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MUNICIPAL BORROWING
Good Planning, Policies, 
and Professionals 
Are the KEYS to 
MANAGING DEBT
Most townships have probably incurred debt at one 
time or another, even if it was just a small bank 
loan to purchase a piece of equipment. Incurring 
larger debt, such as a multimillion-dollar bond is-
suance, can be a daunting prospect. By developing 
good plans, establishing policies, and getting the 
right experts on board, townships can tame the 
debt beast and make it work for them.

BY BRENDA WILT / ASSISTANT EDITOR

DEBT MANAGEMENT
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No township likes to go 
into debt. Sometimes, 
though, it is unavoidable.

Take Mahoning Town-
ship in Lawrence County, 
for example. Several 

years ago, the state urged the township 
to build a sewage treatment system that 
was much larger than needed to ac-
commodate a racetrack and casino that 
were expected to come to the munici-
pality.
 The township received a $15 million 
grant from the state to help pay for the 
treatment plant. However, the racetrack 
project never came to fruition, and the 
township is now on the hook for the 
remaining $8 million debt. The town-
ship must process outside waste, includ-
ing food from restaurants, to make the 
monthly loan payments.
 Of course, most townships that incur 
debt do so purposely. They may borrow 
money to replace essential equipment, 
construct a building, or make substan-
tial road repairs. When deciding to take 
on debt, townships need to make sure 
they understand what they are getting 
into, what impact their decisions will 
have on the community, and how to 
manage their debt to avoid future prob-
lems.
 Good debt management can be 
achieved by developing a long-range 
plan, establishing policies, and hiring 
the right professionals to guide the 
township through the process.

Which way to go?
 Before discussing debt management, 
let’s consider some basic facts about 
municipal debt. Townships that need to 

finance capital improvements basically 
have two options: Wait until enough 
money is saved to finance the project 
or borrow funds to pay for it now. Each 
choice has factors to consider.
 In a book on administering local 
government debt, the Government 
Finance Officers Association (GFOA) 
offered the following arguments in favor 
of pay-as-you-go:
 1) Having to save up for an expen-
diture requires a hard look at the situ-
ation. Townships using this method 
must plan and discipline themselves to 
accumulate the necessary funds and 
may think twice about the true need for 
capital projects before approving them.
 2) If revenue drops unexpectedly or 
emergency expenditures are necessary, 
the capital project can be postponed 

until the financial situation improves.
 3) Pay-as-you-go avoids the interest 
that would be paid on a loan or bond.
 4) Saving up for a capital project 
preserves the township’s borrowing ca-
pacity for times when it is truly needed.
 5) By paying for projects or pur-
chases when they occur, the township 
avoids passing on large debt repayments 
to future generations.
 The GFOA cited the following fac-
tors in favor of the second option, or 
pay-as-you-use:
 1) As the tax base grows and per 
capita income increases, debt repay-
ments will represent a smaller share of 
township income. Also, with continu-
ing inflation, debt repayment dollars 
will have less purchasing power than 
current dollars.            ➤

The Local Government Unit Debt Act regulates municipal borrowing in Pennsylvania.  
The law limits the amount and types of debt that townships may incur and spells out 
requirements for documentation and filings.
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Saving up to pay for purchases or projects allows townships to 
avoid paying interest on a loan and incurring long-term debt.
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 2) Postponing projects because of a 
lack of funds may hinder community 
development and slow the growth of 
the tax base and local economy.
 3) Because most capital improve-
ment projects will be used over a long 
time, it makes sense for future genera-
tions to contribute their share of the 
cost through debt payments.
 4) Residents, who tend to move 
more frequently now, pay, through 
taxes, a share of the cost of the capital 
improvements that benefit them while 
they live in the township.

Limits to borrowing
 The rules for municipal borrowing 
in Pennsylvania are spelled out in the 
Local Government Unit Debt Act, 

which sets limits for certain kinds of 
debt (see the box on the adjacent page) 
and provides documentation and filing 
requirements. Briefly, township non-
electoral debt, or debt that it incurs 
without voter approval, may not exceed 
250 percent of its borrowing base, or the 
average of its total revenues from the 
preceding three fiscal years.
 Townships may also issue lease 
rental debt, or debt that is incurred 
by another entity, such as a municipal 
authority, which the township must pay 
from revenue because of a lease, subsidy 
contract, or other type of guarantee. 
An example would be debt for a sew-
age treatment plant that the township 
leases from an authority.
 The Local Government Unit Debt 

Act limits the combined amount of 
non-electoral debt and lease rental debt 
for townships to 350 percent of the bor-
rowing base. The act also allows town-
ships to incur greater debt under certain 
circumstances, such as a lawsuit or to 
replace assets after a natural disaster. 
There is no limit to the amount of elec-
toral debt, or debt that is approved by 
voters, that a township can incur. 
 Townships may also incur small 
amounts of debt without being subject 
to the statutory requirements. The 
amount of this type of debt in any year, 
combined with the outstanding portion 
of similar debt from previous years, may 
not exceed $125,000 or 30 percent of 
the municipality’s non-electoral debt 
limit, whichever is smaller. This kind of 
small debt must be paid off within five 
years and can only be used for capital 
projects.
 (The full text of the Local Government 
Unit Debt Act and related documents are 
available at dced.pa.gov/local-govern-
ment-unit-debt-act-lguda/.)

Borrowing options
 For townships that choose to incur 
debt, several options are available. The 
simplest choice may be a bank loan.
 Townships can also take out loans 
through state or federal agencies. These 
include but are not limited to the Penn-
sylvania Infrastructure Investment Au-
thority, or PENNVEST, which provides 
financing for water, sewer, and storm-
water projects; the Pennsylvania Infra-
structure Bank, or PIB, which provides 
funding for transportation projects; and 
the U.S. Department of Agriculture’s 
Rural Utility Service, which offers fi-
nancing for water and waste treatment, 
electric power, and telecommunications 
infrastructure.
 Another option that townships 
may choose, especially when financing 
a large capital project, is a municipal 
bond. This is a debt security issued by 
the township to bondholders, or inves-

“Small road repairs may suitably 
  be funded by just a bank loan, 
while large capital projects may 
   make a bond the better choice.”
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tors. Essentially, the bondholders lend 
the township money with the expecta-
tion that it will be paid back at face 
value by a certain date. To entice inves-
tors to buy a bond, the township pays 
interest on it.
 There are two primary types of 
municipal bonds. General-obligation 
bonds are guaranteed by the full faith 
and credit of the municipality. In other 
words, the township will do what is 
necessary to pay back the bond, includ-
ing levying or raising taxes. Revenue 
bonds are paid back using the revenues 
from the project(s) funded by the bond, 
such as sewer fees.
 Many factors come into play when 
a township is deciding how to borrow 
money.
 “Small road repairs may suitably be 
funded by just a bank loan, while large 
capital projects may make a bond is-
suance the better choice,” says Jamie 
Schlesinger, a director for PFM Finan-
cial Advisors, LLC. “It depends on what 
you want to finance and for how long. 
The size of the funding and the town-
ship’s interest rate risk tolerance help 
determine the best method.”
 Bonds have a fixed interest rate until 
maturity, Schlesinger explains, while a 
loan may have a fixed rate for only part 
of its term. On the other hand, bonds 
typically have higher costs for issuance 
and a greater administrative burden due  
to documentation and filing requirements.
 Specifically, the U.S. Securities and 
Exchange Commission’s Rule 15c2-12 
imposes certain disclosure obligations 
on townships that issue bonds that are 
sold in the public market, says Jennifer 
Caron, an attorney in the Municipal 
Finance Group of Eckert Seamans 
Cherin & Mellott, LLC. The township 
must ensure that the information in 
the primary disclosure document that 
it provides to prospective investors is 
accurate and not misleading. The rule 
also requires continuing disclosure fil-
ings or updates from townships that is-
sue bonds sold through public offerings.
 Under the rule, the township must 
enter into a “continuing disclosure 
agreement,” referred to in the industry 
as an “undertaking,” that will require 
the township to provide annual reports 
and notices of certain events set forth 
in the rule, Caron says.  ➤

DEBT? WHICH

 Understanding municipal borrowing can be challeng-
ing. Here are explanations of some of the common terms 
involving debt.
 • Electoral debt — This is debt that has been incurred with the 
approval of a majority of the voters by referendum. It also includes debt 
that is approved by the voters after its incurrence. The Pennsylvania Con-
stitution exempts electoral debt from statutory limits under the Local Gov-
ernment Unit Debt Act.
 • Non-electoral debt — This debt consists of the bonds or notes the 
township issues directly, without voter approval. Non-electoral debt is 
limited by law. However, if a majority of the voters approve of non-electoral 
debt after its issuance, it can be reclassified as electoral debt and is no 
longer subject to statutory debt limits.
 • Lease rental debt — This is debt of an authority or other local gov-
ernment unit that is backed by the township through leases, subsidy or 
other agreements, or guarantees. As with non-electoral debt, lease rental 
debt may be reclassified as electoral debt upon approval by a majority of 
the voters.
 • General-obligation debt — This debt is created when a township 
backs its borrowings with the municipality’s full faith, credit, and taxing 
powers. No specific revenues are pledged; instead, the debt is repaid from 
general revenues. 
 The Local Government Unit Debt Act and the state Constitution require 
municipalities incurring this type of debt to establish a covenant to repay 
the debt at specific dates and in stated amounts over the life of the debt.
 • Revenue debt — This type of debt, usually issued by authorities, is 
secured by pledges of specific revenues, usually those generated by the 
facility financed by the debt. The debt is repaid from user fees and charg-
es, rather than from general revenues. 
 If the debt is backed by the full faith and credit of a municipality, it 
becomes lease rental debt for the municipality. It may also fall under self-
liquidating debt.
 • Self-liquidating debt — This is debt that is payable solely from rents, 
rebates, or charges on users of facilities that the debt financed, such as a 
sewer system project that is paid off with user fees. This type of debt also 
includes a loan or bond that is payable solely from special levies or as-
sessments of benefits earmarked exclusively for repaying the debt, such 
as a tax levied to pay off a bond for open space acquisition. 
 Self-liquidating debt is exempt from the limits under the Local Govern-
ment Unit Debt Act.
 • Subsidized debt — This is debt that is payable from the state, federal 
government, or subsidy contract with another local government unit or 
authority. Subsidized debt is also exempt from the statutory debt limits.
 • Unfunded debt — This includes current obligations for expenses in-
curred in the same or previous years and/or court judgments that the mu-
nicipality cannot afford to pay. Municipalities must obtain court approval 
before borrowing to finance unfunded debt.
Source: The Debt Management Handbook from the Governor’s Center for Local 
Government Services.
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 Despite the increased regulations, 
bonds can be the best option for large- 
scale, long-term expenditures. Doyles-
town Township in Bucks County, for 
example, recently issued a $10 million 
bond to finance renovations to the 
municipal building and a bridge project, 
finance director Ken Wallace says.
 “The decision to issue a bond begins 
with the budget process,” he says. “We 
start the budget in April with a public 
workshop. If we want to do a road or 
building project, we look at different 
ways to finance it.”
 Part of the decision process included 
figuring out how much of a tax increase 
would be necessary to cover the debt, 
Wallace says. The township’s Ways and 
Means Committee, which is made up of 
financial and other professionals, helped 
make that determination.

DEBT 
MANAGEMENT

 “They helped us decide how much to 
borrow and for how long,” he says, “and 
what we would need to pay the debt.”
 The township settled on a 1 mill tax 
increase for 2017, bringing its tax rate to 
11.875 mills. Some of that revenue goes 
into a capital reserve fund specifically 
for road and bridge projects, Wallace 
says, so the township doesn’t always 
have to incur debt.

Developing a plan
 As evidenced by Doylestown Town-
ship’s long budget process and consulta-
tion with its Ways and Means Com-
mittee, deciding to incur debt should 
not occur in a vacuum. Whether and 
how to finance a capital project must be 
determined as part of an overall plan for 
the township.
 “Having a capital improvement 

Issuing a municipal bond can be a good option for a township that needs to borrow a 
large sum of money and spread out the payments over a number of years.
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plan is critical to managing debt,” Greg 
Primm, manager of Allegheny Town-
ship in Westmoreland County, says. “It 
should be a strategic plan that gathers 
input from all departments. Determine 
what you are saving or borrowing mon-
ey for, how you are going to address the 
debt, and what the total expenditures 
will be. For example, if you are going 
to purchase a piece of equipment, you 
need to know its lifespan and mainte-
nance costs.”
 Primm knows his stuff when it 
comes to debt management. When he 
joined the township in 2009, the mu-
nicipality was $1.9 million in debt.
 “The township had been taking out 
a tax anticipation note every year to pay 
bills,” he says. “The OPEB (other post-
employment benefits) was not funded, 

and the township had no reserve bal-
ance.”
 In consultation with the supervisors, 
Primm developed a five-year plan to get 
the township back on solid financial 
footing. The township levied a debt 

service tax of 2.5 mills to pay off the 
debt.
 “That freed up money in the gen-
eral fund to put toward OPEB and 
start building up a fund balance,” he 
says. “The department heads were held 
strictly to their budgets as well.”
 By the fifth year, the township did 
not have to take out a tax anticipation 
loan for the first time in 43 years, OPEB 
was funded, and the township had a 
reserve of about $400,000, Primm says.
 The plan also employed a “trick” 
that money managers often suggest: 
Once a particular debt is paid off, put 
those payments toward the next largest 
debt. In Allegheny Township’s case, the 
township paid off a bridge loan first, 
then rolled over those payments toward 
a loan for the public works building. 
When that loan was paid off, all the 
funds went toward the final and largest 
loan for the community center and po-
lice department.
 “As a result, we were paying nearly 
double the principal payments on the 
last loan in the final year,” Primm says. 
“It was scheduled to be paid off in 2024, 
and we paid it off in 2015.”
 To avoid debt problems in the fu-
ture, each year the township takes the 
$50,000 it would have paid as interest 
on a tax anticipation loan and puts it 
into a capital improvement fund.
 “We refer to it as ‘self-funding’ a tax 
anticipation loan,” Primm says.

DEBT 
MANAGEMENT

A strategic plan for managing debt is a must for townships, says Gregg Primm, man-
ager of Allegheny Township in Westmoreland County. The plan should include bud-
gets and planned expenditures for all departments.
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 Involving all departments is impor-
tant when developing a debt manage-
ment plan, the manager says.
 “The more you educate your depart-
ment heads about debt, the stronger the 
team you will have,” Primm says. “They 
don’t need to know how to do my job, 
but they do need to understand why 
I ask for accountability. It gives them 
ownership, and they become part of the 
process.
 “Our debt management really was a 
team effort,” he adds. “Everyone had a 
role to play to meet our goal of becom-
ing solvent in five years.”
 Debt is not a bad thing, but planning 
for it is very important, Bob Gordon, a 
supervisor for Hamiltonban Township 
in Adams County, says.
 “Establish a five-year capital expen-
diture plan and spread sheet that shows 
the annual debt service, anticipated 
purchases by year, and so on,” he sug-
gests. “This is critical for budget plan-
ning, as well.”
 The debt planning process should 
also include looking at the long-term 
impact of the proposed project, PFM’s 
Jamie Schlesinger says.
 “You need to understand how the 
project will affect the community now 
and in the future,” he says. “It may 
make sense to incur debt for projects 
that may attract residents and busi-
nesses or increase property values. If a 
project or purchase has a short lifespan, 
it makes more sense to pay upfront, 
rather than incur long-term debt.
 “That’s why long-term strategic and 
capital planning is important for good 
debt management,” he adds. “Plus, a 
long-term plan can act as a guideline for 
future governing boards.”

Policies and procedures 
ensure compliance
 When a township incurs debt, it 
must ensure that payments are made 
on schedule and that any filings, disclo-
sures, or other administrative tasks are 
completed on time. Consequently, the 
township should draft policies that put 
the proper procedures in place to man-
age debt.
 “Establish compliance procedures 
for the course of the outstanding debt,” 
PFM’s Jamie Schlesinger says. “Include 
information on the tax implications of 
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the debt, disclosure requirements, and 
other legal considerations.”
 A township may choose to imple-
ment policies and procedures that spell 
out how and what kind of debt may 
be incurred, what professionals will be 
hired to evaluate the types and costs of 
available financing, and the minimum 
debt service level that must be met to 
refund existing debt, says Laura Kurtz, 

an attorney with Eckert Seaman’s Mu-
nicipal Finance Group.
 “Most policies seek to maintain or 
enhance a township’s sound fiscal posi-
tion and ensure that debt incurrence is 
consistent with the township’s planning 
goals and objectives, capital improve-
ment program, or budget,” she says.
 Developing good policies and pro-
cedures helps townships avoid the 

common pitfalls of failing to meet the 
deadlines and requirements under the 
continuing disclosure agreement or vio-
lating federal tax code provisions that 
may jeopardize the tax-exempt status 
of the interest on the debt, Eckert Sea-
man’s Jennifer Caron says.
 “We recommend that bond issuers 
implement policies and procedures to 
monitor and handle these matters that 
must be addressed,” she says. “Town-
ships should also conduct periodic 
reviews of such policies and procedures 
to maintain familiarity with the re-
quirements. The township may find 
it valuable to designate a lead person 
and a designee of that person to be col-
lectively responsible for tracking post-
issuance compliance.”
 Periodic training of debt administra-
tors and a tickler or reminder system are 
also helpful for avoiding non-compli-
ance, Caron says.

Getting the right help
 The many details, requirements, and 
considerations involving municipal debt 
should make it clear that townships will 
likely need expert help to navigate the 
process. A financial adviser and bond 
counsel are especially important when 
issuing bonds.
 “Make sure you have the proper pro-
fessionals in line,” Doylestown Town-
ship’s Ken Wallace says. “They will hold 
your hand, walk you down the path, 
and make sure you comply with all the 
applicable rules and regulations.”
 “There are lots of things to think 
about when issuing debt, and having 
a professional look at those things is a 
must,” says PFM’s Jamie Schlesinger. 
“We weigh all the options when deter-
mining what kind of debt makes the 
most sense. A strong team with the 
right expertise is important.
 “I can’t run a township because I 
don’t have the expertise,” he continues. 
“I’d suggest not attempting to do the job 
of a financial adviser if you don’t have 

DEBT 
MANAGEMENT
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 “I’d suggest not attempting to do the job 
of a financial adviser if you don’t have 
  the knowledge. Hire professionals!”
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the knowledge. Hire professionals!”
 “Townships should also retain expe-
rienced legal counsel, including bond 
and/or note counsel,” Eckert Seaman’s 
Jennifer Caron says. These attorneys 
will provide advice and negotiate docu-
ments to protect the township’s inter-
est and ensure compliance with legal 
requirements, including state law and 
federal tax code and securities regula-
tions.
 “It is important that a township 
and, in particular, those from the mu-
nicipality who will be working with 
the financing team, have a clear un-

Townships should not try to go it alone when incurring large debt. Financial advisers 
can help you decide how much and what kind of debt to take on and for how long, plus 
make sure you comply with all regulations.

derstanding of the specific role of each 
professional that is hired by or working 
with the township,” Eckert Seaman’s 
Laura Kurtz adds.
 In addition to making sure the prop-

DEBT 
MANAGEMENT LEARN MORE

 Check out these resources to learn more about incurring 
and managing municipal debt:
 • Governor’s Center for Local Government Services, 
Pa. Department of Community and Economic Develop-
ment, dced.pa.gov — Hover your cursor over the “Local 
Government” tab and choose “Publications and Docu-
ments” to find a list of helpful publications that can be 
ordered in hard copy or downloaded from the library. The 
Debt Management Handbook and Fiscal Management 
Handbook deal with municipal debt.
 • Government Finance Officers Association, www.
gfoa.org — Hover your cursor over the “Products and Services” tab and 
choose “Best Practices/Advisories” and then “Debt Management.”

er professionals are in place, to truly 
make the debt process go smoothly, the 
township needs to get the public on 
board. Consultants can help explain 
the type and amount of debt that is be-
ing considered, but convincing residents 
of the need often falls on the town-
ship. Make sure to involve the public 
in discussions and don’t be afraid to be 
creative to get your point across.
 When Doylestown Township wanted 
to show residents why a $10 million 
bond was going to be issued for a new 
municipal building, a video of the prob-
lems that needed to be addressed helped 
get everyone on board, finance director 
Ken Wallace says.
 “It’s about getting the story out to 
residents,” he says. “Supervisors held 
public meetings and workshops and in-
formed citizens through newsletters and 
our government access cable channel.”

* * *
 Townships don’t like going into debt 
any more than most individuals do. 
However, as Hamiltonban Township’s 
Bob Gordon says, “Sometimes projects 
require immediate funding, and debt is 
the only answer unless you have many 
dollars in reserve.”
 If townships perform due diligence 
by developing good strategic and capital 
improvement plans, establishing poli-
cies and procedures to make sure all the 
i’s are dotted and t’s are crossed, and 
getting the proper professionals in place 
and the public on board, they should 
be able to incur and manage debt with 
little trouble. F
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