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Key Findings and Recommendations 
 
Findings: 
 
♦ The use of authorities in Pennsylvania was adopted in order to circumvent constitutional debt 

limits which otherwise would have prevented the public from receiving basic services � an 
appropriate purpose at the time � but one which is no longer valid, as such restrictions have 
been all but eliminated. 

 
♦ Although they are no longer needed, they continue to exist and be created. 
 
♦ They are easy to create � voter approval is not required.  Their supervision is minimal and 

accountability limited. 
 
♦ Authorities are more expensive to finance than traditional governments and can jeopardize 

the credit status of their sponsoring basic public entities.  Their management and finances are 
found to be hidden from public view and inspection.  In addition, they weaken and fragment 
unnecessarily conventional government. 

 
♦ Information about authorities is skimpy, fragmented, and incomplete including such basic 

data of their number and debt outstanding. 
 
♦ Authorities have numerous supporters and proponents which include public officials, 

investment underwriters and legal counselors who obviously benefit personally from 
authority formation and existence. 

 
♦ They compete unfairly with private enterprises, including the fact that they are exempt from 

many taxes and thereby deprive communities of significant business generated income. 
 
♦ Authorities identified as �industrial development� are the principal disguised conduits for 

financing non-public, special interest projects � a questionable practice since the public-at-
large does not appear to benefit in such undertakings. 

 
♦ Authorities have served their original purpose well, but as the record will show, they are no 

longer needed.  Today, both state and local basic governments are capable of providing 
essential public needs without sacrificing the open, accountable and participatory electoral 
form of a democratic government. 
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Recommendations: 
 
1. Authorities, both state and local, should no longer be created. 
 
2. Current active authorities should be phased out with a date set certain for their demise. 
 
3. Reporting standards should be upgraded and oversight increased immediately. 
 
4. During the phase-out period, the following guidelines should be adhered to: 
  

a. Authority borrowing would only be allowed for emergency or legally  
required purposes and conducted on a competitive bid basis through their 
traditional full faith and credit governmental sponsor; 

  
b. Any replacements needed for board membership would require an electoral  

vote. 
 
4. If ever a public need should arise to use them again, it should be as a last resort and the 

following conditions should be adopted: 
 

a. The intend and function would be limited and then only for a public-at-large 
purpose.  Non-public, special interest projects would not be permitted; 

 
b. Voter approval would be mandatory for their creation; 

 
 
c. Board membership would require an electoral vote; 
 

 
d. All financing done on a competitive bid basis only. 
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Introduction                                            
   

 �Authorities� have played a major role in providing services for Pennsylvania citizens 

since the 1930�s.  These were created out of desperation, as a device by which constitutional debt 

limits could be circumvented.1  This stratagem would permit essential public needs to be 

satisfied legally.  At the state level the first one was the General State Authority.  Local 

governments likewise created their own once the courts had approved such arrangements.2 

 

 Utilized initially to provide basic services such as water and sewer systems, their use has 

been expanded at both levels of government.  A whole new  variety of purposes has emerged.  

To name but a few, they have been used in the development of fast food shops, golf courses, 

department stores, stadiums, banks, dormitories and airports.  Some of these privately oriented 

ventures might be questionable.  That is, should public entities be used on their behalf?  In 

reality, the application of the authority mechanism today for even a valid public endeavor might 

be disputed since Pennsylvania constitutional debt limits are no longer a major consideration.3  

Nevertheless, their deployment continues for many reasons - none of which appear to be in the 

interest of efficiency or sound participatory government. 

 

 Voter approval for these authorities to be created or maintained has never been required.  

Consequently they have flourished unchecked and have become a permanent part of the 

government structure.  Invisible, to most, they cast an unaccountable, ominous shadow over the 

citizens of the Commonwealth. 

 

 This study was undertaken to determine whether or not this continual use of authorities is 

an appropriate activity consistent with the principles of good democratic government.   It is not 

an easy task since authorities have different identities, purposes and enabling legislative birth 

rights.  In addition, information regarding them is limited and fragmented.  Neither fish nor fowl 

they exist in the twilight zone between the public and private sectors.  For the most part, they are 

out of sight and are difficult to bring to the fore.  Their complexity notwithstanding there are four 

                                                
1  
2  
3  
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things that are certain and common to all of them regardless of their sponsorship (state or local) 

or purpose.  That is: 

♦ The electorate has yet to cast a vote for them; 

♦ They cannot levy taxes; 

♦ The debt market is the main impediment to their borrowing limits; 

♦ They are not directly accountable to the public for their actions. 

 

 

 

The Court Ruled: 

�It is never an illegal evasion to accomplish 

a desired result, lawful in itself by 

discovering a legal way to do it�. 

   316 Pa.65 (1934) 

 

   With the above decision made the legal creation 

   of �Authorities� in Pennsylvania was ensured. 
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The Setting 

         
 
 The date was Thursday, October 24, 1929.  It was to become known as Black Thursday!4  

It was the beginning of a prolonged stock market devaluation that would eventually lead the 

United States into its greatest economic depression.  Unbeknownst at the time it would also be 

the circumstances that would spark American communities to create specialized units of 

government called - Authorities.   

 

 This development was the result of various factors.  First, it was thought that the cause of 

the financial crisis was the economic system that was in place at the time.  Namely, Classical 

economics with its emphasis on free markets, free competition, and above all, minimal 

governmental regulation.  Consequently, in the end, private enterprise was to be held accountable 

for the economic crisis and not government.5  As time would reveal, this widely-held opinion 

was to change drastically how economic matters would be handled in America. 

 

 Second, as the depression worsened the federal government, with minor resistance, 

embarked on a series of initiatives and reforms to correct the situation.  It was to be called the 

New Deal. The basic strategy was to stimulate economic activity by increasing aggregate 

demand.  The key was that this was to be done through deficit spending.  To do otherwise, that 

is, to use tax revenues (even if available) would only be an offset.  Taking from one and giving 

to another would not be a stimulant.  The process was based on the concepts of Keynesian 

economics, a theory that called for governmental intervention when the private sector was unable 

to promote or maintain economic activity.6 

 

 In pursuit of its newly found responsibilities the federal government under President 

Hoover by 1932 had encroached on over two hundred and twenty-five (225) types of enterprise 

ranging from agriculture to banking to ice-making.7  Take-charge legislation was enacted that 

included, but was not limited to, commercial and investment banking, social security, labor, 

                                                
4  
5  
6  
7  
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welfare and the promotion of public works.  (It is this last activity that primarily necessitates the 

utilization of authorities at the local level.) 

 History reveals that the foregoing efforts by the government did not fully relieve the 

pains of the depression nor take the country out of it.  Unfortunately, it was World War II that 

proved to be the remedy.8  In response to this conflict every able-bodied man and in some cases, 

woman were off to battle (employed, at last); women, in the main, were called upon to work 

outside their homes (for many a previous social  no, no) and quiet factories were brought back to 

full capacity.  There was a war to be won and the depression was but a bad memory.  A costly 

solution to the economic dilemma by any measure! 

 

 Gratefully, the conflict ended in victory, and the dismantling of the war machine began. 

The daughters and mothers who had been converted into �Rosie the Riveters� were sent home.  

Military personnel who survived were discharged and the production of war goods ceased.  

Lurking in the background was the question as to what path the economy would now take.  Was 

the war just a respite from the economic chaos of the decade before?  Fortunately this was not to 

be.  But there would be a price tag � more government!   The federal bureaucracy, eager to 

establish its supremacy in economic matters that had been gained by private sector default in the 

30�s, as well as the 40�s, moved to solidify its position.  The strategy was simple � Keynesian 

economic concepts were to prevail. 

 

 A case in point was legislation called the GI Bill.  In place as the war ended, it provided, 

among other things, for honorably discharged veterans the right to pursue free education and/or 

training (the amount based on time served), home ownership (mortgages federally guaranteed) 

and a fifty-two (52) week �do nothing� stipend of twenty dollars ($20.00).  The government 

publicized the program as a thank-you for services rendered.  Perhaps so � but the process was 

still pure Keynes.  The program promoted aggregate demand (housing; infrastructure, including 

roads and sewers); diverted millions from seeking work to self-improvement (education and 

training); and provided for those less ambitious � leisure.  For the veteran there was money 

everywhere to be had.  �Funny money," perhaps, but nevertheless spendable and issued in true 

                                                
8  



 

 8

Keynesian fashion.  But this was only the beginning of direct governmental influence in the lives 

of its citizens. 

 

 In the year following the end of World War II, the Employment Act of 1946 was enacted.  

This legislation was far reaching as it declared that henceforth the federal government was to be 

responsible for full employment, the maximization of production and the maintenance of price 

stability.9  Keynesian economics was now the law of the land.  Put in relatively current terms � 

the Eagle had landed! 

 

 Today, government in the United States is the largest employer, the largest borrower, and 

the all- encompassing intruder infringing on almost every aspect of the lives of its citizens, 

playing a role far removed from that contemplated by President Abraham Lincoln who held that, 

�government should do those things for the people that the people can�t do for themselves!� 

 

 It is to be noted, however, that there are those who claim that expansion of government is 

not true and that the system of �big government capitalism� is actually outmoded.10  Recently the 

President and CEO of the Federal Reserve Bank of Cleveland in an address stated that, �During 

the twentieth century there was a massive increase in the intrusion of governments into economic 

affairs, but it is becoming increasingly clear that the wave has crested; the role of state in 

economic affairs has begun to diminish.�11 

 

 In any event, there can be little doubt that the federal government with its Keynesian-

inspired economic policies was instrumental in the conception and growth in the use of 

�authorities� for economic and social reasons. 

 

 This paper will review the development of these specialized units of government as they 

pertain to the Commonwealth of Pennsylvania.  Both state and local authorities will be explored.  

                                                
9  
10  
11  
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Emphasized will be local authorities as their implementation affects more directly a wider range 

of citizens.  The first  were created in 1935.12   

 

 

These Specialized Units of Government � What Are They? 

ORIGIN OF THE AUTHORITY 

 The concept of �authority government� is not new.  Investigators have traced its 

inception back to sixteenth-century England.  The earliest use in this country appeared in 1899 

and involved the State of Maine.13  Early development of the authority movement allegedly 

contributed to the financially successful history of the Port of New York Authority which was 

established in 1921.  However, as noted, the real impetus to the authority development in the 

United States occurred in the 1930�s.  As is mentioned earlier, it was during this period that the 

federal government, as part of its anti-depression policy, provided grants to state and local 

governments for public works.  These funds were to be matched by recipients.  In Pennsylvania, 

the inability of these bodies to raise matching funds because of constitutional debt limits initiated 

the recourse to the authority device, since it provided a means to borrow beyond this debt 

restriction.    Compounding the situation was that Pennsylvania, similar to other states, had gone 

from a rural community to principally an urban one.  This growing concentration of population 

increased the pressure to solve the problems that it brought.  There were many - substandard 

housing, inadequate school facilities, water, sewer, roads, and air pollution.  The solution to these 

problems was to adopt the authority process.  These underlying forces explain, in part, why 

Pennsylvania is considered a forerunner in the use of authorities, and also why constitutional 

debt limits have always been considered paramount to their creation. 

 

 The adoption of authorities in Pennsylvania did not begin without difficulty.  Court cases 

on their constitutionality were abundant.  At the local level the original act of 1933 was upheld in 

Tranter vs. Allegheny County Authority.  Subsequent litigation was to have the same effect.   In 

this dispute, it was pointed out that the authority was a fictional expedient designed to evade 

                                                
12  
13  
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constitutional debt limits.  The court replied that, �it is never an illegal evasion to accomplish a 

desired result, lawful in itself by discovering a legal way to do it.�14 

 

 Two years later the initiating legislation was revised, and the Municipality Authorities 

Act of 1935 emerged.  The major reason for this new enactment was apparently to grant more 

classes of local government the right to create authorities.  The previous act included only 

counties of the second class.  Ten years later, the Municipality Authorities Act of 1945 appeared 

and is considered, with its amendments, to be the basic legislation governing the creation and 

operation of municipal authorities.15  The features of this act are, for the most part, germane to 

subsequent authority legislation and are presented here to provide a general insight to authority 

operations. 

 

 This original legislation permitted an authority to be established for the purpose of 

"acquiring, holding, constructing, improving, maintaining and operating, owning, leasing (either 

as lessor or lessee), projects of the following kind and character: 

1. Buildings to be devoted wholly or partially to public uses and revenue-producing 

purposes, including public school buildings, transportation, marketing, shopping, 

terminals, bridges, tunnels, and flood control projects, highways, parkways, traffic 

distribution centers, parking spaces, airports and all facilities necessary or incident 

thereto; 

2. Parks, recreation grounds and facilities; 

3. Sewers, sewer systems or parts thereof, and sewage treatment works; 

4. Steam heating plants and distribution systems; 

5. Incinerator plants; 

6. Waterworks, water supply works, water distribution systems; 

7. Swimming pools, playgrounds, lakes, and low-head dams; 

8. Hospitals; 

9. Motor buses for public use (within any municipality); 

10. Subways, industrial development. 

                                                
14  
15  
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 Once established, an authority under this act, had numerous features governing its 

operations.  Some functions appear to be similar to private enterprise but in other cases resemble 

the public sector.  They were as follows: 

1. To exist for fifty years as a corporation; 

2. To sue and be sued; 

3. To adopt a corporate seal; 

4. To levy special assessments; 

5. To acquire, hold, lease and use any franchises, property, or any interest therein 

necessary or desirable for carrying out its purpose; or to sell, lease, or dispose of 

property; 

6. To acquire projects by purchases, leases or otherwise, to construct, improve, 

maintain, repair and operate projects; 

 7. To adopt by-laws for the management and regulation or its affairs; 

 8. To appoint officers, agents, employees, and servants, prescribe their duties,  

and fix compensation; 

9. To fix, alter, charge and collect reasonable and uniform rates and other charges in 

the area served by its facilities; 

10. To borrow money and issue negotiable notes, bonds and other evidence of 

indebtedness or obligations of the authority; 

11. To make contracts and execute all instruments necessary or convenient for the 

carrying out of its business; 

12. To borrow money, accept grants from, and enter into contracts, leases or other 

transactions with any federal agency, the Commonwealth of Pennsylvania, any 

municipality, corporation or authority; 

 13. To exercise the power of eminent domain; 

14. To pledge, hypothecate, or otherwise encumber the revenues or receipts of the 

authority as security for its obligations; 

15. To do anything necessary or convenient for the promotion of its business and the 

general welfare of the authority in carrying out the powers granted to it; 

16.   To contract with any municipality, corporation, or any public authority of  
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this or any adjoining state; 

17.   To enter into contracts or group insurance for the benefit of its employees           

and to set up a retirement or pension fund for them; 

18.   To enter into contracts to supply water and other services, and fix the  amount 

to be paid. 

 

The foregoing should give ample evidence that authorities are legally permitted to 

operate in a very comprehensive manner, and not to be forgotten, with little, if any, 

public input.  It should therefore not be surprising that there are critics of these hybrid 

governmental units.  This is not to say that they lack supporters.  They have many who 

endorse their existence and proliferation.  Generally proponents come from the ranks of 

financial advisors, attorneys, commercial and investment bankers, credit rating agencies, 

bond insurance brokers and many, but not all, politicians.  In any event, the following is a 

tally of most commonly held arguments, both pro and con, for their implementation: 

 

Major Arguments for the Use of Authorities 

 
1. Overcome and avoid unrealistic debt limits; 

2. Provide needed services and facilities without increasing taxes; 

3. Emphasize the "user" only pays theory; 

4. Allow for intergovernmental cooperation; 

5. Divorced from politics to provide for independent, efficient, and business-

like operation; 

  6. Utilize and promote more citizen participation; 

  7. Are convenient and flexible; 

  8. Do not cost more to finance than other methods; 

9. Promote the general welfare by assisting private enterprise to 

prosper. 
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Major Arguments Against the Use of Authorities 

 
1. Are unnecessary; 

2. Circumvent and defeat legal debt limits; 

  3. Do not provide for any borrowing limitation; 

  4. Are not controlled by the electorate; 

  5. Are not accountable to the electorate; 

  6. Add to the fragmentation of the governmental structure; 

  7. Compete with private enterprise; 

  8. Cost more to finance than other methods; 

9. Promote the general welfare by inappropriately assisting private enterprise 

to  prosper. 

 

 It should be clear that on either side of the issue, some arguments are quantitative while 

others are qualitative, and further, that certain items are used on both sides of the dispute, their 

implication depending on the viewpoint. 

 

 A closer look at these opposing views should provide further insight to these quasi-

governmental units.  First, the proponent side.  One, authorities overcome and avoid unrealistic 

debt limits.  This was especially true for local units up until the implementation of debt reforms 

mandated by a constitutional amendment in 1972.16  Prior borrowing limits for local 

governments were based on real estate values within their jurisdiction.  This standard did not 

reflect increasing revenues from earned income and other personal taxes nor state and federal 

grants.   

 Today, the Local Government Unit Debt Act sets debt limits based on average total 

revenues.17  This liberal adjustment and related other ones has removed any advantage that was 

gained by using an authority to borrow.  Debt limits are  no longer a reason to use them.18  At the 

state level this issue was never as important for their use as it was for local government.  

                                                
16  
17  
18  
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Consequently, the argument for authority utilization has, because of these progressive 

amendments, lost its validity. 

 

 Two, authorities provide needed services and facilities without increasing taxes.  This is 

true.  Legislation governing these units has never given them the power to tax.19    This 

contention  is more visible when the authority is engaged in public-use projects such as a golf 

course, water system or parking facility.  The situation becomes less clear where the authority is 

supporting an undertaking that is more private in nature such as a dormitory or department store.  

In these cases the "user," perhaps more accurately identified as the beneficiary, of an authority's 

efforts is retiring authority debt through lease or mortgage agreements.  Such endeavors are 

obviously more private than public and are carried out  by  both local and state authorities.  For 

example, the Pittsburgh Business Times reports that the State�s Industrial Development 

Authority has approved, in the past ten years, approximately $187 million in loans for 

Pittsburgh-area business projects .20  Interesting, isn�t it? 

 

 Three, authority operation emphasizes the �user� only pays theory is also quite valid. 

 

 Four, authorities allow for intergovernmental cooperation.  This is true and has been from 

the very beginning.  This was especially so regarding water and sewer systems. 

 

 While this is a valid argument, authorities do not have an exclusive on intergovernmental 

cooperation.  There are not any known  impediments for standard units of government to do 

likewise.  Unfortunately, Pennsylvania is a fragmented state with its numerous political sub-

divisions which harbor diverse interests.  Cooperation between these entities historically has not 

come easily.  Current sewer and water problems may sooner or later mandate that communities 

move more aggressively to work in harmony.  It obviously will be to their collective advantages 

to do so.  However, they will not necessarily need an authority to achieve these mutual beneficial 

relationships.   

 

                                                
19  
20  
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 Obviously, the state also has a need to promote shared interests and encourage mutual 

cooperation with other states.21  It has chosen to pursue these activities through seventeen (17) 

"Compacts" (the membership of each varies in number), three (3) Commissions, and one (1) 

Authority - the Delaware River Port Authority.22 They are responsible for a wide range of 

activities from toll bridges to radioactive waste.  The effectiveness of these units is difficult to 

detect as little is published about them - which should not come as a surprise. 

 

 Five, authorities are divorced from politics and provide for independent, efficient, and 

business-like operation. 

 

 The first claim is probably very far removed from the truth.  At the state level, some 

authority members are so placed because of their elected office.  At both the state and local level 

other board members are appointed by the elected official(s) according to the enabling 

legislation.  The record will show that most authority membership is composed of political 

friends or acquaintances of the appointing officials and if not so, then by the recommendation of 

political or influential friends thereof.  In addition, besides the legislative process to have elected 

state officials sit on state authority boards, elected municipal officers are frequently appointed to 

serve on municipal authority boards.  It is difficult to see the merit of this practice in either 

situation for it raises the question of the cultivation of conflicts of interest.  In any event, the 

process does not appear to be removed from the political arena.  There would be too much at 

stake.  After all, board members hire, award contracts, and are in a position to provide "favors." 

 

 As for the remainder of this fifth argument, there isn't any conclusive evidence that 

authorities are better managed than regular governmental units.  In fact, it might be just the 

opposite since their accountability is extremely limited.  A case in point is a study conducted by 

the Allegheny Institute for Public Policy on authority employee compensation.23  It found that 

authority wages were significantly higher, in most comparative occupational categories, than 

those for county or private-sector workers.  Their observation was that the further from public 

scrutiny an entity is, the higher the compensation that is offered.   

                                                
21  
22  
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 Six, authorities utilize and promote more citizen participation.  This argument is difficult 

to sustain since the public is not even involved in authority formation.  It is granted that  

members of the boards are not elected and their composition, for the most part, is made up of 

appointees who generally aren't compensated (they can be except for school district authorities),  

although there may be some perks � travel, etc.  In any event, this argument for authority 

adoption is thought to be a weak one. 

 Seven.  authorities are convenient and flexible.  In a way this is true.  That is, elected 

officials may find it convenient to create them because it is a rather easy thing to do.  Likewise, 

if "flexible" means adaptable the term is valid, since authorities are legislatively permitted to 

carry out a wide variety of projects.  A good example of both of these points was the use of an 

authority � the Pennsylvania Intergovernmental Cooperation Authority � to assist the city of 

Philadelphia in 1991 when it was facing a financial crisis.24  The authority borrowed money and 

issued bonds as the city itself was unable to do.  The total outstanding debt in 1997 was $1.1 

billion.  A nice story, but still one that calls for caution; the fact is that the proliferation of these 

units in many ways undermines regular government.25  There is also another practice that might 

be questioned. It occurs at the local level with Industrial Development Authorities.  Apparently, 

there isn�t any restrictive legislation and so they offer their services to any public or qualified 

private entity that needs them.  And so a non-regional IDA will build a hotel in Allegheny 

County.  Another IDA will build a private college dormitory far removed from its home base.  

The community relationship � none!  But the product is not free.  There are fees to be paid � the 

authority, the bond counsel, the underwriters, the financial advisors and, if a letter of credit is 

needed, the bank.  The question � is this really appropriate and who really profits? 

  

Eight, authorities do not cost more to finance than other methods. This is false for many 

reasons.  The basic one is that authorities, both local and state, do not have the full faith and 

credit of their authorizing sponsors behind them.  They cannot tax their constituents and must 

rely on other income sources.  Generally this is revenue that is generated by the project that they 

are engaged in.  This can be risky.  For instance, a parking authority.  Who can predict with 

                                                                                                                                                       
23  
24. 
25  
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certainty that the patronage of the facility will be sufficient to cover operations and debt service, 

especially since bonds are usually issued for a forty-year period. 

 Former Governor Shafer of Pennsylvania, at a public meeting in 1965 promoting 

constitutional reforms, stated:  �. . . . the present state constitution forces the state and 

municipalities to set up authorities in order to borrow additional money . . . . these authorities 

paying higher interest than would be the case if the borrowing was done on the credit of the 

Commonwealth or the local government . . . .this consideration forcing the state government and 

municipalities to spend up to $100 million a year in unnecessary interest charges . . . .�26  That 

was forty years ago � care to guess what it might cost today? 

 An insight to this situation,  which is an important one, might be gained by reviewing the 

two main borrowing instruments utilized at the local level.  They are the general obligation bond 

issued by regular government and the revenue bond issued by authorities.  The comparison 

presented here is based on original legislative provisions for each category. 

                                                
26  
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Major Characteristics of General Obligation and 

Revenue Bonds of Local Governments in Pennsylvania 

 

 
General Obligation Bonds 

a. Issued by any municipality as so defined by 

the enabling legislation, including school 

districts. 

b. Supported by the full faith and credit of the 

issuing community. 

c. Taxes may be levied or pledged to pay 

principal and interest of the bond  issue. 

d. Amount of bonds issued is limited by the 

state constitution. 

e. Bonds are included in determining debt total 

of the municipality. 

f. Must have approval of duly elected officials 

of the issuing community. 

g. Officials of municipality can be guilty of a 

misdemeanor if willfully authorized debt 

above legal debt limits.  Conviction can be a 

fine of $10,000 or one year imprisonment or 

both. 

h. Voter approval needed when issue exceeds 

certain limits.   

i. Taxpayers may appeal issuance of a bond 

issue to Court of Common Pleas of Dauphin 

County. 

j. All issues need state approval. 

k. Issuing community is liable for payment of 

principal and interest. 

Revenue Bonds 

Issued by duly created municipal authorities of any 

county, city, town, borough, township or school 

district. 

Supported by revenues generated by the established 

project of the authority. 

Taxing powers not granted to authorities. 

 

No provision or limit. 

 

Bonds are not included in determining debt total of 

the municipality. 

Generally needs only the approval of authority 

members. 

No provision. 

 

 

 

 

Voter approval not needed under any circumstances. 

No provision. 

 

 

State approval not  needed or required. 

Issue is sole obligation of the authority. 

 

 

 

l. Maturity of bonds cannot exceed 30 years. 

m. All bonds are serial with minor exceptions. 
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n. Bonds must be placed on a competitive bid 

basis. 

o. Bonds must be sold to highest responsible 

bidder. 

p. Rate of interest is not to exceed six percent 

per annum. 

q. Bonds may not be sold at less than par. 

r. Bonds generally acceptable in any state as 

legal investment. 

s. Bonds may be callable and/or refundable.  

Strict statutory restrictions are provided. 

t. Bonds are legal investment for fiduciaries in 

Pennsylvania. 

u. National banks may underwrite such issues. 

v. Bonds are traded in the �over the counter� 

market. 

w. Bonds are negotiable. 

x. Interest payable on the bonds is exempt 

from Federal income tax. 

y. Bonds are not exempt from gift or 

inheritance taxes. 

z. Remedies of bondholders in cases of default 

limited, although a mandamus may be 

secured through the courts to force the 

collection of taxes to repay the bondholders. 

 

 

 

 

 

 

Maturity of bonds cannot exceed 40 years. 

 

Bonds can be either serial or term or a combination 

of both. 

Bonds may be placed either on a competitive or 

negotiated basis. 

No provision. 

 

Same. 

 

Bonds may be sold at less than par. 

Acceptance varies. 

 

Bonds may be callable and/or refundable.   

Statutory restrictions are limited. 

Same  

 

National banks may not underwrite such issues. 

 

Same 

 

Same 

Same 

 

Same 

 

Remedies of bondholders in case of default 

extensive, including the court appointment of a 

receiver. 

 

 

 

 

 

 

 

 

 

 

The foregoing should enable the reader to grasp the more significant differences existing 

between these two types of Pennsylvania municipal financing.  Also, some of their 



   

 

 

20

distinguishable features explain, at least in part, why interest costs might differ between them.  

For instance, the allowable legal length of maturity, indicates that revenue bonds may exceed 

general obligation bonds in maturity by ten years.  The fact is that the longer life of the revenue 

bonds allows for a spreading out of the annual debt-service payments and therefore, permits a 

safer margin for the coverage of costs and debt charges.   This approach is both reasonable and 

realistic, since annual revenues of the authority�s project are generally the only source to pay 

these costs; and, further, the annual amounts of these revenues would have been estimated at the 

inception of the endeavor and consequently the question of their accuracy is a factor.  

Nevertheless, the extension of maturity does tend to increase the rate and the amount of interest 

that must be paid.  Item �b� also illustrates the reliance of the payment of the revenue bond 

solely on the success of the authority�s project and its earning which, as previously mentioned, 

raises the question of risk and consequently the possible demand of  potential bondholders that 

they be compensated by a higher interest payment.  Item �k� provides additional insight into the 

risk factor, since it shows that the revenue bond is the obligation of the authority and not the 

community involved. 

 

 Another element in this regard is the fact that revenue bonds may legally be sold at a 

discount (item �q�) which in effect raises the cost to the borrower, since there is less principal 

available for the issuing authority.  It would seem that this practice has little justification and 

may, in fact, disguise the cost of the financing to the public.  Consequently, it is recommended 

that the same restriction afforded municipal general obligation bonds on this matter be 

established for revenue bonds. 

 

 In addition to the foregoing, and perhaps an indirect condition in raising the interest cost 

to an authority issuing a revenue bond, is the legislative permission to place the obligations either 

on a competitive or negotiated basis (item �n�). 

  

 This should not be allowed.  The merits of competitive bidding are well known.  It is a 

good business practice � why not enforce it?  Or is there a compelling argument that traditional 

governments should be forced to use it but not authorities?  Not surprisingly, most authority 
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borrowing is done on a negotiated basis.27  How convenient for the players!  Furthermore, the 

Commonwealth promotes it and even goes so as far as to permit private sales.28  Difficult to do?  

Nope � just pass a resolution stating that a private sale by negotiation is in the best financial 

interest of the local government unit.29  Anyone want to buy the Brooklyn Bridge?   

 

 The main point here is that authority debt is very unlike that incurred by traditional 

government.  The investing public, including professional portfolio managers, know the 

difference and extract a "penalty" when investing in authority obligations.30 

 

Nine, authorities promote the general welfare by assisting private enterprise to prosper. 

 

 As pointed out in the introduction, it was the adoption of Keynesian economic tenets by 

the federal government that paved the way for the public sector to assume responsibility for 

economic stability and growth. This role was also embraced by state and local governments. It is, 

for the most part, a post-World War II phenomenon that is very much in evidence today, some 

fifty years later. 

 

 In Pennsylvania the assistance to private enterprise takes many forms.  To name a few: 

tax abatements, Ben Franklin grants, free enterprise zones, tax increment financing31 and 

subsidies for employee training.  The use of authorities, in this regard, was permitted at the local 

level through the basic act of 1945.  At the state level it is not until 1956 that authorities are 

created for this purpose � the Industrial Development Law, P. L. 102.32   

 

 This particular use of a public agency into which the electorate has minor input is, of 

course, questionable.  In fact the practice very early on attracted the attention of the United States 

Treasury Department.  It was their concern that the use of  bonds for this purpose might be an 
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abuse of the tax-exempt privilege.   This matter will be discussed more fully later because of its 

importance under a section analyzing the reasons for the growth of authority usage. 

 

 

 The following will deal with major arguments against the use of authorities which are 

somewhat more conclusive. 

 

 One, authorities are unnecessary. 

 

  As indicated there was a time when the entire Commonwealth would not have been able 

to provide even basic public needs without authorities.  However, it would now seem that their 

usefulness has passed.  Constitutional debt reforms now permit the traditional forms of 

government to meet their responsibilities without reverting to authority adoption.  Whether this 

will happen and new authorities will no longer be created is a chancy proposition.  After all, 

authorities remain simple and easy to create.  In addition, they are favorite ploys for elected 

officials - an apparent win-win situation for them.  But are they really needed for the 

Commonwealth to carry out its responsibilities?  It would not seem so! 

 

 Two, authorities circumvent and defeat legal debt limits. 

 

 Yes, they have done so in the past and apparently for good reasons.  But this purpose is 

now gone as debt restrictions are no longer an impediment.  This fact should hasten their demise 

but it is doubtful that it will, for the reasons previously cited.  However, it should be noted that 

there has been a marked decline in the use of school authorities for financing since constitutional 

debt limits have been liberalized.33  There is hope! 
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Three, authorities do not provide for any borrowing limitations. 

 

 True.  It is one of the dangers of authority financing.  Should an authority default, the 

community involved could suffer.  It might be direct � the city of Pittsburgh guarantees the 

payment of Stadium Authority (now the Sports and Exhibition Authority) debt service and/or 

operating losses.34  It could be indirect � lower credit ratings on a community�s general 

obligation financing which would raise these borrowing costs.  It should be noted that municipal 

defaults do happen, even of the proud and famous � New York City for one.35 

 

 In reality, the only major deterrent to authority financing is the debt market place. 

 

 Four, authorities are not controlled by the electorate. 

 

 This argument is by far the most compelling reason to resist authority usage.  If taxation 

without representation is tyranny, then the development of authorities without voter approval is a 

duplication of the same type of abuse.  It is only reasonable, in a democratic society, to expect 

that its citizens would participate in deciding the ways and means of its government.  It is almost 

certain that had the electoral process been exercised the proliferation of authorities in 

Pennsylvania would have never occurred. 

 

 Five, authorities are not accountable to the electorate. 

 

 Unfortunately this is true.  Authorities are managed by board members who haven�t any 

link to the electorate except through the officials who appointed them.  Since these board 

members, are not elected to these positions, nor need to be reelected, their concern for citizen 

approval of their actions can be nil.  If there is accountability to anyone by board members it 

would be to the authorized party or parties who appointed them.  This may or may not be 

reassuring, since those making said appointments have little control over them as well.36  Given 

                                                
34  
35  
36  



   

 

 

24

such a situation, one can only speculate that authorities, within the confines of the law, operate 

pretty much as they please. 

 

 Six, authorities add to the fragmentation of the governmental structure. 

 

 There can be little doubt that this is true.  Multiplying with ease, a total of 3,073 

municipal authorities have been formed in Pennsylvania since the 1930�s.37  This number 

surpassed the combined standard units of local government which, including 67 counties, totals 

2,635.  However, the number of municipal authority units has been reduced, as of this time, 

through merger and termination.  Also, savvy school boards, recognizing more liberal borrowing 

rights of their school district, are funding more of their capital needs through direct obligations of 

the district.38  Not only does this reduce borrowing costs but the state�s debt guarantee programs 

for school authorities and school districts permit the Secretary of Education to withhold school 

aid payments.  If a school district is unable to pay principal or interest when due, the Secretary 

can withhold the district�s state aid and remit the funds directly to the paying agent.  As a result 

of this guarantee, favorable credit ratings are awarded by bond credit rating agencies.39 

 

 In addition, and somewhat surprising, certain authorities apparently have offspring of 

their own.  It was recently disclosed in the Pittsburgh Tribune Review that the Urban 

Redevelopment Authority of Pittsburgh had established a nonprofit entity, the Pittsburgh 

Economic and Industrial Development Corporation (PEIDC).40  Its apparent purpose was to 

decide who receives loans from the Pittsburgh Development Fund (a bank, of sorts).  The 

Pittsburgh Post Gazette recently noted that the Fund has made $84 million in loans for 30 

projects including the Lazarus Department Store, Crawford Square housing in the Hill District, 

and the Lincoln Apartments on the North Shore.41  Though the PEIDC was established in 1994, 

it was reported that some members of Pittsburgh�s City Council didn�t even know it existed.  Not 

surprising, since the Tribune news article reported that the manager of PEIDC said minutes and 

votes from the board�s meetings are exempt from the Pennsylvania Open Records law, as they 
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are for other nonprofit entities.  Fine, but the parent, the URA, is covered by the state�s Sunshine 

Act.  Minutes and records of the board are public documents, subject to the examination of any 

citizen of Pennsylvania.42  Just another sham? 

 

 Seven, authorities compete with private enterprise. 

 

 This is true in many cases.  Obvious examples are instances where the authority project is 

commercial in nature - golf, parking, transportation to name but a few.  This questionable 

intrusion into the private sector might be warranted if there is a public need for such services and 

private enterprise has decided not to provide it.  Inter-city bus services is probably a good 

example of this kind of situation.  Nevertheless, it would seem that authority endeavors that 

compete with private enterprise should be taken on only as a last resort.   

 There are also another considerations.  Authority property is not placed on the tax roles 

whereas private property would be.  For example, it has been reported in the Pittsburgh Tribune 

Review that the market value of the land where the Three Rivers Stadium (tax exempt) now 

stands could be worth $26 million when new property values are levied next year.  It has been 

estimated that if the land were on the tax rolls it would generate for next year nearly $950,000 in 

city school taxes and $130,000 in county property taxes.43  How clever of these sports people � 

that is, that these valuable assets (the stadiums) built for their use only, are owned not by them 

but by an �authority� and are not subject to property taxes.  What  games people play! 

 In addition, authorities do not pay corporate taxes, sales taxes, et cetera.  In the final 

analysis they enjoy the benefits as public entities even though the electorate hasn�t voted to make 

them so. 

 

 Eight, cost more to finance than other methods. 

 

 As discussed earlier, there is little doubt that the financing done by authorities is more 

expensive than that done by standard government units, principally because the latter can tax and 

do not rely on uncertain user change revenue for the debt service.  The plain fact is that, with 
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some exceptions (school authorities), authority obligations carry more investment risk than other 

government debt instruments.44 

  

Nine, authorities promote the general welfare inappropriately by assisting private enterprise to 

prosper. 

 

As discussed, all levels of government are now involved in this activity, in one 

way or another.  It is a role for governments that continues to flourish regardless that for many it 

is a questionable one.  The use of authorities for this purpose is part of the debate as they do play 

a major role in these private undertakings, the substance of which will be presented later as it is 

an important matter. 

 

GROWTH OF PENNSYLVANIA AUTHORITIES 
 

 There is little to be gained by arguing that the early development of Pennsylvania 

authorities did not result from their use as a means to circumvent constitutional debt limits.  The 

record, in this regard, fully substantiates this fact.  However, as pointed out earlier, this 

motivation has been completely eliminated.  Nevertheless, these independent units continue to be 

used and created at both levels of government.  Not surprisingly, their exact number is difficult 

to ascertain as well as their outstanding debt.  This is troublesome as this information should be 

readily available.45  But then, after all, they aren�t really accountable to anyone.  For instance, 

state publications vary in their tallies for local ones:   

1. Municipal Authorities in Pennsylvania, 7th Ed. 1994 2,268 

2. The Pennsylvania Manual, Vol. 113, 1997   2,484 

3. Municipal Authorities in Pennsylvania, 8th Ed. 1999* 1,504 

4. Municipal Fact Sheet -Governor�s Center for Local Government -                                

June 15, 2000  2,198 

(*  Publication restored after a four-year hiatus.) 
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 At the state level the confusion continues: 

1. The Pennsylvania Manual, vol. 113, 1997           9 

2. Mergent Bond Record � Moody's, 2000, Vol. 1-2        12 

3. The 2000-01 Governor�s Executive Budget          7 

It should be pointed out that part of the lack of accuracy in this matter may be due in part 

to the state�s practice of identifying special and/or independent units as agencies, boards, 

compacts, commissions as well as authorities.  Why keep it simple?  The public might 

know what�s going on. 

 The reasons for the proliferation of these units are many.  First, was the post-World War 

II phenomenon of government, at all levels, taking active roles in economic and social matters.  

Second, authority creation is an easy matter in Pennsylvania.  For example, their inception at the 

local level from the beginning was rather routine even though it did require the state's sanction.  

Approval by the state required only that the petitioning municipality, as evidenced by the articles 

of incorporation, conform to law.  The "law" in this case was conventional and required only the 

completion of routine procedures.  This included the adoption of a resolution or ordinance by the 

municipality or municipalities of their desire to form an authority, public notice of such, and the 

filing of articles of incorporation with the Secretary of the Commonwealth.  The articles of 

incorporation were required to set forth only the name of the authority, the municipality or 

municipalities involved, and the name, address and term of office of the first members of the 

board of said authority.  Consequently, the only real deterrent to organizing an authority was that 

the petitioning body be classified as a municipality under the enabling legislation.  At the state 

level the process is even simpler. 

 

 A good example of the ease of this process is the recently created Pittsburgh Airport 

Authority � a $160 million plus annual budget operation.  Two � just two � lame duck Allegheny 

County Commissioners created it.  Just about to go out of office � never to return � the two 

separated county voters from their airport assets and gave them to an independent agency to 

which they appointed the parties to control its operation - needless to say, a public entity in 

which the public didn�t have any voice � then or now! 
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 The process was simple.  Voter approval not required � just tell them!  Fill out the 

necessary papers, dot the i's, cross the t's, pass the appropriate resolution and forward to 

Harrisburg for a birth certificate.  Bingo � another creature of the state has been born.  To repeat 

� it is an independent agency of the Commonwealth � not a creature, agent or representative of 

the municipality that sponsored it.46  Of course, these two lame-duck politicians had the best 

interest of the public in mind when they used their fading office powers to create this political 

plum.  By the way, the Pittsburgh Business Times reported that the highest paid public employee 

of the city and Allegheny County in 1999 was the Director of Aviation � a mere $181,068.  In 

contrast the mayor of the city was listed at earning $83,254.47 

 If the foregoing surprises you give this some thought.  In above case, the state�s rubber-

stamp process moved so smoothly that it failed to raise a legal question.  That is, were the two 

lame-duck Commissioners legally entitled to establish the authority?  Maybe � maybe not! 

 The Pennsylvania Department of Community and Economic Development in its 1994 

publication, Municipal Authorities in Pennsylvania has expressed an opinion that legislation 

passed in 1978 which declared that terms of board members will expire on the first Monday in 

January, �as a means to prevent � lame-duck�  bodies from making board appointments for terms 

about to expire before a newly elected responsible governing body took office on the first 

Monday in January�.48  Not surprising their interpretation has been upheld in Court.49  And yet it 

happened � political friends were appointed and the authority was cleared for take-off - needless 

to say, well before any newly responsible officials took their seats. 

 

Another reason why the use of authorities is popular is because they are a public official's 

dream - even if one is of a conservative philosophy.  Voter approval is not needed to establish 

their existence.  Services can be provided without raising taxes.  Accountability is diffused and 

limited.  Consequently, the situation can be viewed as a public officer's personal "candy store."  

Jobs have to be filled, contracts awarded, investment bankers and attorneys selected, and a large 

variety of purchases need to be made.  The key, of course, is that appointees to the authority 

board be loyal and support the agenda of the appointer(s).  The foregoing is a picture suitable for 
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framing at either the local or state government level and illustrates, in part, why authorities have 

flourished. 

 

 It was presented earlier in this paper what the basic legislation permitted a municipal 

authority to do.  It is not surprising that few opportunities have been missed.  In the local 

category are authorities of the following variety:  schools, water, sewer, parking, airport, 

recreation golf, parks, stadiums, solid waste, financing (mostly for non-profit hospitals, private 

secondary schools, colleges, and universities), low income mortgage support, municipal 

redevelopment assistance, flood control, library, museum, and business district support.  Formed 

under special legislation are authorities to support regional assets (RAD), construction of 

infrastructure, housing, transportation, port facilities, auditoriums, stadiums, water supply, 

residential financing and industrial/commercial development. 

 

 At the state level, authorities are used for projects  similar to local ones but, for the most 

part, are quite different in their scope.  As will be seen, they appear to mirror their adopted role 

as an economic and social promoter.   

 

 As pointed out earlier, it is difficult to ascertain just how many authorities exist at the 

state level or the amount of debt that they have accumulated.  Part of the problem is the manner 

in which they are identified.  The Pennsylvania Manual for instance, provides the following 

listings in different sections of its publication under the headings as cited:50 

a. Cabinet Level Agencies: 

1. Economic Development Authority; 

2. Energy Development Authority; 

3. Industrial Development Authority; 

4. Minority Business Development Authority; 

b. Other State Agencies 

1. Pennsylvania Higher Educational Facilities Authority 

2. Pennsylvania Housing Finance Authority 

3. Pennsylvania Infrastructure Investment Authority 
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4. State Public School Building Authority 

 

c. Interstate Agencies 

1. Delaware River Port Authority 

For the record, the Pennsylvania Technology Investment Authority is a  

recent addition to the state�s arsenal of authorities. 

 

 It should be obvious that a data base on either state or local authorities could be 

improved.  Although the Department of Community and Economic Development is to be 

commended for its efforts regarding keeping track of local authorities, nevertheless this 

fragmentation of information would seem to conceal the impact of these special units of 

government on the lives of Pennsylvania citizens. It is difficult to determine if the foregoing 

situation is by political intent or just happen-chance.  There is a multiplicity of laws and standard 

agencies of government involved and perhaps that is the reason, although it is doubted.  For 

example, at the local level there are at least nineteen (19) pieces of legislation that are directly 

associated with authority creation and operation.  At first glance some of these laws would not 

seem to be so involved:  for instance, the Pennvest Act of 1988, the Clean Streams Acts of 1937, 

1987, and the Sewage Facilities Act of 1966.  In addition, there are numerous state agencies that 

overlook their operations, such as the Department of Community and Economic Development, 

the Commerce Department,  the Securities Commission, the Auditor General and the State 

Treasurer.   In any event, it would seem appropriate and prudent to centralize all authority 

information, regardless of sponsor and the enabling legislation, in one place.  If it is done, then a 

review of operations would not be as cumbersome or confusing as it is currently. 

 

Authority Financing � The Issue of Private-Activity Bond 

 

 It was noted earlier that authority financing is always more expensive than general 

obligation debt formation.  The principal reason is that authority obligations lack the backing of 

the full faith and credit of the governmental sponsor.  There should not be any argument on this 

point because it is so obvious.  
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 What is common to both financing methods, however, is that they are exempt from  not 

only state and local taxes but federal as well.  At least they were until fairly recently - a  situation 

that needs to be explained. 

 

 The doctrine of intergovernmental tax immunity, that is a state cannot tax an obligation 

of the federal government and vice versa, is based on the Supreme Court ruling in the case of 

McCullock v. Maryland in 1819.51  Since then the issue has always been controversial � 

especially from the federal side.  In any event it has finally come to a point of marked deviation 

with the passing of the federal Tax Reform Act of 1986.  To a large degree this legislation was 

brought about because of the extensive use of industrial authorities for private inspired projects.52 

 

 In Pennsylvania the use of the industrial authority for private entities has been wide and 

variable.  Some were household names such as K-Mart,  McDonalds, Kroger, 

Toys �R� Us, Mellon and PNC bank.  Others were large substantial corporations such as Dow 

Chemical, Scott Paper, USAir and USX.  Participating also were non-profit institutions 

comprised of hospitals, retirement homes, colleges, and universities.  As mentioned earlier this 

private activity in partnership with local and state government was not looked upon favorably by 

the federal government.  In fact, Congress began the process of curtailing the use of the tax-

exemption provision for industrial development bonds as early as 1968.53  Their policy was a 

restrictive one but it did not rule out all tax-exempt financing.  A favorable Superior Court ruling 

in South Carolina v. Baker, 485, U.S. 505, in 1988 (the issue was the Tax Equity and Fiscal 

Responsibility Act of 1982 that required bonds to be issued in registered form as opposed to 

bearer) removed any doubts that Congress had the right to proceed in this manner.  It would 

seem that the Court�s decision was a proper one since the tax-exempt provisions of local and 

state obligation is really a federal subsidy, one that the government should control or administer, 

instead of it being automatically granted on constitutional grounds.  It should not be overlooked 

here that a bond that carries tax-exempt status reduces borrowing costs. 

 The federal Tax Reform Act of 1986 established a new classification for bonds called 

�private activity.�  It also limited their tax-exempt provision.  It did not eliminate the exemption 

                                                
51  
52  



   

 

 

32

on all governmental bonds, but it did put caps on the amount of private-activity obligations that 

could be issued in each state.  The limits are based on population; the allocation, in 

Pennsylvania, is determined in Harrisburg.54 

 This action, however, did not close the door entirely on governmental-sponsored private 

financing.  Certain projects will be declared as qualified private-activity bonds and will be tax-

exempt.  Some examples are projects for:  multi-family residential rental units, airports, 

sewage/water facilities, mortgage bonds (housing � multi and single purpose and veteran loans), 

student loans, redevelopment and 501 (c) (3) bonds (non-profit or governmental units). 

 The final determination of these private-activity bonds as to their tax-exemption will be 

based on to what degree they serve the public welfare.  The literature indicates that Congress 

early on in this issue has had problems defining, �public purpose,�55 and it probably will 

continue to do so.  There are certain to be many law suits and political  

interventions in determining the status of private-activity bonds.  In any event, the Act apparently 

has stopped the flow of some private projects which seemed to push the use of governmental 

financing, with its favorable cost benefits, to the limit. 
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Conclusion 
 It should be clear that the original reason for the adoption of �authority government� in 

Pennsylvania no longer exists.  That is, the use of authorities to circumvent constitutional debt 

limits is not necessary as standard governments are, since the constitutional debt reforms of 

1972, able to borrow relatively unrestricted on their own.  Nevertheless, authority usage 

continues.  As such, their utilization perpetuates a shadowy, obscure form of government that is 

void of electoral endorsement.  In addition, these units disguised as public entities engage in 

activities that are not necessarily in the best interest of the public.  As such they are political 

facades that are used as fronts for private endeavors.  Not controlled or accountable to the 

electorate, authorities only add to the fragmentation of government.  Costly to finance, their 

existence can threaten the financial well-being of the community they proclaim to serve.  Often 

competing with private enterprise they are a device whose convenience is no longer required or 

necessary.  They should be eliminated. 
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