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DetroIT City GOVERNMENT REVENUES

Summary

This report on Detroit city government analyzes the tax
and other revenues available to the city to provide essential
public services and to address the many serious financial
challenges facing the government. This report is part of
a series focused on the City of Detroit municipal
government, and prompted by the state and city
governments responses to the city’s repeated narrowly
averted cash crises and by the growth of the city’s
accumulated general fund deficit from $196.6 million at
June 30, 2011 to $326.6 million at June 30, 2012.

Municipal revenues are based primarily on taxing prop-
erty value and economic activity, on charging for ser-
vices and goods, on borrowing, and on receiving money
from the state and federal governments. As the eco-
nomic base of the city has dwindled, the city government’s
ability to raise revenues has been reduced, and the city’s
finances have become more precarious.

Chart A

Average Household Income for Michigan Cities over 50,000

Population, 2009-2011
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Source: US Census Bureau, American Community Survey

The Detroit city government uses revenue from local
taxes, state shared taxes, operations, grants, borrow-
ing, and other sources to support a variety of direct and
indirect services to residents. In general, as revenues
increase, the municipal government is able to provide
additional services; as revenues decrease, services must
be cut back. In the case of Detroit, which used to be a
much larger city with many more municipal employees,
legacy costs associated with former employees (there
are more than twice as many retirees as active employ-
ees) and already earned by active employees, as well as
debt service on money borrowed in the past to pay for
operating costs, must be paid regardless of the city’s
shrinking income. Some revenues are “dedicated,” and
may be used only for specific purposes, while other rev-
enues may be used for any city government activity that
is approved in the budget.

In assessing the causes of, and solutions to
Detroit’s fiscal problems, it is important to closely
examine the city government’s revenue structure.
This report provides a comprehensive look at the
sources of the city’s revenues, how these rev-
enues have changed over time, and how Detroit’s
revenues and tax burden compare to other large
cities in Michigan.

High Service Needs

Detroit is in many ways unique in Michigan. De-
troit is a geographically large city, covering 139
square miles. It is by far the most populous city
in the state, with a 2010 population of 713,777.
Detroit has experienced significant population loss
(from 1.8 million residents in 1950), concentrat-
ing its legacy costs on an ever decreasing hum-
ber of taxpayers. Many Detroit residents have
low incomes, and residents may be looking to
the city to provide enhanced services such as
public transportation or human services, while
there may be less demand for these services in
more affluent areas. Detroit has the second low-
est average household income of the 24 Michi-
gan cities of over 50,000 in population. While
the extent to which having low income residents
leads to fiscal stress is unclear, it is worth noting
that both Flint and Pontiac, which bracket Detroit
in Chart A, are under the administration of state
appointed receivers.
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Municipal Tax Revenues

Property Taxes

Detroit levies an ad valorem property tax, as do most
local governments in Michigan. The city levies property
taxes to fund general operations (19.9520 mills) and to
support unlimited tax debt (9.6136 mills). Detroit resi-
dents also pay property taxes to a number of additional
entities including the Detroit Public Library, Detroit Pub-
lic Schools, Wayne County, Wayne County Community
College, a number of special authorities, and the State
of Michigan. The total tax rate on homeowners in De-
troit is 67.5159 mills, while the rate on non-homestead
(business) property is 85.3467 mills. Detroit residents
face the highest property tax rate of any city in Michigan
with a population over 50,000, but much of the property
tax paid by Detroit residents does not support city ser-
vices, and instead supports the other entities listed

above.

Utility Users Tax and Casino Wagering Tax

Detroit levies two taxes that are unique among Michigan
cities. Detroit levies an excise tax of 5 percent on utility
users. The utility users’ excise tax produced $39.8 mil-
lion in 2012 and is budgeted at $42.0 million in FY 2013
(this is down from $55.3 million in FY 2003). These rev-
enues had previously been pledged to pay for police of-
ficers, but recent legislative changes allow a portion of
the revenues to be dedicated to efforts to improve the

street lighting system.

Detroit is the home to 3 casinos, the only non-tribal casi-
nos in Michigan. The city levies a tax of 10.9 percent of
gross wagering at the casinos. This tax and the associ-
ated casino percentage payment generated $181.4 mil-
lion in 2012 and are projected to raise $171 million in FY
2013. The opening of four new casinos in Ohio may nega-

tively impact the receipts from the casino gaming tax.

Chart 12

While Detroit’s property tax rate of 19.9520 mills
for general operations is close to the statutory
maximum of 20 mills, Detroit has the third lowest
per capita taxable value of Michigan’s largest cit-
ies. As a result, Detroit’s property tax revenue
per capita tends to be modest compared to other
large cities in Michigan, ranking 18th highest of
the 24 largest cities. The general operating levy
on the ad valorem tax roll is $156.1 million in
FY2013. The levy for debt service is $80.8 million
(See Chart B).

Taxable value in Detroit declined by $1.6 billion
from 2008 to 2012. Although the 15.8 percent
decline in Detroit’s taxable value between 2008
and 2012 was a smaller percentage than the re-
duction in taxable value in 18 of the 24 largest
cities in Michigan, collection rates declined from
92.64 percent in 2008 to 83.68 percent in 2012.

Income Taxes

Detroit is one of 22 Michigan cities that levy an
income tax. Detroit’s city income tax rate is the
highest among Michigan cities at 2.4 percent for
residents and 1.2 percent for nonresidents. The
corporate rate is 2.0 percent. Detroit city income
tax revenues totaled $323 million in FY 2002. De-
clining employment and rate cuts have reduced
the yield of the income tax. Detroit's income tax
is projected to be $228 million in FY 2013, a de-
cline of almost 30 percent from FY 2002.

Dearborn Heights

City Property Tax Revenues per Capita Levied in Michigan
Cities over 50,000 Population, 2011
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Revenue Sharing

Detroit receives unrestricted aid from the state consist-
ing of a portion of sales tax revenues constitutionally
dedicated for per capita payments and another portion
statutorily dedicated for economic vitality incentive pay-
ments (EVIP). The state’s revenue sharing program has
been reduced significantly in recent years. Constitutional
revenue sharing has grown from $643 million in FY 2001
to $707.5 million in FY 2012. The amount of statutory
revenue sharing that the state has appropriated has fallen
from $912.7 million in FY 2001 to $209.7 million in FY
2012.

The amount of revenue sharing received by Detroit in
total from both components of this program has declined
from $333.8 million in FY 2002 to a $172.7 million in FY
2012. Thus, in FY 2012, the city received $161.1 million
less in revenues for general operations from this source
than it did a decade ago.

Detroit has always received a large share of statutory
revenue sharing payments and thus was significantly
impacted when this program was cut. While Detroit re-
ceives 7.2 percent of constitutional revenue sharing, the
city currently receives 58 percent of the EIVP payments.
For constitutional and statutory payments in total, De-
troit receives the highest share by far on a per capita
basis. In FY2010, the combined revenue sharing pay-
ment to Detroit of $353 on a per capita basis was double
the payment received by Pontiac ($176) on a per capita
basis (See Chart C).

Chart C

Per Capita State Revenue Sharing Payments to
Michigan Cities over 50,000 Population, State

Fiscal Year 2010
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Total Revenues

Detroit’s revenues from taxes and state shared revenues,
are much higher than those of any other large Michigan
city on a per capita basis. In FY2010, Detroit raised
$1,289 per capita from its property tax, income tax, util-
ity users’ tax, casino wagering tax, and state shared rev-
enues. This ranked first among the largest cities in Michi-
gan, and was 50 percent higher than Dearborn, which
ranked second (See Chart D).

While Detroit does raise more on a per capita basis than
other large Michigan cities, Detroit’s revenues have been
declining. In FY2012, total revenues from Detroit’s ma-
jor taxes, state shared rev-
enues, and other sources to-
taled $1,523.6 million. This
total was down from $1,947.5
million in FY2002, a decline of

Chart D

portunities to increase city revenues through better col-
lection of delinquent property taxes and the increased
collection of income taxes owed by nonresidents. De-
troit does face far more substantial problems than many
other Michigan cities, including population loss, legacy
costs, and the decline of the economic base. However, it
must also be recognized that Detroit generates signifi-
cantly more revenue on a per capita basis than any other
large city in Michigan. Detroit’s tax rates are high com-
pared to other cities in Michigan and other cities across
the U.S. The combination of these factors means that
the ability of the city to generate additional revenues as
a means of resolving its current budget crisis will be ex-
tremely limited.

Major Revenues Per Capita in Michigan Cities over 50,000 Population, 2010
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DetroOIT City GOVERNMENT REVENUES

Introduction

This report on Detroit city government analyzes the
tax and other revenues available to the city to pro-
vide essential public services and to address the many
serious financial challenges facing the government.
This report is part of a series focused on the City of
Detroit municipal government, and prompted by the
state and city governments’ responses to the city’s
repeated narrowly averted cash crises and by the
growth of the city’s accumulated general fund defi-
cit from $196.6 million at June 30, 2011 to $326.6
million at June 30, 2012. As the state and city gov-
ernments continue their efforts to find effective so-
lutions to intractable city problems,? this analysis of
the revenues that support Detroit city government
may be helpful. Other reports in this series describe
legacy costs and indebtedness of the city, the ac-
counting and operational structure of the city gov-
ernment, and city government expenditures.

This report finds the following with respect to the
revenues of Detroit city government:

1. Detroit’s revenues from taxes and state shared
revenues are much higher than those of any other
large Michigan city on a per capita basis. In FY
2010, Detroit raised $1,289 per capita from its
property tax, income tax, utility users’ tax, casi-
no wagering tax, and state shared revenues. This
ranked first among the largest cities in Michi-
gan, and was 50 percent higher than Dearborn,
which ranked second.

2. While Detroit does raise more on a per capita
basis than other large Michigan cities, Detroit’s
revenues have been declining. In FY 2012, total
revenues from Detroit’s major taxes, state shared
revenues, and other sources totaled $1,523.6
million. This total was down from $1,947.5 mil-
lion in FY 2002, a decline of over $400 million
(22 percent).

3. Detroit is in many ways unique in Michigan.

Detroit is a geographically large city, covering
139 square miles. Itis by far the most populous
city in the state, with a 2010 population of
713,777. Detroit has experienced significant
population loss (from 1.8 million residents in
1950), concentrating its legacy costs on an ever
decreasing number of taxpayers.

4. Many Detroit residents have low incomes, and

residents may be looking to the city to provide
enhanced services such as public transportation,
human services, or policing while there may be
less demand for these services in more affluent
areas. Detroit has the second lowest average
household income of the 24 Michigan cities of
over 50,000 population. While the extent to which
having low income residents leads to fiscal stress
is unclear, it is worth noting that both Flint and
Pontiac, which bracket Detroit in terms of cities
with the lowest income, are under the adminis-
tration of state-appointed receivers.

A discussion of Detroit, or of any city, generally focuses on only one aspect of the city; reports by public
policy organizations such as CRC nearly always focus on the finances or organization of the governmen-
tal unit. But Detroit is more than just its municipal government. Itis 700,000 residents (seven percent
of the state population), thousands of businesses, and hundreds of thousands of nonresident visitors. It
is thousands of formal organizations and informal groups. It is homes and commercial, industrial,
cultural, sports, and other structures, roads and public infrastructure that comprise the built environ-
ment. It includes the land, air and water within the city’s 139 square miles. All of these aspects of the
city are interconnected, but some are struggling while others are flourishing.
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5. The amount of state revenue sharing received
by Detroit has declined from $333.8 million in
FY 2002 to a $172.7 million in FY 2012. Thus, in
FY 2012, the city received $161.1 million less in
revenues for general operations from this source
than it did a decade ago. However, while De-
troit's revenue sharing payments have declined
sharply, on a per capita basis, Detroit’s revenue
sharing payments are far higher than any other
large city in Michigan.

6. Finally, Detroit does face far more substantial
problems than many other Michigan cities, in-
cluding population loss, legacy costs, and the
decline of the economic base. However, it must
also be recognized that Detroit generates signif-
icantly more revenue on a per capita basis than
any other large city in Michigan. Detroit's tax
rates are high compared to other cities in Mich-
igan and other cities across the U.S. The combi-
nation of these factors means that the ability of
the city to generate additional revenues as a
means of resolving its current budget crisis will
be extremely limited.

The state’s initial intervention in the city’s financial
management under the now repealed Public Act 4
of 2011 resulted in the adoption of a consent agree-
ment (the “financial stability agreement”) with poorly
defined performance criteria. On March 1, 2013,
Governor Rick Snyder announced that a second re-
view team had determined that a financial emer-
gency existed in Detroit city government. On March
14, 2013, after confirming his determination of a
financial emergency, the Governor announced the
appointment of Kevyn Orr as the Emergency Finan-
cial Manager, with extraordinary powers to manage
the city’s finances and operations. That Emergency
Financial Manager obtained expanded powers when
PA 436 of 2012 took effect on March 28, 2012.

Municipal revenues are based primarily on taxing
property value and economic activity, on charging
for services and goods, on borrowing, and on re-
ceiving money from the state and federal govern-
ments. As the economic base of the city has dwin-
dled, the city government’s ability to raise revenues
has been reduced, and the city’s finances have be-
come more precarious.

The Detroit city government uses revenue from lo-
cal taxes, state shared taxes, operations, grants,
borrowing, and other sources to support a variety of
direct and indirect services to residents. In general,
as revenues increase, the municipal government is
able to provide additional services; as revenues de-
crease, services must be cut back. In the case of
Detroit, which used to be a much larger city with
many more municipal employees, legacy costs as-
sociated with former employees (there are more than
twice as many retirees as active employees) and al-
ready earned by active employees, as well as debt
service on money borrowed in the past to pay for
operating costs, must be paid regardless of the city’s
shrinking income. Some revenues are “dedicated,”
and may be used only for specific purposes, while
other revenues may be used for any city govern-
ment activity that is approved in the budget.

Local governments may impose only those taxes that
are allowed in the state constitution and in state
statute. Article VII, Section 21 of the Michigan Con-
stitution states that:

The legislature shall provide by general laws for
the incorporation of cities and villages. Such laws
shall limit their rate of ad valorem property
taxation for municipal purposes, and restrict the
powers of cities and villages to borrow money
and contract debts. Each city and village is
granted power to levy other taxes for public
purposes, subject to limitations and prohibitions
provided by this constitution or by law.

2 CITIZENS

RESEARCH COUNCIL OF

MICHIGAN



DeTrROIT CiTY GOVERNMENT REVENUES

High Service Needs

Detroit officials have for decades argued that the
city needs more revenues than other Michigan cities
to provide services needed by residents. Detroit is a
geographically large city, covering 139 square miles.
It is by far the most populous city in the state, though

or nonprofit organizations (workforce development,
various human services) and which historically have
been wholly or primarily grant funded; the Fiscal Year
2012-13 (FY2013) budget includes the transfer of
these functions to specially created authorities and
other entities as the city government seeks to right
size, focus on core activities, and reduce costs.

its population declined from
1.8 million in 1950 to 713,777
in 2010. Many Detroit resi-
dents have low incomes, and
residents may be looking to
the city to provide enhanced
services such as public trans-
portation or human services,
while there may be less de-
mand for these services in
more affluent areas. Detroit
has the second lowest aver-
age household income of the
24 Michigan cities of over
50,000 population. While the
extent to which having low
income residents leads to fis-
cal stress is unclear, it is worth
noting that both Flint and
Pontiac, which bracket Detroit
in Chart 1, are under the
administration of state-ap-
pointed receivers.

In addition to being a geo-
graphically large city with a
shrinking and increasingly
poor population, Detroit has
retained city government’s
control of a number of func-
tions that are provided by re-
gional authorities in most
other metropolitan areas.
These include the general
fund-subsidized bus system
and the self-supporting, re-
gional water and sewerage
system. The city has also
provided services that are
typically provided by county
government (public health)

Chart 1

Average Household Income for Michigan Cities over 50,000
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Diversified Tax Structure

Detroit officials have been successful in obtaining
state legislation allowing the city to impose more
taxes, and higher rates of taxes, than other cities in
the state. As Detroit’s property tax base failed to
grow sufficiently to support desired city services and
the city government experienced periodic fiscal cri-
ses, additional taxes were imposed: municipal in-
come tax in 1962; utility users’ excise tax in 1970;
casino wagering in 1996. All general purpose local
governments in Michigan are authorized to impose
a property tax. Only cities may impose a municipal
income tax, and 22 have adopted this revenue
source, though none at a rate as high as Detroit’s.
Only Detroit is authorized to impose a utility users’
excise tax and a casino wagering tax. Thus, Detroit
has both a more diversified tax structure and a larg-
er tax burden on its predominantly low income res-
idents than any other location in the state. Other
than a very small “Headlee rollback” in the proper-
ty tax rate, Detroit is imposing all of the taxes, at
the highest rates, allowed by law. There is no state
authority for the city to increase tax rates (other
than restoring the 20 mill operating levy by a Headlee
override, which requires a vote of the people) or to
impose new taxes: recent proposals to submit to
the city’s voters an increase in the property tax rate
to support public safety are not supported by en-
abling legislation and any such tax would be illegal.
While an Emergency Manager may place a tax pro-

posal on the ballot, there must be state authoriza-
tion for that tax. Other than a Headlee override,
any new taxes, increased tax rates, or expansion of
the tax base would require new state enabling legis-
lation as well as approval of Detroit voters.

The Detroit city government also earns money
through various activities: issuing licenses and per-
mits; inspection charges; imposing fines, forfeits, and
penalties; use of assets; charges for services; sales
of assets; and other means. An Emergency Manag-
er does have the authority to increase fees and charg-
es for service. He is also authorized to sell assets,
provided that the sale of the asset does not endan-
ger the health, safety, or welfare of residents or un-
constitutionally impair a bond, note, security, or un-
contested legal obligation of the city.

Detroit receives constitutionally mandated state rev-
enue sharing on a per capita basis and a traditional-
ly disproportionately large share of statutory state
revenue sharing (now converted to the Economic
Vitality Incentive Program). The city government
also receives other grants from the state and feder-
al governments for specific purposes.

The city has borrowed money for a variety of pur-
poses, including deficit reduction and certain other
operating purposes, as well as major maintenance
and construction of infrastructure. An Emergency
Manager is empowered to authorize and approve or
disapprove borrowing.
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Municipal Tax Revenues

Property Tax

Nearly all local governments® in Michigan levy a prop-
erty tax. Property taxes are measured in mills (one
thousandth of a dollar), which are applied to the
property tax base, called “taxable value” in Michi-
gan. The number of mills multiplied by the taxable
value equals the tax levy. Article IX, Section 3 of the
Michigan Constitution limits annual growth in tax-
able value per parcel to the lesser of five percent or
the rate of inflation. “State equalized value” (SEV)
or assessed value is no more than 50 percent of
market value; when ownership is transferred, the
taxable value is reset to state equalized value.

Property taxes in Detroit may be used to support
General City operations such as police, fire, courts,
public lighting, recreation, staff departments, depart-
ments headed by elected officials, and legislative
departments, and may be used for debt service on
limited tax general obligation debt. Separate prop-
erty tax levies are assessed for voter approved, un-
limited tax debt service and for the operation of the
Detroit Public Library.

Detroit’s property tax base consists of residential,
commercial, industrial, and personal property. An
analysis of the property tax base is illustrative of
many issues facing the city government.

Detroit’s 139 square miles includes a number of dis-
tinct neighborhoods. While the economic prospects
of Downtown, Midtown, and a few selected areas
benefit from corporate, foundation, and individuals’
interest and investment, many of the city’s residen-
tial neighborhoods and commercial corridors are
struggling.

Michigan constitutional provisions (Proposal A and
Headlee), designed to protect property taxpayers,
ensure that even if the value of real and personal
property recovers at rates that exceed the lesser of
five percent or the rate of inflation, property tax rev-
enues will recover more slowly.

Residential Property

Declining population resulted in excess housing units,
and because Detroit is primarily a city of single fam-
ily, detached houses, the blighting effect of vacan-
cies has been very obvious in residential neighbor-
hoods. As city property values declined relative to
suburban property values, investors purchased cheap
houses to rent to poor families (the homeownership
rate in the 2006 to 2010 period was 54.5 percent,
compared to 74.2 percent for the state). Poor fam-
ilies moved into previously middle class neighbor-
hoods; poorer sections of the city became more
sparsely populated. As a result of tax foreclosures,
the city government owns tens of thousands of par-
cels scattered throughout the city (the county and
state also own tax foreclosed properties in Detroit:
there are about 66,000 publicly owned parcels in
the city).*

Ironically given Detroit’s chronic housing shortages
in the early 20" Century and the blight that devel-
oped later, the surplus of housing may actually have
slowed the population decline after 1960 by provid-
ing relatively cheap housing for an increasingly poor
population. But the factors that can contribute to
people being poor — educational, health, behavioral,
and other problems; racism and discrimination — can
also contribute to increasing social distress, greater
demands on municipal government, and further
neighborhood decline.

The assessed value of residential property on the ad
valorem tax roll peaked at $9.1 billion in FY2007,
just prior to the national collapse of the housing
market. Between FY2007 and FY2012, the assessed
value of residential property declined by $4.2 billion
or 46.5 percent (assessed value is 50 percent of
market value, so the loss of market value was $8.4
billion). The loss of taxable residential value was
$1.4 billion, or 24.6 percent between FY2008 and
FY2012. (See Chart 2.)

Residential Vacancies

The 2000 census reported that 38,668 (10.3 per-
cent) of the 375,096 housing units in the city were
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Chart 2

Assessed and Taxable Value of Residential Property in Detroit (in Thousands)
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vacant. The foreclosure crisis accelerated the loss
of households: the 2010 census reported that 79,725
(22.8 percent) of 349,170 housing units were va-
cant. The October 8, 2012 discussion document
prepared by the city administration for the financial
advisory board includes an estimate of 78,000 va-
cant structures, of which 38,779 are classified as
dangerous (page 59). This report defines a vacant
structure as an unoccupied unit classified by the U.S.
Postal Service as not having mail collection for 90
days or longer. That report noted that, of the 10,000
dangerous structures the administration had prom-
ised to demolish by December, 2013, 5,200 had been
demolished, and that the average cost to demolish
a residential structure was $8,535.

2008 2009 2010 2011 2012

In spite of the huge net population loss and wide-
spread vacancies, there were permits issued for 551
new residential units in 2010 and 488 new units in
2011. Those moving into new units may not have
moved into the city, or stayed in the city, unless that
new housing was available. Indeed, there have been
reports of shortages of available high quality hous-
ing units in targeted areas such as Downtown and
Midtown.

Demolition

While some major buildings have been converted to
new uses including apartments and lofts or restored
to their original use, demolition of vacant buildings
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became an increasingly important city responsibility
during the 20 years that Coleman Young was mayor
(1974-1993), and remains an important goal of the
current city administration. Mayor Dave Bing prom-
ised that 10,000 dangerous buildings would be de-
molished during his first term of office (the goal for
the summer of 2012 was 1,600), but there are an
estimated 34,000 to 38,000 buildings that have been
designated as requiring demolition or are in some
stage of demolition. The financial stability agree-
ment between the city and state includes “demoli-
tion of structures” as a part of the city’s operational
reform program (Annex B) and “streamline, coordi-
nate and accelerate demolition activities in the city”
as supportive activities of the Treasury Department
and state (Annex E).

Congress passed the Housing and Economic Recov-
ery Act of 2008 as a response to the national
subprime lending and foreclosure crisis. Funding
under the act was intended to address the impact of
foreclosures, foster market recovery, and stabilize
neighborhoods. In its application for Neighborhood
Stabilization Program funds, the City of Detroit not-
ed that there were over 67,000 foreclosed proper-
ties in the city (based on 2006 and 2007 data), 65
percent of which remained vacant (not all vacant
housing units are tax or bank foreclosed). The city
government and the Michigan Land Bank together

received nearly $43 million from the 2010 federal
program for demolition and neighborhood redevel-
opment in Detroit. The Detroit Planning and Devel-
opment Department’s plan for the use of the grant
funds states that “It is important to note the strong
focus on demolition activity in the plan, which ac-
counts for approximately 30% of the total award
amount. Due to the number of vacant properties,
duration of vacancy and the market conditions, elim-
inating blighted structures in the target neighbor-
hoods for future development or alternative land uses
will have a tremendous stabilizing effect. Priorities
for demolition will include structures adjacent to
development projects nearing completion, and con-
centrations of blighted, vacant properties.” Unfor-
tunately, the city government struggled to actually
spend those funds and the federal government
warned that money that remained unspent after
February, 2013 would have to be returned.

Commercial and Industrial Property

At the same time that housing units were emptying,
the loss of businesses created vacancies in commer-
cial, office, and industrial spaces ranging from small
storefronts to massive factories. The Census of Eco-
nomic Activity records the decline in the number of
business establishments in Detroit at five-year in-
tervals (See Chart 3).

The Michigan Welfare Rights Organization in Detroit has provided welfare
recipients with lists of addresses of bank-foreclosed houses and advised indi-
viduals facing homelessness to move into one of those bank-owned houses.
Banks are forced to pursue lawsuits to remove squatters.
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Chart 3

Business Establishments in Detroit
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Table 1 shows the ten
largest property taxpayers
in Detroit in 2012 account-
ed for just over 20 percent
of the $8.4 billion of tax-
able value in the city.

Some neighborhoods are
seeing an increase in re-
tail establishments, but
empty commercial and in-
dustrial property can be
found throughout the city.
There are an estimated 50
vacant office buildings in
downtown alone. Many of
the structures have been
vacant for years, and pric-

Table 1
Taxable Value of the Ten Largest Property Taxpayers in Detroit in 2012

(Dollars in Millions)

Taxpayer

es are far cheap-
er than new con-
struction.

In FY2012, the
assessed value of
commercial prop-
erty was half that
of residential
property; the as-
sessed value of
industrial proper-
ty was about 12
percent of resi-
dential property.

From FY2008 to
FY2012, the as-
sessed value of
commercial real
property declined
by $348.8 million,
or 12.6 percent,
while the taxable
value declined
from FY2008
through FY2010,
then reached a
high point in

Marathon Oil Company

Detroit Edison Company

Vanguard Health Systems - Hospitals
Chrysler Group LLC

MGM Grand Detroit LLC

Riverfront Holdings Inc.

Michigan Consolidated Gas Co.
Greektown Casino LLC

Detroit Entertainment LLC

General Motors LLC

Taxable Percentage of Total
Value City Taxable Value
$329.3 3.90%

294.6 3.49
252.6 2.99
222.9 2.64
212.0 2.51
112.2 1.33
87.1 1.03
74.8 0.89
64.8 0.77
54.8 0.65

Source: FY2012 CAFR, page 200
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FY2011. The assessed value of industrial real prop-
erty declined by $300.9 million or 34.3 percent from
FY2006 to FY2012; the taxable value declined by
$247.3 million or 32.8 percent. (See Chart 4.)

Vacant and underused commercial buildings in the
downtown and midtown areas present a major busi-
ness opportunity. Entrepreneur Dan Gilbert has ac-
quired and is in various stages of rehabilitating 17
major buildings in downtown Detroit. In addition to
moving nearly 5,000 Quicken Loans employees from
the suburbs to downtown, his companies are luring
prospective tenants, from new tech start-ups to
Chrysler Group LLC, to fill the rehabilitated build-
ings. In March 2013, advertising agency Campbell
Ewald announced it would move it's 700 employees

Chart 4

to an office building attached to downtown Detroit’s
Ford Field.

In another example of the possibilities offered by
vacant buildings, the Michigan Department of Natu-
ral Resources (DNR) has announced that it will in-
vest up to $12.8 million for land acquisition and con-
struction to renovate and convert the 60,000 square
foot, long vacant Globe Building near the William
Milliken State Park on the Detroit riverfront into a
unique nature experience. The proposed Outdoor
Adventure and Discovery Center will offer simula-
tions of a number of outdoor activities, such as catch-
ing a fish, kayaking on a river, or firing a bow and
arrow. Itis hoped that these simulated experiences
will interest Detroit youth in outdoor activities.
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Special Tax Rolls

The city uses state property tax incentive programs to
encourage economic development. These programs
transfer property from the ad valorem tax roll to other
rolls with different tax rates or different treatment of
the tax base. The value of property in Detroit that is
subject to these special taxes is as follows:

Industrial Facilities Tax $173.9 million
Commercial Facilities Tax 0.3
Neighbor Enterprise Zone 335.5
Obsolete Property Rehabilitation  43.5

Source: Detroit FY2013 Budget

Charts 5 and 6
City of Detroit Ad Valorem* Tax Roll
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Personal Property

Taxable value has historically included both real and
personal property. Real property consists of land
and buildings. Personal property is generally de-
fined as movable private property. (See Charts 5
and 6)

The taxation of personal property is considered a
deterrent to business attraction and growth, but
generates significant revenues to Detroit and some
other local governments. In 2012, a package of
public acts began to phase out the taxation of per-
sonal property and provide for partial replacement
of affected local revenues.

Taxable Value
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The proportions of real and personal property vary
significantly among the largest cities in the state.
Personal property was 18.9 percent of Detroit’s 2012
taxable property tax base: this was the second high-
est percentage among the state’s 24 largest cities
(See Chart 7).

Chart 7

Taxable Value Comparisons

The taxable value of property on Detroit’s ad valo-
rem tax roll declined from a high of $10.0 billion in
FY2009° to $9.1 billion in FY2011, to $8.4 billion in
FY2013. From FY2009 to FY2013, the loss of tax-
able value was $1.6 billion, or 15.8 percent.

Taxable Personal Property as a Percentage of Taxable Value in Michigan Cities

over 50,000 Population, 2012

‘lTaxable Value of Real Property O Taxable Value of Personal Property ‘

Battle Creek

Detroit

Warren
Pontiac
Saginaw

Flint

Dearborn

Southfield

Kalamazoo

Sterling Heights

Taylor

Livonia

Wyoming

Grand Rapids
Troy

Lansing

Westland

Farmington Hills

Novi

Royal Oak

Rochester Hills

St. Clair Shores

Ann Arbor
Dearborn Heights

0% 20%

$1,115.90 ||

$6,854.50

$65

$210
$43

60% 80% 100%

Percent of Total Taxable Value

Sources: Michigan State Tax Commission Taxable Valuation, 2012; CRC Calculations

CiT1zENS RESEARCH COUNCIL OF MICHIGAN 11



CRC RE

PORT

In 2010, 24 Michigan cities had more than 50,000
residents, and the taxable value of real and person-
al property in these cities varied from $59,812 per
capita in Troy to $11,803 per capita in Saginaw (See
Chart 8). Of the 24 largest cities, Detroit had the
highest total value of taxable property, but had the
third lowest taxable value per capita.

Chart 8

Detroit was not alone in losing taxable value over
the past few years, as the value of real estate re-
flected the financial crisis of 2009. The total taxable
value of real and personal property in Michigan
peaked in 2008 at $363.2 billion. By 2012, total
taxable value of real and personal property in the
state had declined by $47.4 billion (13.1 percent) to

Taxable Value per Capita in Michigan Cities over 50,000 Population, 2010*
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$315.8 billion. Not all cities lost taxable value at the
same rate, however, and those that lost this tax base
at a faster rate were challenged to reduce expenses
at a faster rate (See Chart 9).

Of the 24 cities over 50,000 population in Michigan,
Detroit lost the largest amount of property tax base
between 2008 and 2012: the $1.5 billion lost was

greater than the 2012 taxable values of eight of the
most populous cities in the state. As a percentage
of its 2012 taxable value, however, Detroit’s loss was
relatively modest compared to that of most of the
largest cities in the state. It should be noted, how-
ever, that there are allegations that assessments in
Detroit are seriously inflated.®

Chart 9
Changes in Taxable Value in Michigan Cities over 50,000 Population, 2008 to 2012
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Sources: Michigan State Tax Commission Taxable Valuations, 2008 and 2012; CRC Calculations
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Potential Property Tax Yield

In addition to comparing the taxable value per cap-
ita, the property tax base may be analyzed by com-
paring the yield that base produces at a set rate,
such as the maximum 20 mills allowed in state law
for general operations.

Chart 10

Detroit’s potential yield from the highest permissi-
ble operating rate is not nearly as high as cities with
stronger tax bases, but few cities actually impose as
high a property tax rate as Detroit does (See Chart
10).

Property Tax Levy per Capita at 20 Mill Maximum Operating Levy in

Cities over 50,000 Population
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Property Tax Rate

As noted, the property tax levy (the amount billed)
is the result of the tax rate, which is measured in
mills, applied to the tax base (taxable value), and
state law limits the operating rate for general oper-
ations in cities to 20 mills. City charters may limit
the general operating property tax rate to less than
20 mills. Detroit’s charter allows the maximum 20
mills for operations; in FY2007, a constitutionally
required “Headlee rollback” reduced Detroit’s gen-
eral operating rate to 19.9520 mills.

In addition to mills levied to fund general opera-
tions, cities also rely on property taxes to pay debt
service on voter approved, unlimited tax general
obligation bonds. The annual rate for unlimited tax
bonded debt is set at the millage rate required to

retire the principal and interest due that year. In
Detroit, the Detroit Public Library has a separate,
voter-approved millage rate. (See Table 2.)

The FY2013 General City operating levy is $156.1
million, which is $8.9 million less than the $165.0
million General City operating levy in FY2012, even
though the 19.9520 mill tax rate is the same. The
reduction in the levy reflects the reduction in the
taxable value. The reduction in taxable value also
increases the millage rate required to retire unlimit-
ed tax general obligation debt (which is described in
more detail later). In FY2013, the debt service rate
is 9.6136 mills, which is equal to about half of the
city’s operating rate. The debt service levy is $88.8
million (the base for the debt service levy includes
property in Renaissance Zones).

Table 2

City of Detroit Property Tax Rates, in Mills
Fiscal Basic General Debt
Year City Rate Service
2013 19.9520 9.6136
2012 19.9520 9.5558
2011 19.9520 8.9157
2010 19.9520 8.9157
2009 19.9520 7.4779
2008 19.9520 8.0683
2007 22.9448* 8.3951
2006 22.9448* 7.0753
2005 22.9563* 7.4796
2004 22.9563* 7.9245
2003 22.9563* 7.9217

Total City
Library and Library
4.6307 34.1963
4.6307 34.1385
4.6307 33.4984
4.6307 33.4984
4.6307 32.0606
4.6307 32.6510
4.6307 35.9706
4.6307 34.6508
3.6331 34.0690
3.6331 34.5139
3.6331 34.5111

* Includes a 3 mill garbage disposal levy, which in 2008 was replaced by solid waste fees
($240 per single family home, senior rate is $120; budgeted at $47.9 million in FY2012 and

$39.1 million in FY2013).

Source: FY2011 and FY2012 CAFRs, FY2013 City of Detroit Budget
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The Property Tax Burden

As noted, the tax levy approved as part of the city
budget by the Detroit City Council includes a sepa-
rate levy for the Detroit Public Library ($36.2 million
in FY2013). Detroit property owners also pay Wayne
County taxes of about 14 mills, homestead taxes of
about 13 mills or non homestead taxes of about 31
mills for Detroit Public Schools, and the State Edu-
cation Tax of 6 mills.

Chart 11

For taxpayers, the total property tax burden may be
perceived as more important than the individual lev-
ies of separate units of government. Total property
taxes include those paid not just for cities, but also
for schools, county government, special taxing au-
thorities, and special assessments. Detroit’s is not
the highest property tax burden in the state’, but it
is very high and is the highest of the largest cities in
the state, as reported in Chart 11.

2011 Total Property Tax Rates in Michigan Cities over 50,000 Population

(Including Special Assessment Millage)

Detroit (Detroit Public Schools)

85.1106
67.2798

Kalamazoo (Kalamazoo City Schools)

69.1594

Dearborn (Dearborn City Schools)

66.4509

Lansing (Lansing Public Schools)

65.7612

Taylor (Taylor School District)

64.6592

Dearborn Heights (Dearborn Heights)

63.733

Battle Creek (Battle Creek)

63.3636

Saginaw (Saginaw Public Schools)

63.1728

Flint (Flint Public Schools)

62.855

Southfield (Southfield Public Schools)

St. Clair Shores (Lakeshore Public)

59.5885

41.5885

Pontiac (Pontiac School District)

59.0156 .
B Non Principle

Ann Arbor (Ann Arbor Public Schools) ” p8-6096

Residence

Westland (Wayne-Westland Schools)

57.8921

39.8921 O Principle

Wyoming (Wyoming Public Schools)

55/6181

Residence
37.6181

Warren (Warren Consolidated)

55,2611
44.6668

Livonia (Livonia Public Schools)

Novi (Novi Community Schools)

54.1048
36.1048

53.2143
38.5742

Royal Oak (Royal Oak)

Sterling Heights (Utica Community)

50.7245
35.7445

50.499

Rochester Hills (Rochester Community) ” 50.1054
Troy (Troy School District) ” 49.1795
Farmington Hills (Farmington) H 48.6731

Grand Rapids (Grand Rapids City) m 47.8021

0 10 20 30 40 50 6

0 70

80 90

Mills ($1 tax per $1,000 of Taxable Value)

*The primary school district serving each is used for this comparison (in parenthesis).
Sources: Michigan Department of Treasury, 2011 Total Property Tax Rates in Michigan

16

CiTi1zENS RESEARCH COUNCI

L OF

MICHIGAN



DeTROIT CiTY GOVERNMENT REVENUES

Because of the interaction

of taxable value and tax Chart 12
rates, a large tax base City Property Tax Revenues per Capita Levied in Michigan Cities over
does not necessarily pro- 50,000 Population, 2011
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collected (in FY2007, 95.1 percent of that years levy
was collected). (See Chart 13.)

In FY2012 the city budgeted $204.8 million as the
net collection from the General City and debt ser-
vice levy; in FY2013 the city budgeted $192.3 mil-
lion as the net collection.

Since 2004, the city has “sold” its delinquent proper-
ty tax rolls to Wayne County (this is the standard pro-
cedure in Michigan). The county conducts two tax
sales in an effort to recover taxes or, at the second
offering, sell the parcel for a minimum of $500. The
county “charges back” prior year taxes that the coun-
ty determines to be uncollectible. In FY2011, the
charge back was $88.4 million; in FY2012, the city
recorded $84.0 million in liabilities for chargebacks.
According to a February, 2013 Detroit News investi-
gation, 47 percent of the city's taxable parcels are
delinquent on their 2011 property taxes. That report
also noted that Wayne County treasury officials re-
fused to foreclose on about 40,000 Detroit parcels
that should have been seized last year and expect to
bypass another 36,000 parcels this year.®

Chart 13

There are about 66,000 publicly owned parcels of
land in Detroit. Most of these are tax reverted par-
cels in the city’s own inventory, but the county and
state also own tax reverted parcels located in De-
troit. Most of the tax reverted parcels are vacant
lots (there are about 88,000 vacant parcels in the
city, some of which are privately owned). Over the
years, efforts to return parcels to productive use,
sell side lots to adjoining owners, pursue owners for
non-payment, redevelop designated areas, give par-
cels to nonprofits, and other strategies, have had
mixed results. Rapid population loss ensures that
increasing numbers of housing units are vacated,
with little hope of reoccupancy. Empty housing units
that are not maintained contribute to further blight.
In 2012, Wayne County announced a plan to offer
1,500 unsold Detroit tax reverted homes to occu-
pants — whether the former owner, renter, or squat-
ter — for $500 each. The county’s strategy of offer-
ing tax reverted homes to legal and illegal occupants
is an effort to keep homes occupied and retard fur-
ther blight.
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Municipal Income Tax

Municipal income tax yields depend on the number
of residents who have jobs and the number of non-
residents who work in the city, the wages they earn,
the number of businesses in the city and the income
they report, and the rate of the tax.

Employment in Detroit

While some other manufacturing cities also had fi-
nance, commerce, health care, and tourism as eco-
nomic anchors, Detroit’s (and Michigan’s) economy
was historically disproportionately dependent on
manufacturing, specifically vehicle manufacturing.
Detroit auto factories started to automate assembly
lines and to outsource parts production as early as
the 1950s. Foreign auto manufacturers that opened
plants in the U.S. tended to locate in Southern states
with cheaper land, lower taxes, state subsidies, and
non-unionized labor; they operated at a lower cost
and set a new standard. At the same time, continu-
ing advances in technology further reduced the need
for less-skilled labor in factories. The loss of the
automotive manufacturing base was exacerbated
when, in an effort to reduce costs and remain com-
petitive, some domestic brand auto manufacturing
was also moved to plants built in the South, then to
plants in other countries with even lower costs. In
2007, there were 80 percent fewer manufacturing
establishments in Detroit than there had been in

1972. As industry moved out, it left empty facto-
ries, contaminated land, and unemployment.

The overall loss of 15,648 business establishments
from 1972 until 2007 does not capture the effects of
the severe 2008 recession, or the bankruptcies and
subsequent recovery of General Motors and Chrysler
and the restructuring of the automotive supplier
network, on the number of businesses in the city
(census of business data collected in 2012 will be
available in 2013). The loss of business establish-
ments further reduced the attractiveness of neigh-
borhoods and the number of jobs available to De-
troit residents, many of whom did not have cars to
transport them to employment opportunities in the
suburbs.

As noted, Detroit's decennial population peaked at
1.8 million in 1950. As more upper and middle in-
come people moved from the city to suburbs, retail
and service establishments followed their customer
base out of the city. In 2007, the city had 78 per-
cent fewer retail establishments than it had in 1972.
In 2007, less than $3.3 billion of retail sales occurred
in the city, compared to $109.1 billion in the state.
Retail sales per capita were $3,567 in Detroit, less
than a third of the $10,855 statewide per capita re-
tail sales figure. While there are about 50 major
vacant buildings downtown, recent real estate in-
vestment in Downtown and Midtown has included
development or renovation of first floor retail space,
much of which remains vacant.

New Development in Detroit

While vacancies are ubiquitous, new retail is being developed: on May 14, 2012, ground was broken for a new,
20,650 square feet, upscale, natural and organic grocery store in Midtown. While two recent, small, upscale
grocery stores in this target area were not successful, the larger size and corporate support for this Whole Foods
store promises to provide a valued amenity for residents in the immediate area and beyond. The project, which
received $4.2 million in state and local tax subsidies, is in an area that includes Wayne State University and the
College for Creative Studies, the Cultural District, the expanding Medical Center, and an increasing number of
renovated loft and apartment buildings.

Furthermore, on May 17, 2012, ground was broken for the Gateway Marketplace, the first major shopping center
to be developed in Detroit in 40 years. The 360,000 square feet development on 36 acres at the former state
fairgrounds will provide 900 permanent retail jobs and access to shopping for Detroiters and suburbanites. The
center, which will include a Meijer Superstore, K&G Fashion Superstore, Dots, McDonalds’ and PNC Bank branch,
is scheduled for completion in 2013. It will receive $6 million in Brownfield tax credits, $10 million in other tax
incentives, and a $28 million construction loan from Detroit city pension funds.
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The loss of manufacturing establishments has made
the city less dependent on one industry and more
economically diverse. Manufacturing — particularly
automobile manufacturing — was the traditional ba-
sis of the city’s economy, but now Chrysler is the
only one of the city’s ten largest employers that is
auto related, and it provides fewer than half the
number of jobs than it did ten years ago. The ten
largest employers in Detroit in 2012 also included
five governmental units (four of which are shedding
jobs), three health systems (two of which are non-
profit), and one utility company. Of the top ten
employers, only two — Henry Ford Health System
and Wayne State University — provided more jobs in
2012 than in 2003. The city’s employment base is
now relatively more dependent on government, edu-
cation, and health care. (See Chart 14.)

Job losses in public sector employers have been
caused by federal and state expenditure control ef-

Chart 14
Largest Employers in the City of Detroit

forts including the end of federal American Reinvest-
ment and Recovery Act (ARRA) funding, reductions
in state funding for K-12 and higher education, and
reductions in state revenue sharing payments, as
well as local property tax erosion, population loss,
and other factors. Concurrently, economic diversifi-
cation away from manufacturing and downtown re-
vitalization efforts should be helped by private sec-
tor efforts to take advantage of very low real estate
prices and to consolidate operations. For example,
Blue Cross and Blue Shield of Michigan is consoli-
dating its workforce in downtown Detroit and will
have 6,000 workers in a renovated urban campus
that includes the 500 and 600 towers of the Renais-
sance Center, the corporate headquarters a few
blocks away, and a separate building on Jefferson
Avenue across from the Renaissance Center.
Campbell Ewald is moving 700 employees from sub-
urban Warren to an office building attached to the
downtown Detroit football stadium.
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Income Tax Rates

PA 284 of 1964, as amended, authorized cities to
impose a city income tax. Detroit is one of only 22
Michigan cities that have opted to impose a munici-
pal income tax on residents, non-residents who work
in the city, and resident corporations, under author-
ity granted by the City Income Tax Act. Eighteen of
the 22 cities impose municipal income taxes of one
percent on residents, one percent on corporations,
and one-half percent on nonresidents who work in
the city (1/1/0.5). Four cities impose rates higher
than 1/1/0.5, with Detroit’s being the highest. (See
Table 3.)

Cities with higher municipal income tax rates tend
to produce higher tax collections per capita. In 2010,

only two cities, Walker (a suburb of Grand Rapids
that is the headquarters of Meijer) and Grand Rap-
ids (which imposed rates very similar to Detroit’s),
generated more from their municipal income tax on
a per capita basis than did Detroit.

Required Rate Reductions

State law allows Detroit to impose higher rates of
income tax than other cities are allowed, but PA 500
of 1998 required that Detroit’s income tax rates be
reduced from the then-existing rate of 3 percent on
residents, 2 percent on corporations, and 1.5 per-
cent on nonresidents who work in the city. Rates on
residents and nonresidents were to be reduced by
one-tenth of one percentage point per year for ten

Table 3
Municipal Income Tax Rates and Receipts, 2010

Year Tax Rates 2010
City Adopted Resident Corporation Nonresident Net Collections
Albion 1972 1.0% 1.0% 0.5% $ 982,460
Battle Creek 1967 1.0 1.0 0.5 11,442,037
Big Rapids 1970 1.0 1.0 0.5 1,848,250
Detroit 1962 2.5 1.0 1.25 215,591,420
Flint 1965 1.0 1.0 0.5 13,986,113
Grand Rapids 1967 1.4 1.4 0.7 57,529,532
Grayling 1972 1.0 1.0 0.5 325,563
Hamtramck 1962 1.0 1.0 0.5 1,813,635
Highland Park 1966 2.0 2.0 1.0 3,162,221
Hudson 1971 1.0 1.0 0.5 265,853
lonia 1994 1.0 1.0 0.5 1,659,291
Jackson 1970 1.0 1.0 0.5 6,272,898
Lansing 1968 1.0 1.0 0.5 25,820,616
Lapeer 1967 1.0 1.0 0.5 2,328,695
Muskegon 1993 1.0 1.0 0.5 6,459,854
Muskegon Heights 1990 1.0 1.0 0.5 842,401
Pontiac 1968 1.0 1.0 0.5 9,447,641
Port Huron 1969 1.0 1.0 0.5 5,742,500
Portland 1969 1.0 1.0 0.5 640,497
Saginaw 1965 1.5 1.5 0.75 12,043,719
Springfield 1989 1.0 1.0 0.5 695,138
Walker 1988 1.0 1.0 0.5 71,422,277

TOTAL

$386,322,612

Sources: U.S. Census Bureau; CRC, Outline of the Michigan Tax System, March,

2012; CRC Calculations

CIT1ZENS

RESEARCH COUNCIL OF

MICHIGAN 21



CRC REPORT

years, unless specified unfavorable financial condi-
tions existed. According to this plan, if the rate re-
ductions were not suspended, Detroit income tax
rates would be 2 percent on residents and 1 percent
on nonresidents in the city’s FY2009. In order for
the rate reduction to be suspended for a year, three
of the following four conditions had to be met:

1. Funds have to be withdrawn from the city’s bud-
get stabilization fund for two or more consecu-
tive fiscal years or there is a balance of zero in
the fund.

2. The city’s income tax revenue growth is 0.95 per-
cent or less.

3. The local taxable value growth rate is 80 percent
or less of the statewide taxable value growth rate.

4. The city’s unemployment rate is 10 percent or higher.

Rate reductions occurred in five years, but each year
after 2003 the city either met three of the exempt-
ing conditions in the state act (in 2004, 2005, 2006,
2007, 2010, and 2011) or obtained statutory author-
ity to not reduce the tax rate (in 2008 and 2009).

Financial data for 2011 revealed that only two of the
conditions of the rate freeze had been met (use of
income tax receipts reported in the 2011 CAFR re-
vealed that municipal income tax receipts increased
from $216.5 million in fiscal 2010 to $228.3 million
in fiscal 2011 and the change in the taxable value
was the same as the state-
wide average), and the
lower rates of 2.4% and

1.2% went into effect on Chart 15

owed by the state was the basis for the Detroit Cor-
poration Counsel’s lawsuit challenging the city’s ability
to enter into a contract (the financial stability agree-
ment) with an entity (the State of Michigan) that
was in default to the city (the Corporation Counsel
also alleged additional unpaid debts to the city). The
claim was rejected by the courts.

Public Act 394 of 2012 discontinued the required
annual rate reduction. The act provides that Detroit
may impose a maximum rate of 2 percent on corpo-
rations, and fixes the Detroit city income tax rate at
2.4 percent on residents and 1.2 percent on nonres-
idents as part of a strategy to enable the city to
improve the street lighting system. The new light-
ing authority is authorized to sell bonds that may be
retired using revenues from the city’s utility users’
excise tax. The municipal income tax rate is to be
maintained at 2.4 percent on residents and 1.2 per-
cent on nonresidents until the bonded costs for im-
proving the lighting system are paid off, at which
time the maximum rates will be 2.2 percent on res-
idents and 1.1 percent on nonresidents who work in
the city.

Detroit Income Tax Revenues

The tax rates, the number of resident individuals
and businesses, the employment rate, and the num-
ber and type of jobs in the city are among the fac-
tors that affect the revenue that can be generated

City of Detroit Municipal Income Tax Receipts, 2002-2013
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by the municipal income tax. Municipal income tax
receipts are the largest single revenue source in
Detroit’s General Fund. Income tax receipts, which
fund general city operations, totaled $323.5 million
in FY2002, the last year the city had a general fund
surplus. Receipts declined each year through
FY2010, reflecting both rate reductions and employ-
ment conditions. Receipts increased in FY2011 and
FY2012, possibly due in part to a number of major
employers that have centralization operations from
suburban locations to less expensive space down-
town (See Chart 15).

Non-Filers

One market analysis (McKinsey Report) based on
2009 collections estimated that $6.6 million of mu-
nicipal income taxes on commuters who work in
Detroit, $21.8 million of corporate income taxes, and
$155.0 million of income taxes on residents are not
collected. Because 54 percent of employed Detroiters
work outside of the city, and employers outside the
city are not required to withhold city taxes, this anal-
ysis estimated that $142.3 million of municipal in-
come taxes on reverse commuters are not collect-
ed. Detroit officials have indicated that they will
pursue state legislation requiring employers outside
of Detroit to withhold city income taxes on Detroit
residents and enabling the levy and collection of taxes
on non-resident wagering.

Shifting Responsibility for
Income Tax Collection

The possibility of having the state collect municipal
income tax for the city has been raised a number of
times in the past, but estimates were that reimburs-
able state costs would result in little or no savings
on the processing costs for Detroit. However, the
proposal has been resurrected in the belief that state
processing would increase the collection rate, espe-
cially for the majority of residents who work outside
of the city limits and whose employers are not re-
quired to withhold Detroit taxes. If this were the
case, the city would have additional resources to
invest in services to citizens.

The consent agreement negotiated between the city

and state includes income tax collection as one of the
areas in which the state will support Phase I reforms:

The Treasury Department will assist the City in
maximizing revenues collected under the City
income tax. This will include technical assistance
to modernize processing, enhance enforcement,
and improve collections. The Treasury
Department will assist the City in preparation of
draft legislation to require withholding of City
Income Taxes for City residents working outside
the City. Additionally, the Treasury Department
will explore the possibility of enabling the
collection and distribution of the City income tax
in conjunction with the collection and distribution
of State income tax.®

The Economic Vitality Incentive Program that replaced
statutory state revenue sharing in 2011 includes in-
centives for local government to consolidate servic-
es, providing another incentive for consideration of
state collection of municipal income taxes. The first
consolidation grant under the EVIP was awarded to
Grand Rapids for an interlocal agreement with Flint
and Lansing to combine their municipal income tax
processing and payment systems. According to the
state Department of Treasury description, any of the
22 Michigan cities that impose an income tax can join
this income tax processing partnership, which was
expected to be operational in 2012.

Utility Users’ Excise Tax

Detroit is the only city in Michigan allowed to im-
pose a five percent utility users’ excise tax under
authority granted by PA 100 of 1990. Revenues from
this tax on the privilege of consuming telephone,
electric, steam, or gas services are affected by en-
ergy efficiency measures as well as changes in the
number and type of households and businesses in
the city. Under the original state authorization, rev-
enues from the utility users’ excise tax were required
to be used to hire or retain police officers. New
legislation, PA 392 of 2012, provides that up to $12.5
million of utility users’ excise tax revenues may be
used annually to retire debt issued by a public light-
ing authority. On February 5, 2013, the City Council
approved articles of incorporation for such an au-
thority, which can sell bonds to fund overhauling the

CIT1ZENS

RESEARCH COUNCIL OF

MICHIGAN 23



CRC REPORT

city’s street lighting system. Utility us-
ers’ excise tax revenues were bud-
geted at $42 million in both FY2012

Chart 16

Utility Users’ Excise Tax Revenues
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Casino Wagering Tax

Detroit’s local casino wagering tax is a tax on the
privilege of operating a casino and the base of the
tax is adjusted gross receipts of the casino licensee.
Initiated state law 1 of 1996, as amended by PA 306
of 2004, enables Detroit to be the only community
in the state with privately owned, non-Indian casi-
nos, and allows the city to impose a 10.9 percent
casino wagering tax on those casinos. Taxes are
paid by the three casinos directly to the city. This
source of municipal income held up remarkably well
during the economically challenging period of FY2007
through FY2012. The FY2013 budget includes Casi-
no Wagering Tax revenues of $149.0 million (See
Chart 17).

The city also collects additional
fees from the casinos. Develop-
ment agreement percentage pay-

Chart 17

2002
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Fiscal Year Actual Budget

Source: FY2011 and FY2012 CAFRs, FY2013 City of Detroit Budget

For comparison purposes, the collections from the
wagering tax in 2010, when the census count was
713,777, was $183,338,299; this represents income
to the city of $256.86 per capita. Of course, much
of the wagering is done by nonresidents, so city res-
idents bear only a part of the burden of the casino
wagering tax. This tax is avoided altogether by those
who do not gamble in Detroit casinos.

Future casino revenues could be affected by the
opening of new casinos in Toledo, Cleveland, Cin-
cinnati, and Columbus. The total revenue from ca-
sino taxes and fees is budgeted at $187.8 million in
FY2013, a reduction of $27.1 million from the $214.9
million budgeted in FY2012.

Casino Wagering Tax Receipts and Casino Percentage Payments

ments (a 1 percent assessment $200

on adjusted gross receipts) were zizg
estimated at $23.0 million in the 5140 |
FY2012 budget and $22.0 million $120

=

$100
$80

in the FY2013 budget. Municipal

service fees are assessed to com-
pensate the city for public safety

$60
$40

(Millions of Dollars)

services: the FY2013 estimated $20
revenue is $16.8 million (down A
from $17.1 million in the FY2012

budget).
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Fiscal Year Actual Budget

Source: FY2011 and FY2012 CAFRs, FY2013 City of Detroit Budget
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FY2010 Tax Burden Comparisons

The Detroit city government is currently imposing
all of the taxes, and the highest rates of taxes, al-
lowed by state statute. The property tax base in
Detroit is comparatively weak, but the imposition of
the highest legal tax rates for property and income,
and the imposition of the utility users’ excise and
casino wagering taxes, result in very high municipal

Chart 18

tax receipts per capita, compared to other Michigan
cities.

In order to generate $587.2 million in tax revenue
for the General Fund from the property tax alone,
the city would have had to have a taxable value more
than four times greater than it did (assuming a com-
parable delinquency rate). (See Chart 18.)

2010 Detroit General Fund Tax Revenues

Casino Wagering
$183,466,299
$257.04 per capita

31%

Utility Users’
Excise
$44,190,132
$61.91 per capita
8%

Property*
$143,015,072
$200.36 per capita

24%

Income
$216,522,405
$303.35 per capita

37%

Total = $587,193,908

*General Fund only (19.9520 mills)

Source: FY2010 CAFR
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Seven of the 24 Michigan cities of over 50,000 resi-
dents impose a municipal income tax. In those sev-
en cities in 2010, the city property tax rate ranged
from 9.17 mills in Grand Rapids to 33.22 mills in
Detroit, and the municipal income tax rate ranged

Chart 19

from 1/1/0.5 in Battle Creek, Flint, Lansing, Pontiac,
and Saginaw to 2.5/1/1.25 in Detroit. Chart 19, a
comparison of total city taxes in 2010 in those cities
that imposed an income tax, reveals how much more
Detroit raised from local taxes on a per capita basis.

Local Tax Potential per Capita in Cities over 50,000 Population that Impose a City Income Tax, 2010

‘ M Property Taxes OIncome Taxes

O Utility Users Excise Taxes

M Casino Wagering Taxes ‘

$1,200

$1,046.32

$1,000

$800

$682.82 $653.57

$600

$225.91

$424.02 $464.24 I $427 66 I

$400

$200

$0

Detroit

Battle Creek Lansing

$536.23

$305.94

Grand Rapids

$516.33 $476.27

$158.74

$136.54
$233.82

Saginaw

Pontiac Flint

Source: Michigan Department of Treasury, CRC Calculations
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Insurance Rates in Detroit

High insurance rates further raise the cost of living and conducting business in Detroit. Michigan is a
relatively expensive state for car insurance (ranked third behind Louisiana and Oklahoma in 2012 by
Insure.com) and Detroit is the most expensive place in the state to purchase auto insurance.
Carinsurance.com commissioned a study of car insurance rates in every zip code in the U.S. for a 2012
Honda Accord. Rates from six large insurance companies (Allstate, Farmers, GEICO, Nationwide, Pro-
gressive, and State Farm) are for a 40 year old man with a clean record and good credit, who drives 12
miles to work each day. The most expensive neighborhoods for car insurance in the state were zip
codes in Detroit:

Table 4a
Most Expensive Zip Codes for Auto Insurance in Michigan
Zip Code City Range of Quotes
48227 Detroit $3,059-$8,403
48205 Detroit $2,360-$7,308
48224 Detroit $2,108-$7,021
48221 Detroit $2,923-$7,364
Table 4b
Auto Insurance Costs in Random Suburban Zip Codes
Zip Code City Range of Quotes
48084 Troy $1,381-$3,210
48154 Livonia $1,485-$2,931
48309 Auburn Hills $1,354-$2,945
48375 Novi $1,323-$3,342

Source: Carlnsurance.com found at www.carinsurance.com/rate-comparison.aspx?

Both state and city officials have acknowledged the problem of high automobile insurance rates in
Detroit. Many Detroiters believe these high rates are unjustified, and have looked to the city or state to
develop an alternative program that provides insurance at lower cost.
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The total of local taxes per capita in Detroit far ex-
ceeds the total of local taxes that are collected by
other major cities, including those that impose mul-
tiple taxes, and the low average per capita income
in Detroit results in a far higher tax to income ratio
compared to other cities. (See Chart 20.)

Cities of over 50,000 population that impose an in-
come tax tend to have lower per capita income and
higher per capita tax revenue-to-income ratios. It
should be noted again that cities that impose an
income tax export part of that tax liability to non-
residents who work in the city. The casino wager-
ing tax also allows Detroit to export a major por-

Chart 20

tion of the origin of that tax to nonresidents. If the
casino tax revenues per capita were removed from
the total tax revenues per capita in the table above,
the ratio of per capita local tax revenues to per
capita income would be 5.47 percent, still far high-
er than other cities.

Increasing Tax Revenues

There are two traditional ways to increase the reve-
nues generated by a tax: increase the rate, or in-
crease the base. The base can be increased through
economic growth, such as more people working, or
people earning higher wages, or both, in the case of

Local Taxes and Income on a per Capita Basis in Michigan Cities over 50,000 Population, 2010

I Per Capita Local Tax Revenues === Tay Revenues as a Percent of Income

$1,200

$1,000
$800
$600

$400

Per Capita Tax Revenues

$200

*Cities that impose an income tax

Tax Revenues as Percent of Income

Source: American Community Survey, Per Capita Income, 3-year Estimates, 2009-2011; Michigan

Department of Treasury; CRC Calculations
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the personal income tax. Expansion of the property
tax base results from appreciation in the value of
existing real estate, adding newly constructed build-
ings to the tax rolls, or expanding the things that
are included in the base, such as expanding the prop-
erty tax base to include parcels that are now ex-
empt (churches, public schools and universities, mu-
seums, and other nonprofits’ facilities). A third way
to increase tax revenues is to collect a larger pro-
portion of the taxes imposed.

State enabling legislation is required to increase the
maximum allowed municipal tax rates. It would be
possible for the state to increase the maximum rates
for the general operating property tax, municipal
income tax, utility users’ excise tax, and/or casino
wagering tax. However, Detroit's already high tax
rates are widely believed to have contributed to pop-
ulation loss and economic decline. One of the city’s
primary economic development tools is granting tax
abatements for new housing and business support,
tacit admission of the potential negative role of dis-
proportionately high municipal taxes.

The “Headlee Amendment” to the 1963 Michigan
Constitution requires local voter approval before im-
position of any local tax that was not authorized when
the amendment was passed in 1978. The Headlee
amendment does not supersede statutes that limit
the maximum tax rates that local governments may
impose. It adds the requirement of voter approval
in order to raise existing taxes or to impose new
taxes within constraints set in state law. Requests
for voter approval of tax increases have generally
been successful in Detroit.

Taxes and Economic Development

In a strategy going back at least to the 1960s, De-
troit officials have sought state authorization to im-
pose new taxes to increase city government reve-
nues. As a result, Detroit imposes more taxes, and
higher rates of taxes, than other Michigan commu-
nities. This tax structure has developed over de-
cades, based not on any central organizing theory
of the ideal tax structure!®, but rather on recurrent
financial pressures on city government.

Some believe that the city’s high tax rates have con-
tributed to the erosion of the city’s tax base. In an
effort to reduce the tax burden in Detroit, PA 500 of
1998 required that Detroit’s income tax rates be re-
duced by one-tenth of one percentage point per year
for ten years, unless specified unfavorable financial
conditions existed. The income tax rate reduction
occurred in only six years since 1998, reducing the
resident rate to 2.4 percent in FY2013.

The city uses tax revenues to provide essential ser-
vices including public protection and to service gen-
eral obligation debt. Defenders of the city’s tax struc-
ture argue that reductions in tax rates would further
diminish the city government’s ability to provide ser-
vices and meet financial obligations. Because ser-
vice levels are already considered inadequate, the
disparity between the high tax rates and those poor
city services and the comparison of the city’s servic-
es with services provided in other communities, adds
to incentives to leave the city. Detroit’s high legacy
costs, governmental inefficiency, and history of cor-
ruption contribute to the separation between the
value of taxes paid and services provided. In Down-
town and Midtown, however, very low property val-
ues and tax incentives are driving economic rede-
velopment.
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State and Local Tax Burden Comparison

The state and local tax burden imposed on Detroit residents is also high compared to the tax burden in
other large U.S. cities. The Office of Revenue Analysis of the District of Columbia annually publishes an
analysis of state and local tax rates and tax burdens in the largest city in each of the 50 states and in
Washington DC. The analysis includes state and local taxes to accommodate the various ways that state
and local governments divide responsibility for various functions: what could be a state responsibility in
one place may be a local responsibility in another.

Separate analyses are presented for a hypothetical family of three at various income levels ($25,000;
$50,000: $75,000; $100,000; and $150,000) as well as a combined total. Taxes included in the analysis
include individual income, real property, sales, and automobile taxes. According to this analysis of 51
U.S. cities, changes in state and local tax rates in 2011 have reduced the city’s tax burden disadvantage
somewhat, although Detroit is still a relatively high tax burden city:

Table 5
Detroit Tax Burden Ranking* Compared to the
Largest City in Each State and Washington, DC, 2011

Rank: 1 is the highest tax burden city

Family Income 2009 2010 2011
$25,000 13 17 18
$50,000 4 4 13
$75,000 4 4 9

$100,000 6 4 8

$150,000 6 6 10

Combined Total 5 4 10

*Estimated tax burden ranking for a hypothetical family of three

Source: Government of the District of Columbia; Tax Rates and Tax
Burdens in the District of Columbia — A Nationwide Comparison;
publications for 2009, 2010, and 2011

A review of the estimated tax burdens by type of tax reveals that the combined state and local income
tax burden is significantly greater in Detroit than the average.

Table 6
Estimated State and Local Tax Burdens in Detroit for a Hypothetical Family Compared with the
Average for the Largest City in Each State by Income Class

Tax Detroit Average* Median
$25,000 Income Level
Income $644 $266 $7
Property 1,831 1,891 1,831
Sales 578 728 672
Auto 216 274 262
Burden Amount $3,270 $3,065 2,956
Burden as a % of Income 13.1% 12.3% 11.8%
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Table 6 (contineud)

$50,000 Income Level

Income $2,446 $1,227 $1,064
Property 2,458 2,686 2,347
Sales 766 981 935
Auto 252 323 303
Burden Amount $5,922 $4,971 $4,693
Burden as a % of Income 11.8% 9.9% 9.4%
$75,000 Income Level

Income $4,541 $2,502 $2,443
Property 2,715 3,092 2,787
Sales 1,019 1,303 1,228
Auto 429 589 556
Burden Amount $8,704 $7,041 $7,009
Burden as a % of Income 11.6% 9.4% 9.3%
$100,000 Income Level

Income $6,296 $3,871 $3,888
Property 2,933 3,405 3,165
Sales 1,107 1,436 1,351
Auto 481 651 616
Burden Amount $10,817 $8,719 $8,974
Burden as a % of Income 10.8% 8.7% 9.0%
$150,000 Income Level

Income $9,721 $6,835 $6,825
Property 3,394 4,067 3,846
Sales 1,714 2,194 2,047
Auto 693 846 775
Burden Amount $15,522 $12,831 $13,325
Burden as a % of Income 10.3% 8.6% 8.9%
Combined Income Levels

Income $23,648 $14,701 $14,362
Property 13,332 15,141 13,993
Sales 5,184 6,641 6,138
Auto 2.070 2.682 2.489
Burden Amount $44,235 $36,628 $37,221

* For cities levying the tax

Source: Government of the District of Columbia; Tax Rates and Tax Burdens in the District of
Columbia — A Nationwide Comparison, 2011

While estimates of the burden of property, sales and auto taxes in Detroit are generally less than the
average and median of the 51 cities in the comparison, the high estimated income tax burden results in
higher than average overall state and local tax burden at every income level.
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Non Tax Revenues

State Revenue Sharing and Other State
Source Revenues

SRS and EVIP

In Michigan, unrestricted revenue sharing began in
the 1930s with the state sharing a portion of taxes
on enterprises licensed to sell alcoholic beverages,
evolved into a program in which the state shared
revenues from the intangibles, sales, income, and
single business taxes, and is now a program in which
the state shares revenues from the sales tax, a por-
tion of which is shared on a conditional basis.

Article IX, Section 10 of the 1963 Michigan Constitu-
tion guaranteed that 12 percent of revenues from
the pre-1994 rate, 4 percent (the sales tax rate is
now 6 percent) sales tax “shall be used exclusively
for assistance to townships, cities and villages, on a
population basis as provided by law.” In 1974, the
Constitution was amended to mandate that 15 per-
cent of revenues from the state sales tax be distrib-
uted to locals.

Constitutionally required revenue sharing was ac-
companied by statutory revenue sharing, which af-
ter 1972 was based on a “relative tax effort” (RTE)
formula. This formula particularly benefited Detroit,
which had a low tax base, more kinds of taxes (prop-
erty, income, and utility taxes were considered in
the formula), and higher tax rates than other local

governments. Because the statutory portion of rev-
enue sharing was not mandated in the constitution,
state budget problems were frequently reflected in
reductions in state appropriations for statutory rev-
enue sharing payments. In 1996, the state source
of statutory revenue sharing was changed from four
tax sources to the slower growing state sales tax,
and the distribution formula was also changed, partly
in response to the perception that the RTE formula
rewarded communities for imposing high tax rates
that depressed economic growth. Starting in 1999,
statutory revenue sharing was distributed according
to four formulae:

e Percent share of FY1998, the phase-out of the
old formula.

e Taxable value per capita, a measure of wealth
and tax capacity.

e Population unit type, which reflects the service
level of the city, village, or township.

¢ Yield equalization, which offsets variances in tax-
able property wealth among local units.

The past decade has been a difficult one for Michi-
gan’s economy, and state revenues reflected the poor
economy. Chart 21 shows that the annual amount
available for revenue sharing payments to local gov-
ernments declined from $1.5 billion in State Fiscal
Year 2001 (SFY2001) to less than $1 billion in
SFY2010 and 2011.

32 CITIZENS

RESEARCH COUNCIL OF

MICHIGAN



DeTrROIT CiTY GOVERNMENT REVENUES

Chart 21
State Revenue Sharing Payments
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Reductions in amounts appropriated by the state for the largest impact of the cuts. In FY2013, Detroit’s
statutory revenue sharing had very significant ef- General Fund will receive $171.8 million, a loss of
fects on local governments. $162.0 million or 48.5 percent, from the amount

received in FY2002 in state revenue sharing (See
As the recession that began in December, 2008 wors- Chart 22).

ened and the domestic automotive

sector restructured, reducing tax-

es paid to the state, the state again Chart 22

responded by reducing paymentsto  ggate Revenue Sharing Payments to Detroit’s General Fund
local governments. Constitutional-
ly required revenue sharing pay-
ments to cities, villages, and town-
ships continued, but legislatively
appropriated statutory payments
were severely cut. Since 2005,
Detroit has received about one-
quarter of the state revenue shar-
ing payments made to local units ©
of government, and Detroit suffered 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
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If annual state revenue sharing payments to Detroit
had remained at $333.8 million, the amount received
in FY2002, the city would have received a total of
$482 million more to fund general operations in the
FY2003 through FY2011 period. If the city were to
receive $333.8 million (the amount received in
FY2002) in FY2012 and FY2013, revenues would be
$168.2 million higher in FY2012 and $162.0 million

ing remains a very significant source of operating
revenues for cities in Michigan, and Detroit contin-
ues to receive far more, both on a dollar basis and
on a per capita basis, than other Michigan cities. In
SFY2010, the amounts received from constitutional
and statutory revenue sharing by the 24 cities in
Michigan that had over 50,000 residents varied from
$55.17 per capita in Novi to $335.13 in Detroit (See

higher in FY013.

The loss of statutory state revenue shar-
ing has had serious implications not just
for Detroit, but for many other local gov-
ernments in Michigan. Because revenue
sharing payments are unrestricted, they
are a crucial element in local govern-
ments’ ability to provide essential ser-
vices. Nonetheless, state revenue shar-

Chart 23).

Chart 23

Per Capita State Revenue Sharing Payments to Michigan

Cities over 50,000 Population, State Fiscal Year 2010

Detroit | | $335.13

Pontiac $176.00

Saginaw $172.50
Flint $160.34
Lansing
Kalamazoo
Taylor $106.27
Grand Rapids $102.47
Battle Creek $99.29
Warren
Southfield
Westland
Dearborn Heights
Dearborn
Ann Arbor
Royal Oak
St. Clair Shores
Livonia
Wyoming
Farmington Hills
Sterling Heights
Troy

Rochester Hills $62.79

Novi $55.17

$0 $100 $200 $300 $400

Source: Michigan Department of Treasury

34 CITIZENS

RESEARCH COUNCIL OF

MICHIGAN



DeTROIT CiTY GOVERNMENT REVENUES

State revenue sharing pay-
ments are made in October,
December, February, April,
June, and August. Because
the state’s fiscal year ends
September 31 and the city’s
fiscal year ends June 30, the
amounts reflected in state
and city fiscal year financial
reports vary based on the
timing of payments. Accord-
ing to state reports, in
SFY2010 Detroit received
9.6 percent of the constitu-
tional payments based on
the 2000 population and
57.8 percent of statutory,
formula-based payments. In
SFY2011, using the revised
2010 population count, De-
troit received 7.2 percent of
all constitutional payments
and 59.8 percent of statu-
tory payments. In SFY2010,
Detroit received $149.2 mil-
lion more in statutory pay-
ments than it would have if
the distribution were made
on a per capita basis. In
SFY2011, Detroit received
$168.9 million more in stat-
utory payments than it
would have if the distribu-
tion were made on a per
capita basis (See Table 7).

Detroit, with seven percent
of the state’s residents, re-
ceived nearly 60 percent of
statutory revenue sharing in
2011, while none of the vil-
lages and smaller townships
in the state received any
statutory revenue sharing.
(See Table 8.)

Table 7
State Revenue Sharing
(Dollars in Millions)

Payment to

All Revenue
Sharing Payments

Detroit as a
Percent of Total

Source: Michigan Department of Treasury, Office of Revenue and

$629.2
309.7
$938.9

$652.3
321.4
$973.7

Tax Analysis, FY2011 Revenue Sharing

Detroit
2010
Constitutional $60.3
Statutory 178.9
Total $239.2
2011
Constitutional $47.1
Statutory 192.1
Total $239.2
Table 8

State Revenue Sharing and EVIP Payments

(Dollars in Millions)

Payment to
Detroit
2012
Constitutional $51.0
EVIP 121.4
Total $172.4
2013
Constitutional $52.5
EVIP 121.4
Total $173.9

Source: Michigan Department of Treasury, Constitutional and EVIP
Revenue Sharing, January Consensus

All Revenue
Sharing Payments

9.6%
57.8%
25.5%

7.2%
59.8%
24.6%

Detroit as a
Percent of Total

$707.5
209.7
$917.2

$713.2
224.8
$937.95

7.2%
57.9%
18.8%

7.4%
57.8%
18.6%
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When statutory revenue sharing was changed to the
Economic Vitality Incentive Program, a total of $210
million was appropriated for formula distribution to
eligible local units. If it met the criteria, Detroit was
eligible for the same 57.8 percent it had received in
2010 from statutory revenue sharing, but 57.8 per-
cent of $210 million was $121.4 million, or $70.7
million less than the 2011 statutory payment (See
Chart 24).

Chart 24

Estimated SFY2013 Constitutional Revenue Sharing
and EVIP Payments to Michigan Cities over 50,000

Population

‘IConstitutionaI OEvIP ‘

Revenue sharing payments to Detroit have been af-
fected by reductions in the state amounts appropri-
ated, changes in the distribution formula, and chang-
es in the population of the city. While Detroit’s 25
percent population loss from 2000 to 2010 resulted
in a loss of state shared revenues, some other cities
gained population and are scheduled to receive more
in SFY2013 than in SFY2010.

Conditions for Receiving Economic
Vitality Incentive Program Payments

In order to receive full payment under EVIP,
a local government must fulfill the require-
ments in each of three categories (each cat-
egory represents one-third of the maximum
grant available to that local government).

Detroit

Grand Rapids
Flint

Lansing

Warren

Sterling Heights
Ann Arbor
Pontiac
Dearborn
Kalamazoo
Livonia
Westland
Saginaw

Taylor

Troy
Farmington Hills
Southfield
Wyoming
Rochester Hills
Battle Creek
Dearborn Heights
St. Clair Shores
Royal Oak

Novi

The first required category is accountability
and transparency, which is satisfied by mak-
ing available to the public a citizens’ guide
and a performance dashboard of economic
indicators or a financial summary that in-
cludes unfunded liabilities.

Local governments were required to certify
to the state by January 1, 2012 that they
had produced and made available to the
public a plan with at least one proposal to
increase the existing level of cooperation,
collaboration and consolidation either with-
in the jurisdiction or with other jurisdictions.
The plan was to include previous service con-
solidations and resulting cost savings and
estimates of savings from proposed consol-
idations. Consolidation of services was to
be facilitated by a $5 million statewide grant
program to help offset costs associated with
service consolidation or sharing, or other co-
operative efforts among local communities.

To qualify for the employee compensation
category of the EVIP, local governments

$0 $50 $100 $150

(Millions of Dollars)

Source: Michigan Department of Treasury

must have certified by May 1, 2012 that they

$200 had developed an employee compensation

plan that they intended to implement. The
plan must cap employer contributions to re-
tirement plans for new hires at 10 percent
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of base salary for employees who are eligible for
Social Security and at 16.2 percent for employees
who are not eligible. The multiplier for defined ben-
efit pension plans cannot exceed 1.5 percent for em-
ployees who are eligible for Social Security except
where post employment health care is not provided,
in which case the maximum multiplier is to be 2.25
percent. Average final compensation for defined
benefit plans must use a minimum of three years,
not include more than 240 hours of paid leave, and
not include overtime hours. Health care costs for
new employees must include an employee minimum
cost sharing of 20 percent or the employers’ share
must be cost competitive with the new state pre-
ferred provider organization health plan.

These requirements guided the employment terms
imposed by the mayor in July, 2012. Under PA 4 of
2011, 30 days after a consent agreement was adopt-
ed, the local government was no longer required to
bargain with employee unions. Because most City

Chart 25

of Detroit collective bargaining agreements expired
on June 30, 2012, the Mayor was able to impose
contracts that satisfied the state requirements. PA
4 was rejected by state voters at the November 6,
2012 general election, but PA 436 contains a similar
provision.

Licenses, Permits, and Inspection Charges

The city charges for issuing required licenses and
permits, and for the cost of inspections. In FY2013,
the departments of Public Works, Fire, Health and
Wellness Promotion, Police, and Non-Departmental
were expected to generate $7.6 million from licens-
es, permits, and inspection charges (down from $9.1
million in FY2012); the Buildings, Safety Engineer-
ing and Environmental Department was expected to
earn $22.9 million. (See Chart 25.) On a city-
wide basis, Detroit expected to earn $30.5 million
from licenses, permits, and inspection charges in
FY2013.

General City Licenses, Permits, and Inspection Charges
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Sales and Charges for Service

The city government provides a range of services
for which it charges a fee. Of 27 General City
agencies in the FY2013 budget, 19 generate revenues
that are categorized as “sales and charges for
service.” The city charges a household solid waste
fee of $240 for residential customers ($120 for
seniors) that is expected to produce $36.9 million
for the DPW in FY2013; the Public Lighting
Department charges for steam and electrical service
to those buildings it serves (sale of electricity and
steam is budgeted to produce $46.0 million in
FY2013); the Emergency Medical Services (EMS)
charges for ambulance transport; the city charges
for collecting property taxes and for a host of other
services. Collection of past due bills for permits,
licenses, and fees is valued at $8 million in the July
26, 2012 Discussion Document. The city announced
an initiative to hire business license investigators to
ensure that all businesses in the city have the proper
city licenses.

Chart 26

In the FY2013 budget, General City agencies are
expected to generate $283.3 million from sales and
charges for service ($235.5 million of that is General
Fund). While these numbers are reflected in the
city’s budget, the data used to produce Chart 26
are from the Comprehensive Annual Financial Re-
port, and may not capture exactly the same items.

While 19 of 27 General City agencies charge fees for
various services or receive receipts from sales, enter-
prise agencies in particular earn revenue from their
activities: water and sewer fees, parking fees, bus
fares, inspection fees, etc. Most enterprise agencies
are similar to businesses, but the Buildings and Safe-
ty Engineering and Environmental Department is es-
sentially regulatory. The parking enforcement func-
tion of the Municipal Parking Department is an
ordinance enforcement function that is part of the
General Fund. If, as has been discussed by the city
administration and the Financial Oversight Board, the
city government were to actually refocus only on core
services, it could be argued that the airport, parking

General City Agencies, Sales and Charges for Service
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garages, bus sys-
tem, water and
sewerage, and li-
brary could all be

Table 9

Budgeted Sales and Charges for Service in Enterprise Agencies

made indepen- FY2012 FY2013

dent of city gov- Airport $85 -

ernment or trans- Buildings, Safety Engineering and Environmental $213 $65

ferred to other Department of Transportation $82,000 $66,540

entities. Municipal Parking - -
Water $374,691 $389,936

General city Sewerage $489,189 $517,576

agencies are Library - -

budgeted to re- Total $946,178 $974,117

ceive $283.3 mil-

lion from sales

and charges for

service in FY2013; enterprise agencies are budget- Fines

ed to receive $974.1 million from these sources (See
Table 9).

The adopted FY2013 city budget includes a total of
$1.3 billion from sales and charges for service for all
departments.

The sale of the Veterans Memorial Building to the
UAW/Ford for $5 million will generate $4 million for
the General Fund and $1 million for the Detroit Eco-
nomic Growth Association for the maintenance of
Hart Plaza, according to the August 13, 2012 Dis-
cussion Document. The sale of the Fire Department
Headquarters building was announced in March,
2013. The developer proposes converting that build-
ing into a boutique hotel.

The Finance Department, Department of Adminis-
trative Hearings, Municipal Parking Department, and
the 36" District Court are among the city depart-
ments that impose fines. According to the February
19, 2013 supplemental documentation of the De-
troit Financial Review Team report, the 36" District
Court had $279.3 million in outstanding accounts
receivable. Of that, about $199 million was owed to
the City of Detroit. These accounts receivable were
uncollected fines, fees, and other costs related to
parking violations, civil infractions, misdemeanor traf-
fic and drunken driving violations, and other misde-
meanor violations.
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State Gas and Weight Taxes

hart 27
The State of Michigan funds road Chart

construction and maintenance by

Gas and Weight Tax Receipts

taxing gasoline and diesel fuel, im- 0

J—

posing a vehicle registration fee and $60 1
a commercial vehicle weight tax,
and through receipt of federal high-
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way aid. The weak economy and 530

improved fuel economy has result-
ed in flat or declining tax and reg-
istration fee revenue since 2005. A

$20

(Millions of Dollars)

$10

portion of these state revenues are 0

distributed to cities and villages for
major and local street construction
and maintenance.

The Department of Public Works is

the primary city government recip-

ient of state shared gas and weight tax payments
for street maintenance.

Declining revenues from this source ($51.2 million
in FY2012 and $48.5 million in FY2013) affect the
city’s ability to maintain critical infrastructure. (See
Chart 27.)

Other Revenues from the State

In addition to revenue sharing and
gas and weight taxes, in FY2013 the
state is also expected to provide
$41.5 million in transportation
funds for the bus system (down

Chart 28
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Source: FY2011 and FY2012 CAFRs; FY2013 City of Detroit Budget

Revenues from the Federal Government

The city government receives grants from the feder-
al government for a variety of specific purposes, in-
cluding public safety programs, purchase of buses,
and community development. In FY2013, the city
has not budgeted federal source revenues for weath-
erization grants ($10.4 million budgeted in FY2012),
Head Start grants ($51.2 million budgeted in
FY2012), or health grants ($45.4 million in FY2012).
(See Chart 28.)

Revenues from the Federal Government
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As a result of planned changes in service delivery
systems that transfer responsibility for Head Start,
weatherization, and health programs to other pro-
viders, the FY2013 city budget includes $107.6 mil-
lion less than the FY2012 budget from federal sources
(See Chart 30).

Grant Funding

As the city government is forced by financial and
operational challenges to refocus on core services
and to restructure service delivery systems, there
has been both more depen-
dence on grant funding and
greater pressure to offload
functions that the city gov-
ernment has failed to admin-
ister effectively. The city re-
ceived a federal SAFER grant
that allows it to retain 108
firefighters, but federal grant
funding for Head Start, and
Weatherization programs will

Chart 29
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be redirected to other providers. According to the
administration’s plans, other Community Services
Block Grant programs that have been administered
by the Human Services Department will be moved
to an independent Community Action Agency, health
grants will be transferred to the Institute for Popula-
tion Health, and the Workforce Development Board,
a 501(c)(3), will assume the role of fiscal agent and
grant recipient for workforce development grants.

City of Detroit Budgets: Federal Grants
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Table 10 shows the major departments that in
FY2012 were primarily funded by federal and state
grants rather than by municipal taxes or other non-
dedicated general revenues.

Because the grant funding for these programs comes
from state and federal sources, there are rules and
restraints on how the funds can be used, reports
are required, and some oversight is exercised by the
appropriate federal or state agency. In addition to
grants and General Fund support, some of these
departments also earn revenues categorized as li-
censes, permits, and inspection charges; revenues
from use of assets; sales and charges for service;
and miscellaneous.

The city has had significant problems in administer-
ing some of these grant programs, and has had to
return tens of millions of dollars to the federal gov-
ernment. One of the benefits the city receives from
administering grant programs is the ability to charge
grant funded positions for the full amount of pen-
sions and other fringe benefits, including amounts
for unfunded accrued liabilities in pension funds and
for hospitalization and other costs for city govern-
ment retirees.

Reductions in grant funded programs do not reduce
the General Fund deficit.

Table 10
City of Detroit Budget: Major Grant Funded Departments
Percent
Grant Total Grant General
Revenues Appropriations Funded Fund

Workforce Development

FY2012 $52,892,432 $53,894,132 98.1% $1,001,700

FY2013 48,403,093 48,404,595 100.0% 1,502
Health & Wellness Promotion

FY2012 60,727,784 77,443,865 76.7% 18,055,176

FY2013 0 7,030,000 0.0% 7,030,000
Human Services

FY2012 70,327,838 70,327,838 99.7% 222,725

FY2013 7,471,162 7,471,162 100.0% 0
Planning & Development

FY2012 44,344,887 46,863,149 90.9% 4,284,001

FY2013 33,005,103 42,789,049 77.1% 2,051,600

Total
FY2012 $228,292,941 $248,528,984 91.9% $23,563,602
FY2013 $88,879,358 $105,694,806 84.1% $9,083,102
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Sale of Assets

The sale of assets can provide one-time revenues.
The strategy concerning property that the city does
not need for service provision (tax reverted parcels
or surplus property) is evolving. The large invento-
ry of tax reverted properties exists because there
was no buyer for those parcels at the various tax
sales; tax reverted parcels lack market value because
there is no demand and abundant supply. The city
has for many years tried to sell tax reverted parcels
to adjacent property owners or otherwise return
those properties to productive use. Current strate-
gies contemplate banking some properties for ac-
tive or passive recreation purposes, community gar-
dens or commercial agriculture, or other uses.

Other city owned assets include parks, municipal
buildings, collections of city-owned cultural institu-
tions, and the water and sewer system; the city has
recently announced the sale of the Veterans Build-
ing and the old Fire Department headquarters build-
ing. The city has determined that it is unable to
maintain all of its 350 parks; some parks will remain
open to the public but will receive no maintenance,
neither mowing nor trash pick-up.

The city’s largest income-producing asset is the wa-
ter and sewerage system (DWSD), which in March,
2013, was released from U.S. District Court supervi-
sion. Water and sewerage operating revenues can-
not be transferred to the General Fund, but the court-

appointed Root Cause Committee, composed of two
Detroit City Council members, the chairman of the
Board of Water Commissioners, and the city’s Chief
Financial Officer, proposed a plan that would have
the city government establish an authority that would
lease the system to another authority that would
pay the General Fund up to $70 million annually.
According to the Committee’s proposal, the plan
would achieve the following:

e Achieve short and long term compliance with
court orders,

e Maintain Detroit’s ultimate ownership,

e Provide an ongoing and reliable revenue stream
to Detroit’s General Fund,

e |nsulate DWSD and customers from risks of De-
troit’s financial situation,

e Protect DWSD assets from bankruptcy risk, and

e Improve DWSD’s credit rating, thereby reducing
DWSD’s borrowing costs.

The Committee also noted additional benefits to the
city government, including reducing the city’s long
term liability by $6 billion and transferring the DWSD’s
share of unfunded pension and other post employ-
ment benefit obligations. The plan, first described
publicly in a March 10, 2013 Free Press article (Re-
gional water authority could be a $50 million boost
for Detroit), notes that DWSD has received several
bond rating downgrades over the past two years as
a result of its connection to the city government.
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Borrowing and Debt

The city government also obtains resources by bor-
rowing. Governments borrow money for a variety
of purposes by issuing notes, bonds, or other debt
instruments. Detroit currently has several general
categories of borrowing: bonded general obligation
(G.0.) debt, revenue bonds with a designated source
of repayment, and pension certificates of participa-
tion. General obligation debt is either “limited tax”
debt that is not voter approved and is repaid from
general operating revenues, or “unlimited tax” debt
which is voter approved and is repaid from a special
property tax levy. Detroit has issued bonded debt
to fund capital improvements and current operations
and has issued certificates of participation to fund
the city’s two defined benefit pension systems. The
city has also issued non-general obligation revenue
bonds that are only repayable from designated rev-
enues such as water and sewerage fees or automo-
bile parking system revenues.

One of the methods that the city has in the past
used to increase the resources available for opera-
tions is the sale of deficit funding bonds and other
borrowing to support current activities such as risk
management
and purchase of
vehicles. The re-
ceipts from the
sale of deficit

Chart 30

can mask fiscal problems in the short run by reduc-
ing the General Fund deficit in the year in which the
debt is issued. Detroit has been running a General
Fund deficit since FY2003, and in FY 2012 the accu-
mulated General Fund deficit was $326.6 million. Had
Detroit not issued debt during this period, the FY
2012 accumulated deficit would have been $936.8
million.*! Because Detroit’s operating revenues are
decreasing, the increasing debt service payments
needed to support this newly issued debt is contrib-
uting to the current fiscal crisis.

This topic is addressed further in CRC Report 373,
Legacy Costs and Indebtedness of the City of De-
troit, published in December 2011.

Debt Margin

Because the state limits the amount of general obli-
gation debt municipalities may have outstanding to
a percentage of taxable value, the declining tax base
and increasing outstanding debt applicable to the
limit have resulted in reduced capacity to issue ad-
ditional general obligation debt.

General Obligation Debt Capacity
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Previously issued bonds are constantly being repaid,
but as the city government has issued more general
obligation debt to fund operations (such as the $250
million of limited tax budget stabilization bonds sold
in 2010) and capital improvements (such as the $100
million of unlimited tax general obligation bonds sold
in 2011), the shrinking debt margin provides a seri-
ous constraint (See Chart 30).

The state imposed general obligation debt limit was
one factor in the city’s decision to issue non-bond,
non-general obligation debt in the form of pension
certificates of participation, which are contractual
obligations of the city, sold in 2005 and 2006 to fully
fund the two defined benefit pension systems (in 2004,
both systems had fallen below the 80 percent funded
ratio that is deemed acceptable for public pension
plans: the Police and Fire system was 79.7 percent

Chart 31
General Obligation Bonded Debt

funded and the General system was 73.0 percent fund-
ed). These certificates are now rated far below in-
vestment grade (CC by Fitch; Caal by Moody'’s).

General Obligation Debt

Total general obligation bonded debt outstanding
increased from $616.3 million in 2002 to $963.4 mil-
lionin 2012. The relationships resulting from chang-
es in general obligation bonded debt and taxable
value are reflected in Chart 31.

Total Bonded Debt

Total bonded debt includes revenue bonds, which
will be repaid from designated revenues such as
water or sewerage charges. The reduced number
of residents has the effect of dramatically increasing
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Chart 32
Outstanding Debt Per Capita
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the reported bonded debt per capita, even though
total primary government (governmental activities
and business-type activities) debt has been relative-
ly stable since 2005 (See Chart 32, the CAFR used
the 2000 population number through 2010 and the
lower 2010 new census figure in 2011 and 2012,
but the GO bonds per capita humbers in this chart
reflect average population losses from 2000 to 2010,
the census estimate for 2011, and the Southeast
Michigan Council of Governments’ (SEMCOG's) esti-
mate for 2012).

Most of the debt ($6.0 billion) reflect- ~ Table 11

ed in Chart 32 results from revenue
bonds that will be repaid from water

lems, recurring cash flow problems, and weaker state
oversight resulting from the repeal of PA 4 resulted in
recent downgrades of city issued debt. (See Table
11)

The outlook on these bonds was negative, accord-
ing to Moody’s, based on the rating agency’s as-
sessment of the possibility that the city could file for
bankruptcy over the next 12 to 24 months.

Moody’s Investors Service Rating of Detroit Debt

and sewerage fees. As a practical General Obligation Unlimited Tax Caal
matter, however, there are fewer res- General Obligation Limited Tax Caa2
idents and businesses to repay gen- Certificates of Participation Caal
eral obligation debt and contractual Water and Sewerage Revenue (Senior Lien) Baa3
obligations incurred by the municipal Water and Sewerage Revenue (Second Lien) Bal

government. This, and the city gov-
ernment’s underlying financial prob-

Source: Moody'’s Investors Service, Rating Update November 28, 2012
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Conclusion

Michigan city governments have a variety of reve-
nue sources, but city taxes and state shared reve-
nues are the major sources of revenues for general
operations. An estimated 40.9 percent of Detroit
residents are below the federal poverty level, but
the city government imposes more taxes and higher
rates of taxes, and notwithstanding recent declines
in some tax receipts and state shared taxes, receives
considerably more in local tax revenues and state
shared taxes than other Michigan cities of over

50,000 in population
on a per capita basis.
(See Chart 33.)

Detroit receives near-
ly 60 percent of the
state’'s statutory
shared revenues as
well as hundreds of
millions of dollars in
other state and fed-
eral grants ($452.3
million of the FY2013
total budgeted reve-
nues of $2.6 billion
are expected to come
from state and feder-
al sources). None-
theless, since FY2003
General Fund expen-
ditures have exceed-
ed revenues every
year, even though
municipal service lev-
els are far below ad-
equate. As the city’s
tax base shrinks, ob-
ligations for legacy
costs including pen-
sions, certificates of
participation, and re-
tiree health care; ne-
gotiated wages and
employee benefits;
limited tax debt ser-
vice; and vendor pay-
ments become hard-

Chart 33

er to meet. Deficits are now so large that the city
has repeatedly warned it will exhaust its cash.

The city suffered very significant losses in income
tax revenues and state revenue sharing from FY2002
to FY2012, but revenues from the casino wagering
tax have been fairly stable since 2007. Overall, an-
nual non-enterprise funds revenues declined by
$423.9 million or 21.8 percent from FY2002 to

Major Revenues Per Capita in Michigan Cities over 50,000 Population, 2010
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FY2012, creating major challenges for the city. (See
Chart 34.)

The city has consistently overestimated revenues in
the budget, and has been unable to reduce expens-
es (legacy costs and debt service are relatively fixed
costs) even when it was obvious that revenues were
falling below the budgeted amounts. The consent
agreement negotiated between the city and the state
anticipated that more accurate estimates of reve-
nues could be derived through a twice yearly reve-
nue estimating conference based on the state mod-
el, and the required approval of the financial advisory
board appointed in 2012. It was hoped that an ef-
fective restriction on the amounts budgeted as rev-
enues and assurances that expenditure reductions
would be imposed when actual revenues were less
than budgeted could allow the city government to
eliminate deficits over time, and could result in a
somewhat improved bond rating and improved con-
fidence in the city government.

Chart 34

Unfortunately, the FY2012 CAFR reported that the
general fund deficit grew from $196.6 million at June
30, 2011 to $326.6 million at June 30, 2012, raising
significant liquidity risks. Bankruptcy is a possibility.
An emergency manager has been appointed, and it
remains to be seen if this will affect the trajectory of
economic growth of the city. It also remains to be
seen how the myriad of legal challenges and the
enhanced powers available to an emergency man-
ager under PA 436 will affect the city government’s
ability to meet its obligations.

Although it could be argued that the city govern-
ment’s problem derives more from its inability to
control expenses than from inadequate revenues,
one solution to the city government’s fiscal problem
would be to increase revenues still further. Increas-
ing revenues depends on a growing economic base
and/or increasing tax rates or broadening taxable
bases; increasing fees, fines, charges for service, or
penalties; selling assets; or increasing revenues from
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the state and federal governments. In the current
political and economic environment, tax rate increas-
es are highly unlikely (although further reductions
in the city income tax rate have been paused to en-
able the city to improve street lights), nor is it likely
that the legal base of existing taxes will be broad-
ened. Improved collection of accounts receivable
and of existing taxes, especially improved collection
of taxes on Detroit residents’ wages earned outside
of the city, should be pursued; state legislation re-
quiring withholding by suburban employers would
be helpful.

Increasing already high tax rates would make the
city less competitive. Increasing non-tax operating
revenues such as fees and charges for service may
have limited revenue-raising effects, but care must
be taken so as not to increase disincentives to live
or do business in the city.

The city government has increased operating re-
sources through the sale of deficit funding and oth-
er bonds and certificates of indebtedness. As oper-
ating revenues decline, the debt service on these
bonds is increasingly difficult to meet, contributing
to the current financial crisis. The city is also ap-
proaching its legal debt limit, and bond ratings on
general obligation debt are far below investment
grade, precluding the use of this option for the fore-
seeable future.

The federal government is reducing transfers to lo-
cal governments as the stimulus program ends and
sequestration takes effect. While targeted federal
grants will continue to be available, federal deficit
reduction efforts make increased federal funding for
most city operations highly unlikely.

As part of the financial stability agreement, the state
agreed to supportive activities designed to contrib-
ute to the growth and health of the city. Several of
the supportive initiatives have the potential to in-
crease city government revenues or reduce city gov-
ernment costs in the short term, others have longer
term prospects, and some are intended to increase
services to residents, lower costs for residents, or
improve the quality of life of residents. Some of the
initiatives are designed to promote long-term eco-
nomic growth. Most of the initiatives require coop-

erative actions of the city and state for success. Al-
though locally elected officials were unable to capi-
talize on these opportunities, the new Emergency
Manager may use those agreements as a template,
building on negotiations that have already taken
place.

Detroit city government receives far more from total
local taxes and from state shared revenues, both on
a dollar basis and on a per capita basis, than other
Michigan cities. The city also faces far more prob-
lems than most other Michigan cities: very substan-
tial loss of population and business establishments;
legacy costs including those associated with pen-
sions and other post-employment benefits; large
numbers of dangerous and abandoned buildings;
deteriorated public infrastructure; high crime and low
employment; general fund deficits since FY2003 and
shrinking city government staffing; and a host of
other challenges. Nonetheless, projected revenues
in the current fiscal year require substantial reduc-
tions on the expenditure side to balance the budget
and begin paying down the accumulated deficit.
Expenditure reductions imposed include further re-
ducing the number of city workers, wage reductions,
changes in pensions and other fringe benefits, and
changes in working conditions. Not all planned re-
ductions were imposed effective July 1, however, and
the deficit continued to grow in FY2013.

On December 18, 2012, the Governor appointed a
second review team to examine the city’s financial
condition. On March 1, 2012, the Governor con-
curred in that review team'’s finding of a financial
emergency. This set the stage for appointment of
an Emergency Manager who will have extraordinary
powers to set aside impediments that prevented the
Mayor and City Council from balancing the budget,
addressing the accumulated deficit, and improving
services to residents. Optimally, better financial man-
agement and improved city services will create an
environment in which more private individuals will
make decisions that result in a better economy and
an improved tax base in a virtuous cycle of good
government and private investment.

Appropriations and expenditures are explored in the next
report in this series on Detroit’s financial condition.

CIT1ZENS

RESEARCH COUNCIL OF

MICHIGAN 49



CRC REPORT

Endnotes

! These reports are based on the city’s June 30, 2012 Comprehensive Annual Financial Report (CAFR), which was published in
January, 2013 (the state’s Uniform Budgeting and Accounting Act, PA 2 of 1968, requires the CAFR to be filed with the state within
180 days of the city’s June 30 fiscal year end), as well as information from the 2012 and 2013 adopted budgets, the consent
agreement authorized by PA 4 of 2011, the city charter adopted in 2011, reports made to the financial advisory board, and
numerous other sources.

2 The 1978 Headlee Amendment to the Michigan Constitution provides in part that if the value of a local government’s total taxable
property, excluding new construction and improvements, increases by more than the inflation rate, then the maximum authorized
property tax rate must be reduced so that the total taxable property yields the same revenue, adjusted for inflation, as would be
collected on the prior value.

3 The state also imposes a property tax, revenues from which are used for school funding.

4 Detroit Works Project Long Term Plan, Public Land and Facilities Element.

5 Values for Detroit’s fiscal year are listed in State Tax Commission reports for the earlier of the calendar years in that fiscal year. For
example, taxable value for Detroit for FY2009 is listed in the state report for 2008.

6 Christine MacDonald, The Detroit News, “Detroit’s property tax system plagued by mistakes, waste”, February 22, 2013

" The 2011 property tax burden including ad valorem special assessment millage on principal residences in Royal Oak Township
(Oak Park City Schools) was 75.7497 mills on homesteads and 93.7497 mills on non-homestead property; In River Rouge the
burden was 79.5736 mills on homestead property and 93.0574 mills on non-homestead property; in the City of Ecorse (Ecorse
Public Schools) the burden was 74.2617 mills on homestead property and the none-homestead burden was 91.9755 mills; the
burden in Highland Park was 73.2592 mills on homesteads and 90.9892 mills on non-homestead property; the burden in Inkster
(Inkster City Schools was 71.8611 mill on homestead property and 89.8611 mills on non-homestead property.

8 The Detroit News, “Half of Detroit property owners didn’t pay taxes”, February 21, 2013

% Financial Stability Agreement, Section 2.5 (c)(c)

10 Tax structure metrics include neutrality, efficiency, ease of administration, simplicity, stability, and sufficiency.

11 Report of the Detroit Financial Review Team. February 19,2013.
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