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Protecting the Public’s Interest: Options for the Structure of Public Authorities 
for Sport Venues 

Abstract


When the public sector invests in a sport venue, it is often necessary to create a public authority.  Government officials, community leaders, and taxpayers need to understand (1) why authorities are valuable, and (2) the options for different organizational structures. The three structures analyzed in this article illustrate the range of responsibilities that can be assigned to authorities; an examination of these choices reveals their implications for redevelopment and urban governance. This paper identifies structural elements that ensure authorities achieve their intended goals and protect the public’s interest. 








Introduction
The positive effect sport venues have on real estate development has been documented by numerous academics (Humphreys & Zhou, 2015; Rosentraub, 2014; Cantor and Rosentraub, 2012), and many cities hope to harness these benefits by investing in sport venues. When the public sector invests in a sports venue, it is often necessary to create an independent public authority, as there are limits on the amount of debt local governments can assume. Independent authorities or public corporations are created so that cities or counties are not responsible for repaying bonds used to build venues. Another value of an authority is its ability to operate insulated from electoral politics. The appointed commissioners, with periods of service that extend beyond a single election cycle, are responsible to elected officials, but have a degree of independence.
Because many levels of government are involved with sport venues, a deeper understanding of authorities’ structure is required, as the structure defines the actions it may undertake. To achieve the goals public officials have set for them, the benefits and limitations of different organizational designs must be considered. Studies of public authorities created to lead transportation projects and other large scale economic development initiatives provide some guidance, but there has been little research describing the various administrative structures for public corporations managing sport venues. To address this shortcoming, several administrative structures will be analyzed. An assessment of the outcomes can advise local governments about how to structure future authorities based on their community’s needs.



The Need for Public Authorities for Sport Venues
Every state has debt limits for its local governments. For example, in Wisconsin, a local government’s debt cannot exceed 5 percent of the equalized value of property in its jurisdiction. By assuming the debt for a sport venue, a city government would reduce its ability to borrow money for other infrastructure needs. Independent authorities assume debt while ensuring the interest paid is still exempt from federal income tax. For bonds to be tax-exempt, a public-sector entity must participate in the financing of the venue, and the team’s lease cannot contribute more than 10 percent of the debt service needed to repay the bonds. This provision creates the potential for large political issues if local taxes or fees are to be used to repay the debt. Voters might object, unless there are clear benefits from the existence of a venue.
Some could claim that the use of a public authority is an effort to obfuscate debt levels, while also reducing the taxes paid by investors. What public policy goals are achieved through these incentives? The answer lies in a venue’s potential to elevate property values, thereby generating more tax revenue for a city. Of course, it could be argued these gains would ensue even if the venue was privately financed, however, public investment ensures that a venue is built within the district’s boundaries and that it supports the local government’s policy objectives. Without a public investment, a team owner might prefer a venue location that maximizes returns without regard for the impact on a city. As noted, there is sufficient evidence showing venues do generate tangible economic benefits for host cities (Rosentraub, 2014, Feng & Humphreys, 2012a, 2012b; Tu, 2005). 
Polycentric metropolitan regions create tax competition between older central cities and their suburbs, and permit a concentration of higher income households in economically segregated suburban municipalities (Jargowsky, 1996). With states straining to meet pension responsibilities, there is less money available for revenue sharing programs (American Cities Project, 2012), so central cities must aggressively compete to sustain own-source revenues and leverage unique amenities. Sport venues are capable of attracting young professionals and higher income households to an area, capturing regional economic activity, and have been statistically linked to elevated real estate values. Due to the scarcity of teams - the major professional leagues’ control the supply of teams and the unlikelihood of more than one team from the same sport in a single market area - a central city with a team possesses an amenity that cannot be duplicated elsewhere in the region.
As public involvement in sport venue investments persist, local governments can learn from an extensive history of public authorities assisting in economic development. The Port Authority of the City of New York and the State of New Jersey, and Massport of Boston, each facilitated economic development by constructing and maintaining bridges, tunnels, mass transit systems, and airports. A recent assessment of the Port Authority highlighted its numerous accomplishments, but also underscored the need to ensure that the value of public’s interest is protected (Moss & O’Neill, 2014). The authority expanded its original mission in the 1960s by assuming responsibility of the Port Authority Trans-Hudson (PATH) rail system, a line that connects several cities in New Jersey with Manhattan, and again in the 1970s by building mixed-use waterfront developments and industrial parks throughout the region. Each of these endeavors clearly enhanced economic development, but were activities that fell outside this authority’s original scope of work.
Hogarty (2002) assessed elements of Massport’s success and shortcomings in its focus to improve transit related activities that contribute to economic development, noting the building and operation of Boston’s Logan Airport as the authority’s most substantial achievements. Strahinich (1989) noted that Massport was created to do the work that the public sector is ill-suited to perform. Airports must interface with privately owned companies, and authorities have a permanency that facilitates long-term relationships. In a similar vein, the relationships between cities and sport teams often extend for one hundred years or more, making authorities a well-suited linkage between the public sector and private entities. In summarizing the value of authorities, Strahinich (1989) noted that some of these organizations behaved as rogue governments, seeking to extend their existence even when their activities conflicted with public policies. However, public authorities in the hands of careful stewards of both economic activity and the public’s goals can accomplish a great deal. 

Public Authorities for Sport Districts and Venues
Meyer and Rowan (1977) note authorities should be designed to accomplish the goals sought by a government. The objectives of the sanctioning government(s), as well as the structure and responsibilities of the new organization, must be framed in the enabling legislation (Brooks & Pallis, 2008). When allocating the tools an authority can utilize in reaching the goals that have been set for it, there are two essential dimensions to consider. First, is the authority’s access and control of a reliable revenue stream. An authority with a dedicated revenue stream will have a level of independence; alternatively, by controlling the “purse strings,” a local government could ensure an authority’s dependence on the body that created it. The second factor to consider is the authority’s scope of responsibilities. The scope could range from building a single venue, to the development of a sports district, and/or the ability to participate in the adjacent real estate projects. A framework that outlines an authority’s responsibilities and available resources is necessary in advancing the public’s interest.
Historically, a variety of authorities have been used to build and manage many sport venues. For example, the Minnesota Sports Facilities Authority was created in 2012 to control and operate, US Bank Stadium, the new home of the Minnesota Vikings; the Arizona Tourism and Sports Authority was created to oversee the stadium that is home to the Arizona Cardinals as well as other tourism infrastructure projects in Maricopa County; and the Harris County-Houston Sports Authority is responsible for all sport venues in Houston, Texas. The ongoing use of authorities to develop sport venues and adjacent land underscores the need for a better understanding of the operational differences of authorities with varying structures. To illustrate the implications of different frameworks, three authorities of varying designs, scales, and access to resources, that were created to oversee sport venue development, were studied: The Gateway Economic Development Corporation of Greater Cleveland (GEDC), Indianapolis’ Capital Improvements Board (CIB), and the Downtown Development Authority (DDA) of Detroit. This analysis provides insight to governments considering the use of authorities for future sport-related projects.

Lessons from Different Organizations: Sports and Development
Gateway Economic Development Corporation of Greater Cleveland (GEDC).
In May of 1990, Cleveland and Cuyahoga County created the GEDC to oversee the building, operation, and maintenance of a ballpark for the Cleveland Indians, and an arena for the Cleveland Cavaliers. Despite the broad geographic scale of its name, the GEDC’s sphere of influence was limited to the land upon which the arena, ballpark, parking garage, and two public plazas would be built. The GEDC was not given the authority to assist or assume any role in the redevelopment of downtown Cleveland. This public corporation was responsible for the building of the two venues, the negotiation of leases for the use of the venues, and the continued maintenance of the venues and public plazas. A county-wide tax on the sale of alcohol and tobacco products was approved for the construction of the venues. In asking voters to approve a sales tax on alcohol and tobacco products two build new venues, elected and community leaders stressed the need to ensure the Indians would not relocate to another region, and encourage the Cavaliers to return to the city they had left in 1974 for Richfield. The campaign also highlighted the role the venues would assume in the revitalization of Cleveland’s downtown area. Once built, the GEDC was to generate the revenues it needed to operate from the leases with the teams.
The GEDC is an example of an authority with a limited scope and little autonomy, due to its responsibility to the city and county and absence of an independent revenue stream. The structure of the GEDC’s board of directors and the appointment of its five commissioners ensures the City of Cleveland and Cuyahoga County’s control of the authority. A county council, county executive, Cleveland’s city council, and Cleveland’s mayor each choose one commissioner, and the mayor and county executive jointly appoint the board’s chair.
The GEDC’s limited funds and lack of access to an independent revenue stream severely limits the authority’s autonomy. When the tax on alcohol and tobacco products did not produce sufficient revenues to pay for the cost to construct both venues, additional funds were supplied by Cuyahoga County. When the original leases with the teams did not produce sufficient revenues for GDEC to fulfill its financial responsibilities, the GDEC’s board was required to renegotiate with the teams. Each team assumed responsibility for all maintenance expenses of $500,000 or less, and the public sector’s responsibilities were reduced to the arena’s roof and heating and air conditioning systems, the arena and ballpark’s foundations, and other large-scale infrastructure elements. The teams also agreed to provide the funds needed to pay the taxes owed to the Cleveland Public Schools and to pay for GDEC’s staff.
As noted, the GDEC was not given any role in economic development. Responsibility to leverage the venues for redevelopment was left to the City of Cleveland and the Historic Gateway Neighborhood Corporation. Neither team’s owners were asked to contribute to any specific development activities. This made it difficult for the venues to act as catalysts for revitalization in the area, as all redevelopment had to be led by other organizations. However, according to the US Census Bureau, as of 2016, Cleveland’s downtown area was home to 13,886 people; in 1990, only 4,651 people lived in the downtown area. Several residential development projects are underway and the downtown population base will soon surpass 15,000 (Sandy, 2016). In addition, Cleveland’s income tax base has continued to improve as a result of the growing number of higher income jobs. Though the team owners didn’t initially play any role in additional development, in 2005, the Gund Brothers sold the Cavaliers to Dan Gilbert, who has been quite active in redeveloping downtown Cleveland. While the GDEC wasn’t given an opportunity to participate in redevelopment downtown, and had limited autonomy due to its structure and lack of an independent revenue stream, it accomplished the original goal set for it: to build and operate two new sport venues in downtown Cleveland.
Indianapolis’ Capital Improvements Board (CIB).
	Even with positively trending population growth in Indianapolis in the mid-twentieth century, the rapid growth of the surrounding suburban counties highlighted the need to revitalize downtown and adjacent communities. Indianapolis’ plan for the revitalization of downtown focused on teams, events, and cultural amenities. A key agent in the revitalization strategy was the CIB, which was created by the Indiana General Assembly in 1965. The CIB was created to finance, build, operate, and maintain facilities that promote conventions, entertainment, and recreational activities. Indianapolis’ political leadership gave the CIB a wide scope of authority and autonomy to use sports and culture to enhance the downtown area and the local economy.
The board’s members are appointed by the Mayor of Indianapolis (six members); the Marion County Board of Commissioners (2 members); and the Indianapolis City-County Council (one member). Just a majority vote is required to authorize a project, giving the mayor, who appoints a majority of the board members, a high level of control. The results Indianapolis has seen, and number of projects initiated, are a result of the board’s centralized power. While the rapid development that has occurred across the last 50 years has been crucial to revitalization of the downtown, there has been little room for public input in the process. 
The CIB can issue revenue bonds, giving the authority a level of financial independence, but Indiana law limits the amount of indebtedness it can incur. To finance other venues in the past, the CIB had involved the Indiana Finance Authority (IFA) and the Marion County Convention and Recreational Facilities Authority (MCCRFA) – special authorities that were created to assist the CIB with economic development activities by assuming issued debt. However, the building of a new stadium for the Indianapolis Colts, Lucas Oil Stadium, required an enhancement in the revenue streams to support additional debt. To sustain new bonds, a higher tax rate and a greater share of revenue produced by the Professional Sports Development Area (PSDA) was approved by the legislature. The PSDA is a designated part of the downtown area that extends only for a few blocks between the arena, convention center and stadium, in which state sales and income taxes, as well as food and beverage taxes accrue to the CIB. This financing tool was politically attractive to the Indiana legislature, as residents could avoid paying for the venues by spending their money elsewhere. The revenue generated was substantial; from 2008 thru 2012 the CIB collected more than of $225 million (see Table 1). But to reduce the burden on the PSDA, each of the six counties adjacent to Marion County agreed to implement a tax on restaurant food and beverages.
Although the CIB does not have the authority to ensure that mixed-use real estate development takes place, the CIB has been an effective policy tool for the administration’s vision for revitalization. Many consider scope, scale, and sustained commitment to Indianapolis’ revitalization plan across five decades a model for the successful revitalization of a moribund downtown that rebranded the central city. The CIB has fulfilled its original purpose by using sport and entertainment venues, such as a minor league ballpark, Banker’s Life Fieldhouse (home of the Indiana Pacers), the Indiana Convention Center, and Lucas Oil Stadium, to enhance the downtown area and the local economy.  
Detroit’s Downtown Development Authority (DDA).
	In March 2013 Michigan’s governor announced the appointment of an emergency financial manager to oversee Detroit’s finances. Three months later, the governor also announced that the Michigan Strategic Fund (MSF) was authorized to support a new arena for the Detroit Red Wings. MSF would contribute more than a quarter billion dollars of state aid to anchor the Catalyst Development Project (CDP) that would, hopefully, activate a real estate development plan conceptualized by the DDA and Olympia Development (the owners of the Red Wings’ real estate development company) that included and extended beyond downtown and midtown Detroit. The DDA, an entity created by the city of Detroit to sustain property values in downtown and midtown, coordinates the CDP, and per a concession management agreement with Olympia Development, will assume full managerial, operational, and maintenance responsibilities of the new facility.
Development authorities in Michigan have the ability to leverage the increment in property taxes captured from new real estate development within its designated boundaries. This fiscal tool is known as Tax Increment Financing (TIF). The incremental property taxes can be used to create partnerships with developers for additional real estate development projects, which gives the authorities entrepreneurial motivation. Detroit’s DDA generates revenue only if it is successful in attracting more real estate development to the downtown and midtown areas, and if anticipated TIF revenues are not produced, the DDA does not have access to dedicated taxes or other revenue streams to cover any shortfall in bond payments. If revenues are not sufficient, the DDA would be dependent on additional support from the MSF. 
Investments in downtown and midtown Detroit are laden with risk as a result of the competition with other urban areas in the polycentric region. But as part of the initial agreement with Olympia Development, $200 million of private sector development, in addition to the venue, was required. However, Olympia Development has since unveiled plans for the redevelopment of five neighborhoods adjacent to the venue which would far exceed $200 million in additional real estate if developed. At the arena’s opening, Olympia Development spent $725 million in the arena District and has announced plans for 6 additional residential developments. The Ilitch Family also committed $50 million for new buildings at nearby Wayne State University and the Detroit Medical Center. Additionally, with the 2016 announcement that the Detroit Pistons would relocate to the new arena, additional real estate development is likely.
Detroit supports the success of the DDA by permitting any investor to purchase foreclosed land and abandoned buildings at a cost of $1, then assigning the property taxes generated to the DDA through the TIF program. The land at “no cost’ provision was upheld when Detroit transferred 39 small parcels of land to the DDA and Olympia Development for the project. Revenues for future development must be generated by tax revenues collected from the projects in the district. Since the DDA does not have access to any other revenue streams, it has an incentive to encourage development and attract investment opportunities. This structure encourages the authority to be entrepreneurial in pursuit of the goals established for it – in this case, to enhance property values in the downtown and adjacent areas. Detroit has empowered an authority to aggressively promote development projects in the interests of the city, without committing any external revenues to any initiative.

Observations and Recommendations
	There are three major considerations in determining an organizational structure that is best suited for an authority. First, the local government must determine the economic development goals for the public authority. Second, local officials must determine their comfort level with an authority’s independence from the government(s) that created it. Third, government officials must determine whether the authority will receive tax revenues. 
Of the examined authorities created for the development of sport venues, each has been successful in ensuring that a sport venue (or several) was built. The organizational structures of each, however, were quite different. Indianapolis’ CIB is an example of a special district with dedicated revenue streams and substantial independence, giving the authority flexibility to advance its goals. Centralized power and the CIB’s independent revenue stream were valuable tools during a period when community leaders wanted to aggressively change downtown Indianapolis. The lesson from Indianapolis’ CIB is that while a concentration of power did enable the rapid approval of many projects that enhanced downtown Indianapolis, the tradeoff was that there was little public input in the projects supported by the public sector (Rosentraub, 2014).
Cleveland and Cuyahoga County’s GDEC does not have access to a dedicated revenue stream, nor does it assume a role in real estate development. The limited scope of authority granted to GDEC, and the failure to provide it with any independent revenue streams required Cuyahoga County to provide the remaining funds needed to build the venues when the sin tax revenue was insufficient to cover capital costs. These provisions later required the GDEC’s board, along with the teams, to fashion a new financial plan when the initial leases did not produce the revenues necessary to sustain the venues. In setting its organizational structure, the city and county ensured that GDEC’s responsibilities were limited, while also insulating Cleveland and Cuyahoga County from the financial responsibilities for the arena or ballpark. While limiting local governments’ financial liability may be an attractive way to structure an authority in theory, without voter approval of the extension of the sin tax, the GEDC could not have fulfilled the terms of the leases with the Cavaliers and the Indians.
The key to a TIF district’s success is its ability to capture from local taxing jurisdictions the increment from any new development (Dye and Merriman, 2000). Detroit’s DDA can only generate additional revenue if it is successful in attracting more real estate development to the downtown and midtown areas. This structure requires an authority to build partnerships with other organizations to finance redevelopment in the downtown area, and incentivizes an entrepreneurship in pursuit of its economic development goals. Detroit’s authority is an example of an organization with autonomy, in that it can leverage any and all development in its boundaries, but with fiscal success dependent on its own ability to generate revenues. 
	Assigning any extra TIF revenue (funds in excess of the required payments for negotiated bonds) to a development authority does involve political risk. For example, in San Diego, as result of the successful development of the ballpark district, the additional property tax revenues collected by that authority were not used to meet increasing service needs, and its downtown development authority engaged in some projects that were not municipal priorities (Rosentraub, 2014). Detroit’s mayor or city council may prefer extra TIF revenue be directed to residential development beyond the boundaries of the DDA, but existing law would not permit it. Other cities might lobby for legislation that requires investments be made in nearby areas to underscore a commitment to community development. Some cities might want an authority where a mayor or other elected official can exercise substantial control; others might want a district that must secure operating revenues from the tenants using a venue. Some cities may prefer an entrepreneurial model, so that investments can be made in neighborhoods more distant from the venue; others might prefer authorities have no role in real estate development. Providing more options will make development authorities a far more useful tool for cities.	
While this paper did not test any elements of organizational theory, the review of the ways in which three authorities were used to build sport venues that also anchored downtown development provides important insights into the choices that communities can make. Should an authority be able to act independently? Should it have its own dedicated revenue streams? Should an authority be an actor in ensuring that a sport venue anchors real estate development? These questions should frame the responsibilities and structure of an authority.
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Table 1. CIB State and Local Tax Collections, 2005 Legislative Changes 2008 – 2012 (in non-constant dollars) 
	Revenue Source/Tax Rate
	2008
	2009
	2010
	2011
	2012
	Percent of Total

	Hotel (3%)
	11,607,069
	9,951,988
	10,138,743
	12,035,225
	13,556,707
	25.1

	Food & Beverage (1%)
	18,302,507
	17,245,791
	18,114,074
	19,456,828
	21,363,190
	41.1

	Admissions (1%)
	1,114,592
	1,209,082
	1,239,273
	988,916
	1,307,404
	2.5

	Auto Rental Tax (2%)
	2,137,402
	1,890,765
	2,000,674
	2,051,253
	2,349,515
	4.6

	PSDA Allocation
	10,839,606
	7,202,432
	6,020,354
	7,444,361
	8,544,320
	15.4

	Regional Food & Beverage (.5%)
	5,108,824
	5,086,286
	4,952,111
	5,387,617
	5,193,634
	11.2

	Total 
	49,110,000
	42,586,344
	42,465,229
	47,364,200
	52,314,770
	


Source: CIB Comprehensive Annual Financial Reports
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