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SELECTED DETROIT & WAYNE COUNTY BALLOT ISSUES
Proposal T: Amending Pension Provisions of the New City of Detroit Charter
In Brief

Proposal T on the November 5 City of Detroit ballot would amend the charter adopted by the voters on August 6, 1996, to
alter the manner by which actuarial gains from City of Detroit pension funds are distributed and would amend certain other
pension provisions. These provisions were intended by the Charter Revision Commission to be part of the new charter, but
had been deleted by the Wayne County Circuit Court from the charter submitted to the voters.

In March 1996, the Detroit City Charter Revision Commission
adopted a proposed charter for the City of Detroit, which in-
cluded a provision that would have altered the practice of distrib-
uting to active and retired employees the earnings of pension

effective on January 1, 1997.

The City of Detroit and the Charter Revision Commission ap-
pealed the ruling of the Circuit Court to the Michigan Court of
Appeals, which reversed the Circuit Court. The Court of Appeals

fund assets in excess of an assumed interest rate. City employee .. L. L
ty employ concluded that the Circuit Court “abused its discretion in issuing

unions brought suit in Wayne County Circuit Court, which issued .. . “‘ ’
.. . L . . L an injunction” and that no “irreparable harm” would have oc-

an injunction striking this and certain related provisions from the

proposed charter. The Court held that the provisions were illegal

under the Public Employment Relations Act because they were

curred if the voters had been permitted to vote on the issue. Asa
result of the Court of Appeals decision, the Charter Revision
Commission is submitting the pension provisions to the voters of
the City of Detroit at the November 5 general election as an
amendment to the newly-adopted charter.

mandatory subjects of collective bargaining and could not be
changed by charter. The proposed charter, minus the pension
provisions, was then submitted to the voters, who approved it at
the August 6, 1996, primary election. The charter will become

Continued on Page 2

Proposal S: Public Funding for Stadium Construction in Detroit — II
In Brief

The Wayne County Commission is asking voter approval for a new excise tax on gross receipts from accommodations and
motor vehicle rentals in Wayne County. This tax would tend to fall on tourists. The new tax rate on hotel accommodations
would give the Wayne County a faitly high tax rate relative to many other major U.S. cities. The new tax rate on motor vehicle

rentals would be about average relative to the other major U.S. cities.

In October 1995, the Detroit Tigers, the City of Detroit, and the
State of Michigan came to agreement for the financing of a new
Tiger Stadium (See Public Funding for Stadium Construction in
Detroit, CRC Memorandum No. 1040). Since then, voter approval
for the use of Detroit tax dollars and Supreme Court approval
for the use of Strategic Fund dollars have cleared the way for the
advancement of this plan. Now, in conjunction with the Detroit
Tigers and the City of Detroit Downtown Development Author-

ity (DDA), the Detroit Lions and Wayne County have announced
plans to coordinate construction of a sports complex to include a
new Tiger Stadium next to a stadium for the Lions. Part of the
proposed financing for this complex involves the levy by Wayne
County of a municipal stadium excise tax on accommodations at a
rate of one percent and motor vehicle rentals at a rate of two per-
cent. Proposal S on the November 5 ballot in Wayne County
seeks voter approval of this tax for 30 years.

Municipal Stadium Excise Tax

The proposed tax is an excise tax on the gross receipts of establish-
ments providing accommodations or motor vehicles for rent, who
pass the tax on to customers. This tax is referred to as a “tourist
tax” because the customers primarily ate visitors.

Wayne County has estimated that the excise tax will yield $5.5
million in the first year, with revenues increasing two percent yeatly.

Independent CRC calculations confirm these estimates to be fairly
conservative.

Data are not available that permit an estimate of the number of
customers by residence. However, available data indicate that ac-
commodations serve “tourists” to a greater extent than do motor
vehicle rentals. The Metropolitan Detroit Convention and Visitors
Bureau reports that there were

Continned on Page 3
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ProrosaL T: AMENDING PENsION ProvisioNs oF THE CiTy oF DETROIT CHARTER (Continued)

The four funds that constitute the City
of Detroit General Retirement System
provide for defined benefit pension
plans for civilian city employees and
elected officials. Funded plans, such as
those operated by Detroit, require that
assets be set aside when benefits are
earned by current employees so that,
when the employees retire, resources will
be available to pay those benefits. In
determining how much to set aside each
year, actuaries make certain assumptions
about factors that will affect the amount
of benefits that will be paid out, such as
retirement rates, death rates, and the rate
of return on pension fund investments.

Inevitably, actual experience will diverge
from the actuary’s assumptions. In
some cases, the actual rates will be fa-
vorable to the financial condition of the
system, creating actuarial gains. In other
cases, actual experience will adversely
affect the fund, resulting in actuarial
losses. 1f, for example, interest earnings

The ballot language is very close to the ac-
tual wording of the amendment itself:

... all income, interest and divi-
dends not required for the allow-
ance of regular interest to the
funds of the General Retirement
System be credited to the Annu-
ity Savings Fund and Annuity
Reserve Fund in a proportional
petcentage equal to their percent-
age of the total Pension Fund,
with the remainder credited to the
Pension Accumulation Fund as a
portion of the amount to be con-
tributed by the City of Detroit.

Essentially, this means that excess earn-
ings would be distributed to the employ-
ees (Annuity Savings Fund and Annu-
ity Reserve Fund) in pro-portion to the
amount they contributed, and the rest
would go to the City (Pension Accu-
mulation Fund) to reduce the amount

2

Background

are higher than assumed by the actuar-
ies, the ability of the fund to meet its
obligations will correspondingly im-
prove. If the earnings fall short of the
actuarial assumptions, the fund will de-
cline in its ability to meet those obliga-
tions.

Opver time, actuarial gains and losses
tend to offset each other. (If they do
not, the actuaries must adjust their as-
sumptions to assure that neither too
much nor too little is set aside each
year.) In the normal course of events,
a low rate of return in one year will
be made up by a high rate in another
yeat.

In the Detroit plans, however, a differ-
ent approach is used. The Board of
Trustees of the system distribute most
of earnings in excess of the assumed
interest rate (currently 7.5 percent) to
both active employees (to their annuity

funds) and retired employees (as a so-

Proposed Amendment

of contribution from the general fund.
If City contributions equal 77 percent
of the assets in the funds, the City
would receive 77 percent of the excess
earnings. The employees would then
receive their proportionate share.

If this provision had been in effect dut-
ing the 10-year period 1985-94, the City
would have been able to reduce its con-
tribution to the system by $187 million.

Other Provisions. 'The proposed amend-
ment also includes three other provi-
sions that would:

*  Authorize a mayoral designee to
serve on the General Retirement Sys-
tem Board of Trustees. (At present,
the mayor must serve.)

* Increase the number of retirant
members on the Boatrd from one to two
(to reflect a long-term increase in the
proportion of system members that are

called “thirteenth check”). Thus, most
actuarial gains from interest earnings go
to city employees. Actuarial losses, how-
ever, are absorbed by the general fund,
and therefore by the taxpayers. The re-
sult is that the opportunity for offset-
ting losses and gains with respect to in-
terest earnings is foreclosed, creating a
system that is much morte expensive than
it would be were it operated in a more
conventional manner.

From 1985 to 1994, the trustees distrib-
uted $442 million in “excess earnings”
(no excess earnings were distributed in
1995) and although the City has made
about 77 percent of the contributions
to the funds, the City has received only
about 35 percent of the distribution.
Employees have made about 22 percent
of the contributions, but 54 percent of
the distribution went to active employ-
ees, with 11 percent going to retired
employees.

retired). There would be 11 members
of the Board.

*  Require that retirant members of
the Board of Trustees be residents of
the City of Detroit.

Implementation. Implementation of this
proposed amendment would not be au-
tomatic. According to the Court of
Appeals decision, “a// parties agree that
the challenged provisions cannot be
implemented, even if enacted by the
voters, without bargaining.”

Interestingly, the excess earning distri-
bution has never been the subject of col-
lective bargaining, but rather was initi-
ated and continued by the Trustees act-
ing under authority of the 1973 Char-
ter, which continued in force, by refer-
ence, the provisions of the City pension
plans that had been contained in detail
in the 1918 Charter.
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ProrosaL S: PusLic FUNDING FOR STADIUM CONSTRUCTION (Continued) Highest Tax Rates,

approximately 9 million over-night visi-
tors to the Detroit area in 1994. Of
these 9 million visitors, 86 percent were
from outside of Michigan. It is not
possible to further identify the resi-
dence of the 14 percent of over-night
visitors from Michigan.

More so than accommodations, motot
vehicles are rented to Wayne county or
Michigan residents. Some car rental
agencies specialize in providing cars and
trucks for local customers. Examples
include rentals to those:

* whose cars are being serviced or
repaired;

*  making long trips and not wishing
to put mileage on their own cats;

*  moving household goods or other
large loads; or

* using vans for special outings.

Accommodations Tax Rate.

Currently, up to 14 percent can be added
to the price of accommodations in
Wayne County from three different lev-
ies. (1) A 6 percent use tax is levied on
the amount guests are charged to stay in
all accommodations in Michigan. (2)
An accommodations tax on gross re-
ceipts is levied in Wayne, Oakland and
Macomb counties to finance the bonds
sold for the expansion of Cobo Hall in

Major U.S. Cities

Detroit. This tax is levied at rates vary- Hotel Car Rental
ote ar Rentaj

ing from 1.5 percent to 6 percent de-

) ) City Tax Tax
pending on whether the hotel is located Columbus 15.75% 6.00%
within the City of Detroit and how many Seattle 15.20 17.10
rooms are available, as follows: Anaheim 15.00 7.75

Oakland, getroit (Proposed) 11.:88 1388

ouston o B
No. Rooms _ Macomb, Out- San Antonio 15.00 7.75
Available: Detroit County Wayne Chicago 14.90 18.00
81-160 3.0% 1.5% Cleveland 14.50 7.00
161 or more  6.0% 5.0% St. Louis 14.10 4.23
The bonds outstanding from Cobo Hall Iﬁoestiig 2:: l_s esent) ;igg ggg
will be fully retired in 2012. State law So Pmneiees 14.00 8.50
provides that the tax shall not be levied New York 13.25 13.25
after 2015. (3) Finally, a two percent as- Atlanta 13.00 4.00
sessment is paid to the Detroit Conven- Dallas 13.00 10.00
Philadelphia 13.00 7.00

i isitors B hotel fa-
tion and Visitors Bureau by all hotel fa Washington, D.C. B i

cilities with 35 or more rooms in Wayne, Miami 12.50 6.50
Oakland and Macomb Counties. BN 12.00 11.50
Motor Vehicle Rental Tax Rate. Minneapolis 12.00 12.70

50 City Average 12.03 8.24

The 6 percent state use tax is currently ; ; _
. . Source: Travel Taxes in America’s Top Destina-
the only tax levied on motor vehicle

: L tions, Travel and Tourism Government Af-
rentals in Michigan. A new tax rate of

fairs Council.

8 percent would be about equal to the
major U.S. destination city average of troit Lions, from the corporate commu-
8.24 percent. nity, from Wayne County, and from the

City of Detroit.
Financing the Sports Complex ity ot Detroit

The flow chart on page 4 illustrates the

The original revenue sources for the fi- ) i
financing of each of the stadiums. A

nancing of a new Tiger Stadium would .
couple of elements require some expla-

nation. First, as in the original Tiger
Stadium plan, the Michigan Renaissance

remain in place for the construction of
the proposed complex and would be

supplemented by revenues from the De-

City of Detroit
DDA

Michigan
Renaissance
Fund

$55

Source: Wayne County.

Original Tiger Stadium Plan

(millions of dollats)

Sports Complex Plan
(millions of dollats)

Wayne County

Land Sale $20

Wayne County

$145

Detroit Tigers
City of D¢ &

Detroit Tigers

City of Detroit

DDA
Detroit Lions

$70
$145
Michigan Private
Renaissance Fund Corporations

$55
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Fund (formetly the Michigan Strategic from the county stadium excise tax will
Fund) can be used to pay only the costs be used for the baseball stadium, and Detroit/Wayne County
of land acquisition, site development, net DDA contributions will be for the Stad|u6m ﬁﬁﬂfﬂw
and improvement of public infrastruc- new football stadium. 3 appointed by Mayos;
) Lease | 3 appointed by County Exec.| Lease

ture related to the construction of a new Ownership Authority owns both stadiums

. . . . and Parking Facility.
Tiger Stadium. Second, the contribu- _ Nayne Nayne

. . 7 ounty ounty
tion from the Detroit DDA totals $70 The sportcs complex will be ov'medAby ‘ ‘
million. The chart shows three dis- the D etroit/Wayne County Stad'lurn u- Sublesse Sublease
bursements from the DDA, totaling $110 thorlty,' a new government entity. The Detroit Deteoit

1 . DDA DDA
million, and one disbursement % the authority will lease b(_)th stadiums to ‘ ‘
DDA’ tota]jng $40 million. This rep- \ﬁayne gounty9 Whi Wlél thenfsub—lease Conccsion & Concssion &
resents the fact that Wayne County is tDe sta 1umsDt0 tl e ity Z Dhetrp 1t i S
purchasing ownership rights in the new T}z)w;.town de‘f_ oprneiﬁt N uthorlty. Tiger Lions
Tiger Stadium. Although the involve- ¢ ligers and tons will then have a Stadium Stadium
ment of Wayne County is associated concession and management agreement

. - . with the DDA Source: Wayne County.
with a new Lions Stadium, all proceeds ‘

Financing the Sports Complex
L ; . Wayne Count
Michigan City of Detroit $40 million bonds y%()ld ant¥ ipatin,
Renaissance Downtown Development Ttobuy [ ones S0 ante pating -
Fuﬂd Autho”ty ownership rights revenues rrom L?(CIS(, tax
from oil & gas to Tiger Stadium) on accommodations and
5 motor vehicle rentals.

royalties and

lnfha“ casino $55 million $40 million $40 million
gaming winnings (to be used for ow:ncrs}qip ‘rights $30 million
only for to Tiger Stadium
Tiger Stadium) (sold to Wayne County) $40 million

$15 million

Detroit | $145 million™] Total Cost Total Cost

Tigers $240 million o Tiners ——|  $225 million

Contribution)

Tiger Stadium Lions Stadium

N 520 million

(from . .
Wayne County Parkmg Fac|||ty
Contribution) Al

Detroit/Wayne County Stadium Authority
(will own both stadiums and the parking facility)

\ $50 million

$20 million

$50 million

Source: Memorandum of Understanding. Total Cost $20

Lions Practice Facility
in Allen Park

million

[ $20 million
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