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The Unpleasant Truth About TIFs 
 
The use and proposed use of Tax Increment Financing (TIF) in Allegheny County (especially in 
the City) shows no let up with several controversial would-be TIF developments under 
consideration. It is interesting that in surrounding counties and across the state, TIF funding for 
development is rarely used. Why is there is a lot of TIF activity in Allegheny County and 
relatively little in other counties? 
 
There are two main reasons.  First, for a project using Tax Increment Financing to be financially 
viable, the effective total property tax rate (county, municipal and school) must be high enough to 
produce a sufficient increase in tax revenues to cover the principal and interest payments on the 
TIF bonds or loans. Allegheny County municipalities, with an average total tax rate of 2.7 
percent, can easily generate adequate additional tax revenue to cover debt payments on TIFs that 
make up 12 percent or less of the total value of a project-- the average portion TIFs have covered 
in projects completed in the County to date.   
 
A simple example illustrates the point. Say a project is budgeted at $10 million so that a 12 
percent share of TIF would require borrowing of $1.2 million. The annual revenue needed to 
make payments on 20-year bonds would be about $130,000 at current interest rates, and would be 
proportionately greater at higher interest rates. Assuming the completed development has an 
appraised value $10 million above the pre-project appraisal, the developed property would 
produce an additional $270,000 in tax revenues in an average Allegheny County municipality, 
more than enough to cover the debt payments.  
 
However, in a county where municipalities have half the total (school, municipal, county) tax rate 
as Allegheny, the additional tax revenue would barely be sufficient to meet the debt obligation.  
And since there is no guarantee that the property appraisal will rise dollar for dollar in the amount 
of the project cost --which happened with Lazarus-- along with the possibility that not all taxing 
bodies will participate in the Tax Increment plan, a TIF project which would be viable in 
Allegheny would be less likely to pass a creditworthiness check in the lower tax county.  
Therefore, there will be many fewer TIF opportunities in the lower tax counties.  
 
It is also important to keep in mind that when property tax rates are high, the operation costs on 
completed developments will be high as well, making necessary rents much more expensive to 
make the development profitable. So, paradoxically, while high tax rates deter unsubsidized 
private development, they are necessary to make TIFs possible.  Not much of a recommendation. 
  
The second reason TIFs are more prevalent in Allegheny County (especially in Pittsburgh) is that 
costs for most commercial and industrial projects are 10 to 15 percent higher than they need to be 
because they are built exclusively with union labor. It has not taken developers long to learn that 
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if a TIF covering 10 to 15 percent of a project can be obtained, then many previously unprofitable 
projects become profitable undertakings.  Simply put, the TIF funds cover the excess labor costs 
and bring an immediate 10 to 15 percent of the project�s value to the developer�s bottom line.   
 
Recently, the Pennsylvania Supreme Court ruled that developments using Tax Increment 
Financing must be treated as �public works� which, under Pennsylvania law, requires that 
workers on TIF projects be paid �prevailing wage rates�. In this Commonwealth, prevailing 
wages are, for all practical purposes, union wages.  The Court�s decision has produced two 
important effects. First, it means projects that would have been viable with non-union wage rates 
and TIF funding are now financially unworkable because the requirement to pay prevailing wages 
will more than offset the developer�s TIF assistance. Likewise, it means that a non-prevailing 
wage project, which is not financially feasible absent a TIF, cannot be made financially feasible 
with a TIF. 
 
The unavoidable conclusion is that the relatively heavy use of TIFs in Allegheny County is in 
large part a reflection of (1) the failure to restrain school taxes, which make up some 70 percent 
of the property tax burden, and (2) an unwillingness to consider using non-union labor on many 
commercial developments.  Thus, the taxing bodies by approving TIFs are giving up tax revenue 
primarily to subsidize union wages that run 30�40 percent higher than non-union wages. 
 
Finally, it is important to note a disturbing and sinister trend that has appeared recently. 
Developers and government officials are working to put together plans to �redevelop� greenfields 
and properties that are already being used in economically appropriate ways as determined by the 
free market.  Bear in mind that in order to qualify for a TIF, the properties in question must first 
be declared �blighted�. Now we see the awful spectacle of residents and businesses having their 
properties designated as �blighted�, not because there is anything wrong with their properties, but 
simply to qualify development projects for TIF assistance.       
 
Thus, the perversion of the original intent of the Tax Increment Finance legislation is complete. 
TIF has become a quick shortcut to overcome high tax rates and excessive construction costs. 
There is a better cure for those ills, but elected officials are not about to tackle them. It is far 
easier to run roughshod over legislative intent and property rights.  Unfortunately, that is the 
unpleasant truth about TIFs.  
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