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Auditor general seeks ban on swaps 
    

   Auditor General Jack Wagner called for the repeal of a 2003 law that paved the way for the State College Area school district to enter into a complex and risky financial transaction with the Royal Bank of Canada. 
    The district has $53.9 million tied up in a qualified interest rate management agreement, or "swap," that could cost it millions to terminate. 
    "School districts and local governments should not be gambling with public money, and that's precisely what they're doing with swaps," Wagner said during a news conference Wednesday in Harrisburg. 
    He also called upon the General Assembly to explicitly ban the use of swaps and recommended that all Pennsylvania school districts, local governments and municipal authorities stop entering into swap deals and immediately terminate any active swaps. State College's agreement isn't slated to be activated until Dec. 1, 2010 
    Wagner's move was prompted by a state investigation into swap deals that cost Bethlehem Area School District taxpayers at least $10.2 million. 
    "Unfortunately for the district, its bets didn't pay off," Wagner said. 
    Bethlehem Area entered into 13 swap agreements -- more than any other district in the state -- and the auditor general's report only studied the two that were already completed. 
    Sen. Jake Corman, R-Benner Township, said Wagner's recommendation is worth considering. "I would be inclined to support it. ....I'd like to research it a little more," he said. 
    The State College Area School District entered into swap agreement with the Royal Bank of Canada in April 2006 as a way to finance a high school construction project. After the project was canceled, the district pushed back the start date of the swap to Dec. 1, 2010. 
    So far, the district's paid $311,000 in fees to the Royal Bank and $238,000 in fees to its three financial and legal advisers. 
    But changes in the financial market mean the swap could cost the district millions, and school board members since early October have indicated they would like to terminate the agreement. The cost of doing so fluctuates, but was $7 million last month. 
    "I don't think we needed it to confirm what we were already thinking," said board President Rick Madore of Wagner's report. He was elected after the swap deal was initiated. "It's just another indication that this really was a bad move." 
    In an October presentation, John Frey from Public Financial Management told the State College Area school board that they could terminate parts of the agreement in stages. The board will receive a second opinion from Les Bair on Monday. 
    Statewide, at least 107 school districts, or 21 percent of them, and 86 local governments entered into swap agreements. 
    Bellefonte Area School District was one that passed on the chance. 
    In 2006, Public Financial Management, the same company advising the State College school board, presented the swap option to the Bellefonte Area school board. 
    The district had a $24 million bond in 2004 for its high school construction project and a $7.5 million bond for its elementary construction project in 2006 that could have been involved. 
    "We were fortunate to have board members and a superintendent who saw this as gambling with taxpayers' money and rejected the idea," said board president Robert Lumley-Sapanski. "We possibly could have made out in the deal, as some districts did, but we thought it was just too risky." 
    Ed Mahon can be reached at 231-4619. 
    

GOAL OF THE SWAP DEAL 
    The district's goal in entering into the swap was to lock in a low interest rate on $58.05 million worth of debt. Under agreement, the district would pay a variable rate of interest on the debt to a bondholder. It would then pay a flat interest rate to the Royal Bank of Canada, which in exchange would pay the district a variable rate on $58.05 million. 
    The idea was the two variable rates would cancel each other out, leaving the flat rate as the district's main cost. 

