategies are
the potential relationships among and the respective responsibilities of the city, the private opera-
tor, and the taxing authority.

Ownership Much of the controversy about regionalization and privatization will focus on the
issue of ownership of regional cultural facilities. Ownership of regional cultural institutions

need not change. The city could continue to own the land, buildings, and collections it now
owns, although this entails certain legal liabilities. A decision to donate the physical assets as-
sociated with transferred functions to the operating entity or to a regional authority would relieve
city taxpayers of potential liability. There may, however, be legal constraints on the transfer of
some donated assets. Alternatively, the city could lease its facilities to private, nonprofit organi-
zations charged with operations or to the regional authority.

The regional authority should be empowered to develop new facilities to increase the number
and variety of regional attractions. If revenues from taxes, projected earned income, government
and private contributions, and other sources would support construction and operation costs, the
regional authority could finance the construction of a new Great Lakes aquarium or other major
additions to the region’s cultural infrastructure.

Governance Controversy will also focus on the issue of governance of the participating institu-
tions. Governance issues include the appointing authority and the degree of independence of the
boards of the institutions, as well as who appoints the directors of institutions. Policy decisions
include what services, products, or programs to produce; how much to produce; at what cost; and
the source of funding. Policy could be determined at the institution level, at the city level for
city-owned institutions, or at the regional level.

The issue of governance is central to resolution of the problem. Clearly, as long as state funding
makes it possible, the City of Detroit would likely prefer to retain ownership and control of those
facilities that are now city departments; the city government has been charging the DIA, histori-
cal museum, and main library millions of dollars more for services than it has given them in
funding. If those institutions were no longer able to be self-sustaining, the city’s position might
change. Given the history of lack of regional cooperation in southeast Michigan, suburban sup-
port for regional cultural institutions may be contingent on assurances ‘ that suburban funds
would not be used to support general City of Detroit operations, and that smaller, local cultural
organizations would receive their fair share of regional tax money.

Administration Administrative issues would arise if a transition of city institutions to private,
nonprofit operation or regional authority operation occurred. Personnel issues would have to be
resolved among the parties: salaries and benefits, civil service protection, union membership and
contracts, seniority, residency requirements, and pension system membership. Salaries, benefits,
and retirement systems, and the associated costs, differ substantially between city and non-city
institutions, and between large and small arts organizations. For city-owned institutions, pur-
chasing, voucher and payroll processing, data processing, security, and other functions could be
performed by the institutions, by contract with a private from, by the city, or by the authority.
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Sharing of responsibility for various activities could occur on many levels. Employees who are
now city employees could become authority employees while retaining their membership in the
city pension system, with the funding authority paying the full actuarial costs of their continued

membership. Concession revenues could be entirely retained by the institution where they are
earned, or they could be split between that institution and the authority, for distribution to all re-
gional cultural institutions, or all concession revenues could flow to the authority’s general fund.

Accessibility to the Public Transfer of control of cultural institutions from the city to another

entity raises issues of public accessibility as well. Certain hours or days could be designated as
free days for everyone. Youngsters and the elderly could always be allowed in at reduced rates.
Detroit residents could be admitted to city-owned museums, Belle Isle, and the zoos without
charge in recognition of their contribution to the creation and support of these facilities.

The Distribution of Authority

This analysis has included both city-owned and private, nonprofit institutions, and has suggested
the possibility of establishing another public entity that would be the basis of regional cultural
support. Ownership, tax authority, governance, and administration and management of regional
cultural institutions may be distributed among existing political units, a new authority, or the in-
dividual institutions in various ways. It may therefore be useful to identify some of the various
components of ownership and responsibility. This list may be a helpful tool in an exploration of
the various ways the responsibility and authority may be apportioned among existing political
units, the directors of private cultural organizations, nonprofit friends or founders societies, and a
new regional taxing authority. It is understood that institutions have very different kinds and
values of assets and different relationships between assets and operations.

Ownership Administration/Management Policy Formulation Tax Authority
Land Finance Program Selection Operating
Buildings Personnel Revenue Development Capital
Collections Purchasing

Security

Maintenance

Distribution of responsibility and authority for these functions can be seen as a continuum, with
one extreme representing no change in existing roles, and the other extreme representing com-
plete control by a regional authority that owns, funds, and operates participating cultural institu-
tions. Interim positions on the continuum would be taken by a regional authority that was a
funding mechanism only; by a regional authority that offered limited services such as auditing
and health insurance to member institutions; by a regional authority that negotiated contracts
with service providers designating specific performance requirements; by a regional authority
that coordinated program offerings among member institutions; by a regional authority that
owned and operated facilities. A regional authority could be designed that occupied any position
on the continuum. Three of those possible positions are discussed in more detail in the following
sections.

The Authority as Funding Source Only The most limited role for a regional authority would

be the clerical functions required to collect and distribute dedicated tax revenues. In this case,
the tax and its allocation among specific institutions would be established by the voters. The
City of Detroit could retain ownership of all its cultural facilities, employees of those institutions
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could remain City of Detroit employees subject to city labor contracts and civil service, city staff
operations could be retained, the city could retain all revenues generated by the operation of the
facilities, and could charge the city institutions for overhead, police, fire, and garbage collection.
Founders and friends societies would continue to solicit additional private funds. Nonprofit in-
stitutions that are now governed by independent boards would continue to be governed by those
boards, which would determine how available resources were to be used. The new authority
could transfer money collected from the region to the city’s general fund for the operation of
eligible city facilities, and to the existing boards of eligible independent organizations. Thus,
both the city and participating private nonprofit organizations could continue under existing
management and collect a predetermined share of regional tax revenues. At this end of the con-
tinuum, there would be no system established to make the institutions accountable to the author-
ity or to the citizens/taxpayers of the region.

Shared GovernanceOne intermediate approach would provide a much larger role for nonprofit
operators of city-owned institutions. Nonprofits would operate regional facilities and the
authority would allocate tax funds based on budget requests. The city would continue to own the
physical assets, the nonprofit “support” organization would operate the facility and provide
services, and operations would be funded by a regional authority. This funding could be based
on proposed operating budget requests submitted by the institutions to the regional authority.

Decisions would have to be made as to who would be responsible for capital bonds, maintenance
and security operations, and insurance. If the city were unable to contribute, all operating and
capital funds would come from earned revenues, contributions, and the regional tax.

Institutions that are now independent could request both operating and capital budgets from the
regional funding authority, or could continue to conduct their own fund raising activities to ob-
tain, additional resources. Staff functions (personnel, payroll, purchasing, data processing, etc.)
for the nonprofit operators could be performed on contract by the city, a private firm, the new
regional authority, or in-house, depending on costs and performance.

The board of the regional authority would consider budget requests, determine the allocations
available to each institution, set goals, and review expenditures and achievements.

The Authority as Producer Regional funding could be based on a system in which the regional
taxing authority was also the service provider. If this were the case, it is probable that Detroit
might insist on being reimbursed for the equity it has in city assets. Where covenants do not
permit sale or transfer of ownership, items or facilities could be on permanent, compensated loan
from the city. If required to make a substantial payment to the city, the authority could investi-
gate a sale-lease back, the sale of tax depreciation credits on the buildings, or could sell voter
authorized bonds repayable from an unlimited property tax levy, or could sell bonds repayable
from future state or local grants that had been pledged for that purpose. The physical assets of
the DIA are substantial (specifically the art collection); the physical assets of the other city-
owned institutions are much less so. The authority could then exercise complete control of all
regional cultural functions and facilities it owned, coordinating activities and allocating re-
sources among them.

At the opposite end of the continuum, a condition of regional funding would be transfer of own-
ership of the physical assets of regional cultural institutions and transfer to the authority of gov-
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ernance of those institutions. It is unlikely that any private, nonprofit organization not faced with
bankruptcy would participate on this basis.

The integration of smaller arts organizations into this kind of centralized structure would not be
precluded, but it should be recognized that a large, bureaucratic structure is not generally con-
ducive to innovative programming.

Resolving Authority Issues It is clear that a large number of issues would have to be resolved,
and that numerous per-mutations of ownership, authority, and responsibility are possible. The
broad framework of the city retaining ownership of physical assets, the nonprofit friends or
founders society providing services, and the regional taxing authority providing tax support may
provide the best approach to resolving governance issues. This structure would allow flexibility
in developing arrangements among the city, regional authority, and nonprofit organizations, and
could apply to major institutions and to smaller cultural organizations.

The Board of Directors

If the regional authority were constituted in such a way that the authority exercised discretion in
the determination of the tax rate or the distribution of operating or capital funds among eligible
institutions, a policy making body--a board--would be necessary. The regional authority could
incorporate a board of governors (or regents, directors, etc.) with the budget authority to allocate
voted revenues among participating institutions and organizations. The members of the board of
a regional cultural authority could be directly elected, designated ex officio city and county offi-
cials, appointed by city, county, or state officials, or selected by the members of boards of par-
ticipating institutions from their own membership. The degree of influence this board would

have on the administration of participating facilities and organizations could vary from none to
extensive, depending on the demands and concessions made during the negotiating process and
incorporated in the state statute and authority charter. The governing bodies of most governmen-
tal units in Michigan that have the authority to levy taxes are elected by the people to enhance
accountability.

The composition of the board of a regional authority would be a matter of some concern.
Elected board members’ natural sensitivity to community standards might be viewed as an un-
desirable constraint by some in the arts community. Direct, at large, election of board members
would insure that they did indeed have a regional perspective, consistent with the service area
and the funding base. On the other hand, election of board members from districts could inject
the tendency to favor local arts organizations at the expense of regional facilities.

An alternate method would be appointment of the members of the regional board by the chief
executive officer of Detroit and of participating counties, with approval by the legislative body

of the city or county. Some members could be appointed by the governor. Board memberships
could be allocated using a formula that includes location of facilities, population, tax support,
value of institutions represented in the regional plan, etc. The appointment method could result
in board members who are protected from the problems associated with running for public of-
fice, but who do not have a regional outlook, are insulated from accountability to the voters, and
define their roles as protecting the rights and privileges of their city or county.

If a regional authority were only a channel for distributing tax receipts to cultural institutions
using a predetermined formula, there would be no need for a board of directors. An accountant
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working for the tax collecting entity could record revenues, determine and reimburse collection
costs, and distribute available funds according to the formula. This system would not challenge
the existing governance of institutions: city executive departments would continue to be respon-
sible either directly or through their boards to the mayor, and private, nonprofit organizations
would continue to be responsible to their governing boards.

The City’s Position

Development of a regional base of support may result in deadlock if Detroit officials demand
complete control of assets, and regional taxpayers demand guarantees of shared control over how
the money is spent. The mayor’s 1992-93 budget message contained a statement of the city ex-
ecutives position:

Two words we’ve heard a lot about lately are “privatization” and “regionalism.”
We are looking at both approaches in several different areas. But | think you
know my belief that neither privatization nor regionalism is some sort of magic
panacea for our problems.

| want to tell you up front that this budget does not propose to dispose of any of
the City’s assets in a fire sale atmosphere. | was not elected Mayor to dismantle
Detroit one piece at a time, selling off our jewels to some sort of regional pawn-
broker.

| share the belief of many that the whole southeast Michigan region will, in the
end, rise or fall together. We are interconnected.

But Detroit is still one of America’s great cities. These major institutions are part
of being a great city.

To those outside the City who share our love for the Detroit Institute of Arts, the
Zoo, Belle Isle, and other jewels, let me say we welcome your concern. But you
can best demonstrate that concern by working with us in a joint effort to keep
these institutions strong, not by trying to relieve us of them.

The Mayor’'s Committee for the 21st Century divided in support and opposition to proposals to
regionalize cultural facilities, with some members interpreting the suggestion as an attempt by
white suburbanites to grab power, prestige, and assets from the minority controlled City of De-
troit. The resolution adopted on March 25, 1992, by the Mayor's Committee for the 21st Cen-
tury appears to reflect the administration’s position on regionalization and privatization.

The recommendations to regionalize or privatize are adopted with the sense and
intent of the Committee that the (1) governance structure will provide representa-
tion commensurate with the assets transferred and operational funding provided,
(2) that such representation would be maintained in the long term governance, (3)
compensation would be provided, where appropriate, for equity in any asset trans-
ferred, (4) fair and equitable funding would be arranged, and (5) location and
name of major assets would not be changed.
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The Nature of Public Institutions

Part of the difficulty in establishing productive communications on the issue of regional funding
for cultural institutions has been the result of failure to convincingly establish the societal value

of those institutions, their economic impact, the extent of their usage by citizens from within and
outside of the region, and the absence of a generally perceived crisis in funding that would
threaten the region with the loss of these institutions. In addition, the debate has been confused
by a tendency to regard the DIA, zoo, Belle Isle, historical museums, and main library as equity-
-the money value of the property--rather than as a public trust. The idea that cultural institutions
represent assets for which the city must be reimbursed at fair market value misses the point. The
“city” did not pay for these assets. Many of the assets were donated and the taxpayers of the city
and of the state (which currently provides about 30 percent of the city’s general fund budget)

paid for those that were not donated. Since 1977, state taxpayers have paid for a significant part
of the operation and maintenance of city-owned cultural institutions.

The city government is now the steward of cultural institutions that are held in trust for the pub-
lic. A transfer of stewardship may be in the best interests of the institutions, the public, and the
city itself; such a transfer should not be considered in terms of a sale of capital assets from one
owner to another. In fact, these institutions are not “capital” in the sense that they produce in-
come; rather, they have required massive tax subsidies to remain open and available to the pub-
lic. Preserving the public trust is what is important.

Detroit officials have exhibited a history of careful evaluation of essential services and, when nec-
essary, transfer to another public or private entity of functions such as the Detroit House of Cor-
rections and Detroit General Hospital that the city could no longer afford. Analysis of the fiscal
trends of the city make it abundantly clear that Detroit’s limited public resources cannot, and
should not, be used to support institutions that serve a regional audience. It is also clear that state
grants, which have delayed this crisis for 15 years, are subject to political and fiscal pressures that
may necessitate the development of other solutions. It is time for the citizens of the region to ac-
cept responsibility for those cultural institutions that help to define southeast Michigan.

Alternatives for Individual Facilities

Attempts to create a single structure to support all regional cultural institutions may not be suc-
cessful. There are alternatives for individual institutions if tax support declines.

Private donations to the Detroit Institute of Arts (DIA) could increase if the administration of the
facility were under a private, nonprofit entity that was perceived to operate in a more cost effi-
cient, effective manner. Forcing the facility to depend on fees and donations could also force it

to broaden its appeal and become more responsive to more potential patrons. Although manda-
tory entrance fees have been imposed, the DIA may be able to develop sufficient appeal to gen-
erate a larger portion of required funding from general and special admissions fees, especially if
these fees are set at a level comparable to those at other regional assets such as the private, non-
profit Henry Ford Museum and Greenfield Village. Building the endowment fund, another po-
tential way to improve financial security, might be more successful if the management of the
museum were independent of city government.

The Detroit Symphony is already a private organization, and while it has faced crises, it has sur-
vived, as have the private Michigan Opera Theater, Cranbrook, the Henry Ford Museum and
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Greenfield Village, and numerous smaller arts and cultural institutions. Independent, private,
nonprofit status may prove to be in the best interest of these organizations in the long run. They
could also follow the example of Baltimore institutions and lobby county officials for direct fi-
nancial assistance.

The Detroit Science Center is also a private entity. The Science Center was closed in November
1990 after losing $514,000 in state funding. The reopening in September 1991 was made possi-
ble by an agreement to lease space for a science academy with the Detroit Public Schools, pri-
vate fund raising, and reorganization to cut operating costs. This science museum could be fur-
ther integrated into the Detroit Public School District as a magnet science school.

The Main Zoo, which is located in Oakland County rather than in Detroit, could be sold, leased,
donated, or otherwise transferred to the Oakland County Parks Department or become a private,
nonprofit institution.

Belle Isle could be sold, leased, or otherwise transferred to the Huron Clinton Metropolitan
Authority or to the Wayne County Parks Department. It is very probable that the vast majority of
users of Belle Isle are Detroit residents, but Detroiters pay county taxes, and get relatively few
county services compared to out-county residents. Therefore, county support of a park used pri-
marily by Detroiters, who are Wayne County residents, is appropriate. Detroiters also pay prop-
erty taxes to the Huron Clinton Metropolitan Authority, although there are no regional authority
parks within the city. HCMA support of a facility used primarily by Detroiters is appropriate.

The Main Historical Museum is not a regional attraction like the Henry Ford Museum and
Greenfield Village. It would be appropriate for the Main Historical Museum to be consolidated
with the Afro-American Museum (Detroit is over 76 percent Black), providing a distinctive pur-
pose that appeals to Detroit residents.

Fort Wayne, which has been closed to the general public since December 1991, could be sold,
leased, or given to the Huron Clinton Metropolitan Authority or to the Wayne County Parks De-
partment, using the same reasoning and assumptions as are applicable to Belle Isle. Because of
the historical significance of this never armed fort, inclusion in the state parks system would be
appropriate. Creation of a separate park authority has resulted in the development and marketing
of historic Fort Mackinac; a similar structure could be adopted for Fort Wayne. Designation as a
national historic monument and operation by the National Parks Service could bring significant
investment and publicity to the fort. Transfer of Fort Wayne to the private, nonprofit Edison
Institute could encourage development of specialty exhibits and programs particularly suited to
the military character of the fort.

Detroit voters have already approved two mills for library support (appropriated by the city to
branch operations), and state law requires the pass-through of .64 mill from the Board of Educa-
tion levy and the assignment of penal fines to the library department. Since there is no clear
statutory authorization or limit on Detroit Public Library millage, voter approval could be sought
for further increases in the property tax levy to support Main Library operations. At the current
SEV of $5,704.1 million, another one-mill increase in the library tax would produce a levy of
$5.7 million, nearly enough to replace the special state grant. An alternative solution would in-
corporate the Main Library into the adjacent Wayne State University.

While regional funding would help assure the future viability of cultural institutions, there are
alternatives for many of these institutions.
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CHAPTER VIII
FACING THE FUTURE

Continuing erosion in the quantity and quality of services provided by city-owned cultural insti-
tutions adversely affects the image and the competitiveness of the city, the region, and the state.
Transfer of responsibility for operations of arts and cultural facilities from city government to
nonprofit organizations would allow the city administration to concentrate its efforts and re-
sources on higher priority services, and may facilitate development of regional support. The
facilities would continue to be in the city, and any major economic benefits derived from them
would be unchanged, although working conditions, wage rates, and numbers of employees at the
facilities could be affected.

The mayor of Detroit has indicated that the city might sell the DIA, zoo, and other cultural insti-
tutions for a “fair” price. The price mentioned for the DIA is $2 billion (which is approximately
the amount of the city’s total annual budget). The only way the city’s estimate of $2 billion for
the art institute might be realized is by selling off the works of art individually (there may be im-
pediments and prohibitions on the sale of works of art donated or bequeathed to the city) and
selling the land and building. It is highly improbable that the state, or a regional authority, or the
county, or anyone else would be willing to pay $2 billion to purchase the DIA. If a public body
obtained approval to sell bonds to purchase the DIA, the debt service requirements for principal
and interest on that debt for 30 years at eight percent would be $178 million each year. Nor is it
at all probable that a nonprofit corporation could generate sufficient revenues to retire that debt
without selling off works of art, or that a for-profit corporation would spend $2 billion to con-
tinue an operation that requires millions of dollars of additional subsidy or for works of art that
may not be legally transferable.

Temporary closing of the DIA and other facilities in 1976 galvanized the state to provide the
equity funding for Detroit that came to support cultural and other facilities and activities. The
current, albeit reduced, level of state funding is sufficient to keep most of Detroit’s cultural fa-
cilities open, but further reductions or changes in the allocations of state aid may precipitate an-
other crisis. Alternative methods of funding these institutions should be developed before an-
other crisis occurs.

The Detroit Institute of Arts, Detroit Zoo, Belle Isle, and other regional cultural institutions are
an essential part of the identity and quality of ,life of this region. To lose these symbols of our
identity would diminish our stature and weaken our civic and cultural infrastructure. If the re-
gion were to lose these premier cultural institutions, it would become less competitive in attract-
ing and retaining residents and businesses.

The regional response to the potential loss of Detroit cultural institutions could take various forms.
Efforts designed to save the existing facilities could include establishment of a regional cultural
authority or any of the other strategies for one or more of the institutions discussed in this paper.

In Conclusion

It should not be the purpose, obligation, or responsibility of a city government, whether poor or
wealthy, to provide non-essential services primarily to people who live somewhere else. Detroit
officials have recognized this fact for many years.
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At the same time, it is vitally important to the City of Detroit and to southeast Michigan to protect
and promote those cultural institutions that contribute significantly to the identity, the quality of
life, and the civic and social infrastructure of the city and the region. The economic impact and
social value of retaining major cultural institutions may justify public investment in those assets.

There are several options for insuring the future of those Detroit based cultural institutions that
now receive state equity funding. Some may remain viable under the operation of private, non-
profit corporations. Others could survive as parts of different, existing governmental units
(Wayne County, Oakland County, or the Huron Clinton Metropolitan Authority), if such a trans-
fer could be achieved. If voters of Wayne, Oakland, and Macomb counties could be persuaded
to approve a regional tax, Detroit area cultural institutions could be supported by a funding base
that is generally coterminous with the area served.

Adoption of a five-to six-percent entertainment tax in the three-county region could be combined
with continued city ownership of physical assets now owned by the city and establishment of re-
sponsibility for all operations in independent, nonprofit organizations headed by appointed
boards of directors. Efforts to develop a dedicated regional tax and an acceptable distribution
formula should be coordinated with MCACA and state officials to protect state cultural funding
during and after the transition period.

It is legally and morally appropriate that the voters of the region served by cultural institutions be
given the opportunity to decide whether, and under what conditions regional taxes should be
used to support specified regional activities, including cultural institutions. Because there are
many issues to be resolved, there may be various proposals for the structure, administration, and
funding of a regional authority. Voters would have to be satisfied on issues of responsiveness,
efficiency and economy, tax rates and extent of tax base, distribution of funds, local autonomy,
governance and control, accessibility, and relevance. It may well be that voters would need to
address this issue several times over an extended period before an acceptable compromise is
adopted or the search is abandoned.

Important issues that must be considered in the debate on funding of public services are the ef-
fects of an increase in taxes on the region and the importance of cultural institutions relative to
other regional needs. Whether the beneficial economic and social impact of cultural institutions,
or of any other regional service, can offset the detrimental economic and social impact of higher
taxes is a question that must be addressed. Part of this debate should rely on a rational assess-
ment of the real economic, political, social, and emotional value of cultural institutions.

All of the preceding concepts are an attempt to promote a fresh evaluation of the best way to pre-
serve city, regional, and state treasures in the face of economic trends and political agendas.
Whatever the solution, there will be a need for effective planning and advance research, and for
mounting an intensive effort to educate the community on the issues and to explain the rationale
and consequences. There is an existing infrastructure of arts organizations in place that can lead
this effort. They will need to enlist the support of the civic, community, business, and political
leadership of the region to develop a consensus on the most feasible method for supporting re-
gional cultural institutions.
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