
 

           VI-D1 
 

To:               Board of School Directors 
 
From:           Robert J. O’Donnell 
                    Donna Watson 
 
Date:           April 16, 2014 
 
Subject:       Fund Balance 
 
 
The attached memo from our financial advisor, Michael Vind, addresses the district’s bond 
rating and the potential impact on interest rates for the district’s future bond issues.  
 
Based on Mr. Vind’s attached recommendation, the administration understands that the 
current practice of transferring to the capital reserve fund does not need to change. In the 
past two board meetings administration recommended assignment of capital within the 
general fund to increase the funds considered in Standard & Poor’s liquidity calculation. 
While the option to assign capital within the general fund still exists, it is not essential to 
achieving a higher bond rating.  
 
Projections included with the budget development update have been revised to reflect 
capital transfers to the capital reserve fund. 
 

Donna Watson, Assistant Business Administrator 

131 West Nittany Avenue 

State College, PA 16801 

814-231-1058 



 

 

MEMORANDUM  

TO: STATE COLLEGE AREA SCHOOL DISTRICT BOARD OF DIRECTORS 

FROM: FINANCIAL S&LUTIONS LLC 

SUBJECT: SCASD’S CREDIT RATING AND LIQUIDITY CALCULATION 

DATE: APRIL 16, 2014 

CC: DONNA WATSON – ASSISTANT BUSINESS MANAGER 

  

The State College Area School District (the “School District”) is currently rated AA- (stable 
outlook) by Standard & Poor’s (S&P).  The last time the rating was reviewed by S&P was December 
4, 2013.  The next time the rating will be reviewed by S&P will be during the process of issuing the 
next bond financing. 

During the rating process in December of 2013, S&P gave an indication that there was 
discussion of potentially upgrading the rating in the near future depending on continued strong 
financial performance.  A major component of how the rating agencies view the financial strength of 
school districts is liquidity – funds available to cover expenses (including debt service).  Based on 
S&P’s September 2013 Ratings Criteria for General Obligation debt – the average liquidity available 
to School Districts in the AA rating category is approximately 11%-13% of total annual expenditures.    

The School District currently has a practice that it transfers funds for capital projects to the 
Capital Reserve Fund.  It was the past practice that any funds in the Capital Reserve Fund could only 
be used to fund capital and to pay principal on debt.  However, after review with the School District, 
discussion with a Pennsylvania Association of School Business Officials (PASBO) representative, the 
School District’s auditors and the School District’s legal counsel the funds in the Capital Reserve 
Fund can be used to fund capital projects and debt service on debt (principal and interest).   

Since the funds in Capital Reserve Fund can be used to pay debt service on outstanding 
debt, it is our opinion that a portion of the funds in the amount of the School District’s outstanding 
annual debt service should be counted towards the liquidity calculation bringing the School District’s 
liquidity calculation up to the range of the median AA rated category based on S&P’s current 
methodology.  In addition, the School District’s credit rating should not be adversely impacted by the 
School District continuing its practice of transferring funds to the Capital Reserve Fund as it relates 
to the School District’s overall liquidity position.   

The difference in interest rates between a AA- rated school district and a AA rated school 
district is approximately 10 – 15 basis points (0.10% - 0.15%).  For example, on a $50 million 30 year 
bond issue with level debt service, the interest savings between a AA- rated school district and a AA 
rated school district would be approximately $775,471 - $1,165,974  over the life of the bond issue.        


