Michigan Municipal League

REVENUE SHARING

Michigan’s cities and villages are the CENTERS OF OUR ECONOMY. They main-
tain the infrastructure and services that support the vast majority of our state’s jobs. A
recent study found that MICHIGAN'S METROPOLITAN AREAS ACCOUNT
FOR 89% OF THE STATE’S JOBS and 88% of its gross domestic product! The
revenue sharing distribution formula was designed to appropriately compensate the
communities that support us all and the higher costs they bear. Therefore, when that
formula is underfunded, Michigan’s entire economy suffers.
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ECONOMIC ENGINES RUNNING

Michigan Municipal League survey found

cuts in revenue sharing have negatively

impacted basic community services

across Michigan. Capital projects such as
street and sidewalk repairs and sewer and water
improvements have been postponed; recreation and
library programs have been curtailed or eliminated.
Perhaps even more startling is that, according to the
Michigan Commission on Law Enforcement Stan-
dards, there are nearly 2,315 fewer police officers
and 1,800 fewer firefighters on the streets of Michi-
gan since the tragedy of September 11, 2001.2

MICHIGAN GDP

(in millions of dollars)
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Michigan's metropolitan areas account for 88% of the state’s
Gross Domestic Product (GDP). The Detroit region alone
accounts for almost 54% of Michigan's GDP. In addition,

the real GDP per capita in Michigan's metropolitan areas is
837,560, compared to $24,949 in the rest of the state.

Source: RW Ventures, “Michigan’s Metropolitan Areas Fact Sheet”

FORMULA FUNDING

Revenue sharing consists of both
constitutional and statutory pay-
ments. The constitutional portion
consists of 15% of gross collec-
tions from the 4% sales tax® dis-
tributed to cities, villages, and
townships based on their popula-
tion. This amount is set by the
state constitution. The Legislature
must appropriate whatever is cal-
culated. It cannot reduce or in-
crease the constitutional portion.

The statutory portion of revenue
sharing has traditionally been dis-
tributed by a formula, rather than
on a per capita basis, to compen-
sate for the significant variation in
local governments’ service deliv-
ery needs, infrastructure mainte-
nance requirements, and fiscal
capacity to generate local tax rev-
enue. Today, the program calls for
21.3% of the 4% sales tax collec-
tions to be distributed in accor-
dance with a formula set in Public
Act 532 of 1998.

Since state law sets the statutory
portion, the governor and Legisla-
ture have the ability to adjust the
distributed amount. They have in-
creasingly used this ability to cover
state budget shortfalls to the detri-
ment of communities, especially
during the recent recession when
local budgets are already strained
by drops in property value. The
1998 formula was designed to be

phased in, but due to funding cuts
it has never been fully implement-
ed. If fully funded, statutory reve-
nue sharing payments to local
governments, including counties,
in fiscal year 2014 would have
totaled approximately $1.8 billion.
Instead, the state kept $689 mil-
lion, appropriating $1.1 billion to
communities. This shortfall is part
of a trend totaling nearly $6.2 bil-
lion in revenue sharing reductions
during the last twelve fiscal years.*

In 2011, the State added require-
ments for local governments to
obtain their statutory revenue shar-
ing payments. Entitled the Eco-
nomic Vitality Incentive Program
(EVIP), locals must now comply
with three categories to receive
payments. The categories include
accountability and transparency,
consolidation of services, and un-
funded accrued liability plan.
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Source: The House Fiscal Agency and Plante & Moran
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MILESTONES IN MICHIGAN’S UNRESTRICTED
REVENUE SHARING PROGRAM

Source: Citizens Research Council of Michigan
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HISTORY OF SHARED REVENUE

Michigan cities, villages, and townships receive revenue earmarked by the state
constitution and statute to help pay for core governmental services such as police
protection, fire service, roads, water and sewer service, and garbage collection.

Known as “revenue sharing,” these funds have been tied to restrictions on local BI LL I o N
taxes. In 1939, an early instance of revenue sharing occurred when a state law
removed intangible property from the local property tax base. A state intangibles
tax was created and a method put in place to return funds to locals to help with
lost revenues. Since that time, additional state taxes such as the sales, income REVENUE SHARING LOST IN FY 13/14‘

and single business tax have been enacted, while the levy of local taxes has been ~ rrmrermeemsesmmemmsesemememesensnessn et
pre-empted or eliminated. This has been done with a pledge from state officials

that a portion of revenues raised from state taxes would be returned to locals—
shared—for the provision of essential services.

MILLION

Source: RW Ventures, “Michigan’s Metropolitan Areas Fact Sheet”

2Source: Michigan Commission on Law Enforcement Standards and Michigan Professional Firefighters Union
3The additional 2% sales tax created in 1994 is earmarked specifically for schools.

4Source: House Fiscal Agency
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Better Communities. Better Michigan.

The Michigan Municipal League is the one clear voice for Michigan communities.
Through advocacy at the state and federal level, we proactively represent municipalities
to help them sustain highly livable, desirable, and unique places within the state.
We create and offer our members services and events that range from traditional
to cutting edge, in order to help educate and inspire them to remain focused on
their passion for the area they represent. We are a nonprofit, but we act with the
fervor of entrepreneurs; our people are dynamic, energetic and highly approachable,
passionately and aggressively pushing change for better communities.

mml.org




