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Tuesday October 14th, 2014   6:30 pm    Projected time –  30 Minutes 

Jerel Wohl, Chairperson Joe Jagelka, Member 

Jim Duffy, Member Tyler Tomlinson, Member 

Dave Matyas, Business Administrator Susan Vincent, Director of Finance 

Agenda 

Information Items 

* These item(s) may be on the public board agenda.   ~ These item(s) may require executive session.
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1) Call to Order Chairperson Start Time 

2) Public Comment Chairperson 
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4) Information / Discussion / Action Items
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Leah Huf / Dave Matyas 

Pages 6 - 7 
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Leah Huf  /Dave Matyas 

Pages 8 - 13 

c. *  CB South Band Uniforms 5 minutes 

Dave Matyas 

Pages 14 – 17 

d. *  Budget Transfers For 2013-14 Year-End Closing 5 minutes 

Susan Vincent 

Pages 18 – 21 
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Dave Matyas 

Pages 22 – 56 
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* Treasurers Report Pages 57 – 61 
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* Investment Report Pages 64 - 69 

* Investment Report Page x - x 

LOGIC Report Pages 70 - 99 

Payroll Expense Projections Page x 

Tax Collection Projections Page x 

Benefits Projections Page x 

Article on Pension Pages 48 – 50 

LOGIC Report Pages 51 – 83 



CENTRAL BUCKS SCHOOL DISTRICT 
Finance Committee Minutes 

June 18, 2014  
 

 
The Finance Committee meeting was called to order at 7:05 p.m. by Jerel Wohl, Chairperson 
 
PUBLIC COMMENT 
Four members of the public were present.  A comment was made to request the school board to 
create an audit advisory committee. 
 
APPROVAL OF MINUTES 
The May 21, 2014 Finance Committee meeting minutes were accepted as presented. 
 
INFORMATION/ DISCUSSION/ACTION ITEMS 
 
Food Service RFP Update – A presentation was made summarizing the USDA proposed changes 
to the food service program a la carte program starting in 2014-15 and the Request for Proposal 
(RFP) for a food service management companies.   
 
For 2014-15, the Healthy Hunger-Free Kids Act(HHFKA) limits the number of alternative foods 
students can choose unless the alternative food (a la carte) contained less than 200 calories for 
snacks and less than 350 calories for entrees.  This does not present a problem at the elementary or 
middle school level, since students do not have many food choices beyond the complete meals 
served each day.  But at the high school level, students like to have a large variety of foods they 
can choose from.  Eighty Percent (80%) of the high school students who purchase food during the 
day choose at least one a la carte item. 
 
Knowing that the alternate foods / a la carte changes would have a dramatic impact on schools, the 
US Congress petitioned the US Department of Agriculture to delay the implementation for at least 
one year.  Everyone expected a delay in implementation, but in early April, the USDA stated that 
they do not have the authority to delay any aspect of the HHFKA. 
 
This created an immediate problem for CBSD, knowing that taking away the variety of a la carte 
items will reduce participation.  With less participation at the high school level it likely would 
impact the variety of menu items that could be offered at the elementary and middle school levels 
since reduced food purchasing power and reduced economies of labor scale would likely result in 
raising prices, or reducing food choices or possibly both.  To avoid this situation, it was 
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determined that the high schools should be removed from the National School Lunch Program.  
This major change to the program mandated that the district go through a new food service RFP 
process. 
 
Early June, was the start of the RFP review process for food service management companies with 
data being pulled together for an evaluation committee to review.  Some of the categories for 
evaluation were financials, marketing, student involvement, service capability, personnel, 
reporting, and references.  Each member of the evaluation committee was directed to make an 
independent evaluation of each food service management company based upon the responses 
provided. 
 
A review of the evaluation results was made to the Finance Committee on June 18th.  Aramark 
obtained the highest scores in 7 of 8 categories.  It was recommended that Aramark be appointed 
the food service management company for 2014-15.  Aramark achieved the highest score from the 
three companies that submitted proposals (Aramark, Metz, and Nutrition).  Chartwells, Sodexo, 
and Whitson’s did not develop proposals for CBSD to review.   
 
Special thanks goes to:  
Food related evaluation team members:   Financial review team members: 
Jim Duffy       Susan Vincent 
John Gamble        Cheryl Rubanich 
Kelly Unger       Renee Ziccardi 
Dr. Bolton 
Dr. Silvious 
Dale Scafuro 
Dr. Weitzel 
Maryanne Canales 
Dr. Mass 
 
The committee had several questions. 
Q: In their proposal, Metz indicated a financial guarantee of $1,005,000.  The summary 
presentation lists their guarantee at $870,312?   
A: Administration talked to the Metz Regional Manager who indicated that the number 
included the financial guarantee and the investment in district signage and equipment if they were 
awarded the contract.  Administration removed the proposed investment number to accurately give 
a comparison between the three competing companies. 
Metz  $870,312, one year financial guarantee 
Aramark $750,000 five year financial guarantee 
Nutrition $557,472 one year financial guarantee 
 
Q: Why was so much emphasis placed on food staff salary, benefits, and full time equivalency 
(FTE)? 
A: This was to help ensure that companies did not reduce staff , salaries, or benefits from 
current levels to help meet their financial guarantee.  The district has a dedicated staff currently on 
the Aramark payroll that is well trained and an efficient workforce and the district did not want to 
see increased turnover or less staff that may increase student wait time in the cafeteria. 
 
Q: Why did each company indicate that they may raise the price they charge the district to 
prepare a lunch based on the consumer price index?   
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A: This is allowed under the general terms provided by the USDA and the Pennsylvania 
Department of Education (PDE). 
Q: What was the reason why the financial data of each company was evaluated? 
A: A general review of the most recent audit statements was performed to make sure each 
company was profitable and financially solvent. 
Q: What is the category Student/Parent Involvement used for?   
A: This is a PDE required category.   The evaluators looked for the plans each company has to 
gather feedback from students at all levels as well as from parents.  Student representatives meet 
with administration to discuss food service on a periodic basis, but gathering data from a broader 
perspective is the goal.  The purpose is to ensure that the food service provider is adaptive to 
student and parent needs. 
 
The Finance Committee recommended this item be placed on the Board Agenda for consideration. 
 
Create a Food Service Capital Reserve Account and Transfer $800,000 – in May of 2014, 
administration attended a seminar developed by the Pennsylvania Department of 
Education (PDE) for food service accounting.  Several significant changes to the 
accounting and management of food service funds were presented that warrant 
modifying current accounting and management of the food service fund. 
 
Historically the food service operation of a school district was to stand alone financially 
meaning tax dollars should not subsidize any aspect of food service operations.  Food 
service was supposed to be run like a business and to that end accounted for in a separate 
group of accounts noted as Fund 5 revenues and expenses.  Fund 5 is designated as an 
Enterprise Fund to denote that revenues from food service operations should pay for all 
related expenses and can not be used for anything other than food service operations.  
These expenses include purchase of food, supplies, serving equipment, preparation 
equipment, tables and chairs, utilities, maintenance of the kitchen and cafeteria, and all 
salaries and benefits associated with food service such as custodial time and cafeteria aide 
time. 
 
Starting July 1, 2014 the district will no longer be allowed to pay for major capital 
expenses, such as the Holicong kitchen renovations, out of the food service fund.  New 
federal regulations require these types of costs to be funded by a school district’s general 
fund or capital fund moving forward.  In addition, PDE must preapprove any food 
service equipment purchases or maintenance costs of $5,000 or more. 
Although the reasons for this federal change are unknown, the assumption is that the 
United States Department of Agriculture (USDA) wants districts to provide as much 
funding as possible for direct food expenses. 
 
CBSD food service operations have been self-sustaining and have not needed any tax 
dollars to subsidize food service operations including maintenance and renovations.  
However, a number of expenses that are directly attributable to the food service 
operation have been absorbed by the general fund, such as custodial and cafeteria aides, 
leaving funds available in the food service fund to cover capital expenses. 
Moving forward, administration is recommending recording costs that have been  
incurred by the general fund that are attributable to food service against the Fund 5 food 
service expense accounts. This will result in decreasing the yearly food service fund 

Finance Committee October 14, 2014 Page 3 of 99



balance previously available for capital projects, and allow for the district’s general fund 
to pick up such costs moving forward. 
To maintain the district’s commitment to high quality food service, healthy meals, and 
high sanitation standards, the following are recommendations for future accounting 
changes: 

• Charge the full cost of food service related utilities (gas, electric, water, trash 
removal) to the food service fund. 

• Charge the prorated cost of salaries and benefits for custodial services, 
maintenance services, cafeteria aide service, and cafeteria security services to the 
food service fund.  Perhaps include some accounting costs as well if the food 
service fund can support it. 

• These expenses are estimated to be $700,000 to $800,000 per year. 
• The proposed accounting change will shift more utility and direct labor expenses 

into the food service fund, with less reliance on the general fund for these 
expenses. 

• The general fund should then have about $200,000 per year available from the cost 
shift that can be used for maintenance and renovations of kitchens and cafeterias. 

• The accounting change will keep us in compliance with state and federal 
regulations and maintain our high food service standards moving forward. 

• The new restricted food service capital account can only be used for food service 
related expenses.  Money can be transferred back into the food service fund, if 
needed, but nowhere else. 

Q: Will the general fund need to contribute a yearly sum to the new Food Service Capital 
Fund?   
A: Not immediately, as the $800,000 transfer should last for some years.  But eventually, the 
general fund will need to place additional dollars in the food service capital account to replace 
equipment and maintain the cafeteria eating areas. 
Q: Will PDE change the level at which we must seek approval to replace equipment in the 
future?  Administration does not know the answer.  No adjustments for inflation were discussed by 
PDE during the seminar. 
 
The Finance Committee recommended this item be placed on the Board Agenda for consideration. 
 
Budget Transfers and Fund Transfer – In preparation for the year end audit, budget transfers 
were reviewed with the committee.  Budget transfers are a requirement of PDE if an area of the 
expenditure budget is overspent within major budget categories.  Budget amounts are moved from 
budget areas where budget estimates were underspent.  More budget transfers will likely be 
required over the summer and early fall as payroll and payroll associated expenses are completed 
for the fiscal year along with health care expenses and additional special education expenses that 
are received in July and August that must be accrued back to the prior fiscal year.  Therefore 
administration is asking for authorization to prepare future budget transfer for the current fiscal 
year in preparation of the audit that would then be ratified by the Board no later than October. 

As discussed during the budget presentation, administration is recommending a fund transfer of 
$3,000,000 from the general fund balance to the debt service fund to help pay off future debt.  The 
district has a goal of accumulating $50 - $60M over the next several years to pay down additional 
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debt so that the district can afford mandated state retirement system payments without major tax 
increases on the community.  This transfer would bring the general fund fund-balance down to 5% 
of budget. 

The Finance Committee recommended these transfers be placed on the Board Agenda for 
consideration. 

Middle School Gym Uniform Bids – The Purchasing Department requested bids for the yearly 
supply of middle school gym uniforms.  Bids were sent to 11 suppliers with the low bid for shorts 
going to Schuylkill Valley Sports and the low bid for shirts to Sportswear Plus.  The total cost of 
the uniforms is $22,063.47.  The district purchases the uniforms to ensure material quality,  size 
accuracy, and quantity discounts.  Parents purchase the uniform from the school district when 
school starts in September so there will be no cost to taxpayers for the uniforms.   
 
The Finance Committee recommended this item be placed on the Board Agenda for consideration. 
 
Weight Room Equipment For CB East Renovations – Bid specifications were prepared for 
equipment for the weight room at Central Bucks East High School related to the renovation 
project. Bids were opened May 20, 2014.  However, there was a substantial disparity in cost and 
quality and dimensions offered among bidders.   Purchasing would like to reconsider the type of 
equipment being requested in order to provide the best value to the District. This may make it 
necessary to revise the specifications used for the bid.  It is recommended that the Board reject all 
the bids so that the process can be restarted with more refined specifications. 
 
Q: What were some of the concerns associated with the equipment that was proposed by the 
bidding companies? 
A: There were concerns with quality and quality control and therefore student safety as this 
equipment must be capable of handling over 500 pounds of weight for 20 years or more.  There 
was a lack of product liability insurance for some companies.  Some of the recommended 
equipment would not physically fit in the weight room area.  Other pieces of equipment were over 
the estimated costs. 
 
The Finance Committee recommended this item be placed on the Board Agenda for consideration. 

CB East Stadium Scoreboard – Mr. Gamble requested this item be placed on the agenda for 
discussion.  Coca-Cola is the supplier of vending drinks to the district.  They are willing to pay for 
a new scoreboard if the current contract can be extended. 

The committee had questions about the current contract expiration date, financial terms, and 
proposed length of a contract extension.  There was also discussion on advertising opportunities 
for the scoreboard and Board advertising policy.  The committee requested a copy of the existing 
contract for review.  This item may be placed on a future agenda for additional discussion.  

ADJOURNMENT 
The meeting adjourned at 8:20 p.m.   
 
Minutes submitted by Dave Matyas, Business Administrator and Administrative Liaison to the 
Finance Committee 
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From: Bender, Marc
To: Bender, Marc
Subject: FY 2014 Food Service Equipment Grant
Date: Friday, October 10, 2014 5:01:26 PM

Dear Chief Administrator and National School Lunch Program Contact:

Thank you for your application(s) for the School Food Service Equipment Grants offered through a
 one-time appropriation to the United States Department of Agriculture (USDA).  The Pennsylvania
 Department of Education (PDE) received nearly 180 applications totaling over $3 million in
 requests.  In total, 72 buildings were funded within Pennsylvania’s allocation of $$1,019,574. 
 Unfortunately, your application(s) was/were not selected for funding. 

Every application that was received by the September 12, 2014, deadline was reviewed and scored. 
 We thank you for your interest and we wish our federal allocation was higher and we were able to
 fund more applications.  The need for this financial resource is apparent based upon the
 overwhelming response that PDE received. 

Please contact Marc Bender with any questions.  He can be reached by phone at 1-800-331-0129,
 2363376, or by e-mail at marbender@pa.gov.

Sincerely,

Vonda Fekete, M.S., R.D.
State Director, Child Nutrition Programs
Division of Food and Nutrition
Pennsylvania Department of Education

Marc Bender l Administrative Assistant 1
Department of Education l Budget and Fiscal Management
333 Market Street l Harrisburg PA 17126
Phone:  717.783.6553 l Fax:  717.783.6566
www.education.state.pa.us

Handout

mailto:marbender@pa.gov
mailto:marbender@pa.gov
mailto:vfekete@state.pa.us
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CENTRAL BUCKS SCHOOL DISTRICT 
REGULAR SCHOOL BOARD MEETING 

October 14, 2014 
 
 
 

FOR ACTION: Budgetary Transfers 

The annual expenditure budget is approved on a detailed state mandated format. As the fiscal year 
proceeds, actual required expenditures may exceed the original budget in certain categories and also 
actual required expenditures may fall below the original budget in other categories. The State requires 
that the Board approve budgetary transfers to cover all higher than anticipated expenditures that occur 
in budget categories.   

RECOMMENDATION: 

The administration is recommending that the Board approve the following final budgetary transfers for 
fiscal year 2013 – 2014. 
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FROM: 1100 - 100 Instruction - Salaries 364,000
1100 - 200 Instruction - Benefits 89,318

TO: 1400 - 100 Alternative Ed - Salaries 364,000
1400 - 200 Alternative Ed - Benefits 89,318

Reallocate funds within the Instruction and Alternative Ed functions per Title I PDE mandates.

*******************************************************************************************************************************

FROM: 2200 - 600 Instructional Support - Supplies 500,780

TO: 1100 - 600 Instruction - Supplies 500,780

Reallocate funds within the Instruction and Curriculum budget for Social Studies software.

*******************************************************************************************************************************

FROM: 3200 - 100 Secondary Student Activities - Salaries 65,000
3200 - 200 Secondary Student Activities - Benefits 50,000
3200 - 300 Secondary Student Activities - Purch Prof Services 60,000

TO: 3200 - 600 Secondary Student Activities - Supplies 175,000

Transfer budgeted amounts within the Student Activity Function.

*******************************************************************************************************************************

FROM: 1400 - 100 Alternative Ed - Salaries 22,000

TO: 1600 - 100 Continuing Ed - Salaries 22,000

Transfer budgeted funds from Alternative Ed to the Continuing Ed Function.

*******************************************************************************************************************************

FROM: 2300 - 500 Administrative Support Serv - Other Purch Serv 14,000

TO: 2200 - 400 Instructional Support - Purch property Services 12,000
2200 - 800 Instructional Support -  Dues & Fees 2,000

Transfer budgeted amounts from Administrative Support Serv to Instructional Support Function.

*******************************************************************************************************************************

FROM: 2300 - 300 Administrative Support Services - Purch Prof Serv. 25,000

TO: 2300 - 800 Administrative Support Services - Dues & Fees 25,000

Transfer budgeted amounts within the Administrative Support Service Function.

*******************************************************************************************************************************

BUDGETARY TRANSFERS
JUNE 2014 
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BUDGETARY TRANSFERS
JUNE 2014 

FROM: 2100 - 100 Support Services Pupil - Salaries 130,000

TO: 2400 - 100 Pupil Health - Salaries 130,000

Transfer budgeted amounts from Pupil Personnel to Pupil Health Function.

*******************************************************************************************************************************

FROM: 2700 - 200 Transportation - Other Purchase Services 375,000

TO: 2700 - 100 Transportation - Salaries 375,000

Reallocated budget within the Transportation Function. 

*******************************************************************************************************************************

FROM: 1200 - 500 Special Education - Other Purchase Services 110,000

TO: 2900 - 500 Other Support Services - Other Purchase Services 110,000

Transfer budgeted amounts from Special Education to Other Purchase Services Function. 

*******************************************************************************************************************************

FROM: 2200 - 500 Instructional Support - Other Purchase Services 100,000

TO: 2800 - 500 Central Support Services - Other Purchase Services 100,000

Transfer budgeted amounts from Instructional Support to  Central Support Function.

*******************************************************************************************************************************

FROM: 2200 - 100 Instructional Support - Salaries 40,000
2200 - 200 Instructional Support - Benefits 50,000
2300 - 300 Administrative Support Service - Purch Prof Serv. 40,000
2800 - 700 Central Support Services - Property 35,000

TO: 2800 - 100 Central Support Services - Salaries 55,000
2800 - 500 Central Support Services - Other Purch Serv 50,000
2800 - 600 Central Support Services - Supplies 60,000

Reallocate budget from within the Support Functions.

*******************************************************************************************************************************

FROM: 1200 - 200 Special Education - Benefits 469,833

TO: 5100 - 800 Debt Service - Interest 469,833

Transfer budgeted amounts from Special Education to Debt Service Function.

*******************************************************************************************************************************
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BUDGETARY TRANSFERS
JUNE 2014 

FROM: 5900 - 200 Budget Reserve - Benefits 530,000

TO: 1100 - 200 Instruction - Benefits 100,000
1200 - 200 Special Education - Benefits 115,000
1400 - 200 Alternative Ed - Benefits 10,000
1600 - 200 Continuing Ed - Benefits 10,000
2100 - 200 Support Services - Benefits 50,000
2300 - 200 Administrative Support Services - Benefits 50,000
2400 - 200 Pupil Health - Benefits 30,000
2500 - 200 Business Support - Benefits 10,000
2600 - 200 Operations & Maint - Benefits 50,000
2700 - 200 Transportation - Benefits 40,000
2800 - 200 Central Support Services - Benefits 15,000
3200 - 200 Student Activities - Benefits 20,000
3300 - 200 Community Services - Benefits 30,000

Reallocate Fringe budget within various functions. 

*******************************************************************************************************************************
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2013-2014 Review

1 Review of Fund Balance
Fund Balance 6/30/2013 18,519,326                 
Less  Transfer to Debt Service 6/30/2014 (3,000,000) 
Plus Net Change from operations for FYE 6/30/14 10,293,814                 
Less recommended additional allowance for assessment appeals (1,000,000) 
Less recommended transfer to Debt Service Fund for future debt defeasance (7,000,000) 

Expected Fund Balance as of 6/30/14 17,813,140                 

2 Review of Actual Expenditures to Budget for FYE 6/30/14
Total Expenditure Budget 290,683,982              

Actual Expenditures 290,431,037              
Positive ending variance in Expendure Budget 252,945 

3 Review of Actual Revenues to Budget for FYE 6/30/2014
Total Revnue Budget 290,683,982              

Total Revenues Received 300,724,851              
Revenues in Excess of Budget 10,040,869                 

Breakdown of positive revenue position:
State Subsidy resulting from 2013  Debt Defeasement & other unanticipated reimbursements 2,929,992 

RTD Subsidy exceeded budget: Result of budgeting Governor's propsed rate which changed 1,600,000 
EIT, Transfer Taxes and Interim Taxes in excess of Budget -- linked to the economy and rate of recovery 5,510,877 

10,040,869                 

Handout
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Target Parcel 50-031-030-002-00T
Tax Year Potential Property Value CLR Potential Assessment Present assessment Difference Millage Rate Potential Refund/Tax Due 

06-07 $14,400,000 10.1 1,425,743                      1,427,600                      1,857                          0.10203 189.51$                                   
07-08 $14,400,000 10.99 1,310,282                      1,427,600                      117,318                      0.10587 12,420.45$                             
08-09 $14,250,000 10.64 1,339,286                      1,427,600                      88,314                        0.1105 9,758.73$                               
09-10 $12,700,000 10.31 1,231,814                      1,427,600                      195,786                      0.1148 22,476.26$                             
10-11 $12,600,000 9.17 1,374,046                      1,427,600                      53,554                        0.1192 6,383.66$                               
11-12 $13,400,000 8.85 1,514,124                      1,427,600                      (86,524)                       0.1208 (10,452.13)$                            
12-13 $14,100,000 9.26 1,522,678                      1,427,600                      (95,078)                       0.1228 (11,675.60)$                            
13-14 $14,450,000 9.09 1,589,659                      1,427,600                      (162,059)                     0.1228 (19,900.84)$                            

9,200.03$                               
Regal Parcel 50-031-024 & 50-031-024 00A
Tax Year Potential Property Value CLR Potential Assessment Present assessment Difference Millage Rate Potential Refund/Tax Due 

02-03 21,040,000                         28.57 736,437                         2,791,880                      2,055,443                   0.30731 631,658.24$                           
03-04 21,150,000                         32.26 655,611                         2,791,880                      2,136,269                   0.34577 738,657.85$                           
04-05 21,150,000                         8.07 2,620,818                      2,791,880                      171,062                      0.94995 162,500.50$                           
05-06 21,200,000                         8.93 2,374,020                      2,791,880                      417,860                      0.9792 409,168.36$                           
06-07 21,320,000                         10.1 2,110,891                      2,791,880                      680,989                      0.10203 69,481.30$                             
07-08 21,350,000                         10.99 1,942,675                      2,791,880                      849,205                      0.10587 89,905.32$                             
08-09 21,170,000                         10.64 1,989,662                      2,791,880                      802,218                      0.1105 88,645.13$                             
09-10 20,930,000                         10.31 2,030,068                      2,791,880                      761,812                      0.1148 87,456.03$                             
10-11 20,890,000                         9.17 2,278,081                      2,791,880                      513,799                      0.1192 61,244.88$                             
11-12 20,840,000                         8.85 2,354,802                      2,791,880                      437,078                      0.1208 52,798.99$                             
12-13 20,790,000                         9.26 2,245,140                      2,791,880                      546,740                      0.1228 67,139.62$                             
13-14 20,710,000                         9.09 2,278,328                      2,791,880                      513,552                      0.1228 63,064.21$                             

2,521,720.42$                        

Acme Parcel 26-006-096
Tax Year Potential Property Value CLR Potential Assessment Present assessment Difference Millage Rate Potential Refund/Tax Due 

04-05 9,800,000                           8.07 1,214,374                      1,140,840                      (73,534)                       0.94995 (69,853.84)$                            
05-06 9,800,000                           8.93 1,097,424                      1,140,840                      43,416                        0.9792 42,512.54$                             
06-07 9,800,000                           10.1 970,297                         1,140,840                      170,543                      0.10203 17,400.50$                             
07-08 9,800,000                           10.99 891,720                         1,140,840                      249,120                      0.10587 26,374.36$                             
08-09 9,800,000                           10.64 921,053                         1,140,840                      219,787                      0.1105 24,286.50$                             
09-10 9,800,000                           10.31 950,533                         1,140,840                      190,307                      0.1148 21,847.19$                             
10-11 9,800,000                           9.17 1,068,702                      1,140,840                      72,138                        0.1192 8,598.82$                               
11-12 9,800,000                           8.85 1,107,345                      1,140,840                      33,495                        0.1208 4,046.24$                               
12-13 9,800,000                           9.26 1,058,315                      1,140,840                      82,525                        0.1228 10,134.03$                             
13-14 9,800,000                           9.09 1,078,108                      1,140,840                      62,732                        0.1228 7,703.51$                               

93,049.86$                             

Potential future exposure for these owner initiated commercial appeals 2,623,970.31$            
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LOGIC 

QUARTERLY REPORT 
(AS OF SEPTEMBER 24, 2014) 

 

CENTRAL BUCKS SCHOOL DISTRICT 
 
 Lawlace Consulting LLC is pleased to continue assisting the Central Bucks 
School District in providing services related to the investment of public funds.  In 
accordance with our Investment Consulting Agreement, we have prepared the following 
analysis and review of services provided to you. 
 
Financial Markets Overview 

 

 The Federal Reserve expects to conclude its asset purchase program in October 

after buying over $4 trillion of Treasuries and mortgage bonds in an effort to drive down 

long-term interest rates.  The Fed maintained its commitment to extremely low short-term 

interest rates while signaling a potential rise in 2015.  The banking industry extended its 

string of profitable quarters with loan balances growing at the fastest pace since 2007.   

 

 Monetary Policy and Interest Rates.  The Federal Reserve continued its slow and 
steady retreat from economic stimulus programs in September.  The Federal Open 
Market Committee (FOMC) met on September 17 and noted that while economic activity 
was expanding at a moderate pace and labor market conditions had improved since July, 
the unemployment rate did not fall and “there remains significant underutilization of 
labor resources.”  The Committee concluded that the underlying strength in the broader 
economy should lead to improvement in the labor market.    
 
 As a result, the Federal Reserve again cut its bond-buying quantitative easing 
program by announcing that in October it would acquire $5 billion of Fannie Mae, 
Freddie Mac and Ginnie Mae mortgage-backed securities and $10 billion of longer-term 
Treasury securities for a total of $15 billion per month.  Asset purchases have been 
steadily reduced from a height of $85 billion per month from December 2012 to 
December 2013.  Assuming that labor market conditions do improve as expected and 
inflation continues to run at a moderate rate, the Committee expects to end its asset 
purchase program at its meeting in October.  The Fed now holds over $4 trillion of 
Treasury and mortgage bonds as a result of its monthly purchases since the start of the 
quantitative easing program.  The Fed also pledged to continue its practice of reinvesting 
principal payments on its holdings in agency mortgage-backed securities and rolling over 
maturing Treasury securities at auction.  
 
 The Committee left unchanged its commitment to keeping short-term interest 
rates near zero by maintaining the current 0 to ¼ percent target range for the fed funds 
rate.  The Fed evaluates such factors as measurements of labor market conditions, 
indicators of inflation pressures and inflation expectations and readings on financial 
developments in assessing progress towards its twin objectives of maximum employment 
and 2 percent inflation.  The FOMC’s statement concluded that it “continues to 
anticipate, based on its assessment of these factors, that it likely will be appropriate to 
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maintain the current target range for the federal funds rate for a considerable time after 
the asset purchase program ends.”  Observers generally agree that “a considerable time” 
means until the middle of 2015.  Prior to the meeting some observers had anticipated that 
the FOMC might shorten the horizon for beginning to increase the target range.     
 
 The Fed also released rate forecasts from FOMC members which showed that 
fourteen of seventeen participants judged that the first increase in the target fed funds rate 
will occur in 2015, with two predicting the Fed could wait until 2016 and one suggesting 
that the Fed start increasing rates this year.  The median of the 17 forecasts predicted that 
the target interest rate will be between 1.25% and 1.50% at the end of 2015 and between 
2.75% and 3.0% by the end of 2016, targets that were slightly higher than those in June.   
 
 The chart below shows the bond market’s reaction to these developments over the 
last year.  Short-term rates held steady over the last twelve months with 6-month notes on 
September 19 at 0.04% (compared to 0.05% as of September 20 a year ago).  
Intermediate term rates trended upward from September through December, declining 
following the start of the Fed’s taper after the December meeting and moving upward in 
recent weeks.  Five-year and ten-year rates were 1.83% and 2.59%, respectively, as of 
September 19 compared to 1.50% and 2.75%, respectively, as of September 20, 2013.     

 
 
 Banking Industry Highlights.  Quarterly net income for FDIC-insured institutions 
was $40.2 billion in the second quarter of 2014, 5.3% lower than for the corresponding 
quarter in 2013.  Noninterest income, particularly income from mortgage lending and 
trading declined as medium- and long-term interest rates rose.  This negative effect on 
noninterest income was greater at large banks while the steeper yield curve for net 
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 3 

interest margins, combined with strengthening loan grower, benefited smaller institutions.  
Fifty-seven percent of all insured institutions reported year-over-year growth in quarterly 
earnings, with only 6.8% of banks unprofitable, the lowest proportion of unprofitable 
institutions since first quarter 2008.   
 

 Loan growth increased by 2.3% during the quarter, the largest quarterly increase 
since fourth quarter 2007.  FDIC Chairman Martin J. Gruenberg noted that the report 
overall showed continuing recovery by the banking industry, even as banks cope with 
pressure resulting from slow economic growth.  “Net income was up, asset quality 
improved, loan balances grew at their fastest pace since 2007, and loan growth was 
broad-based.”  Challenges facing banks include pressure from narrow net interest 
margins and “increasing higher-risk loans to leveraged commercial borrowers.”   
 
 The FDIC quarterly report now includes a section on the performance of 
community banks, the institutions that provide traditional relationship-based banking 
services in their local communities.  The second quarter showed that net income of 
community banks increased by 3.5% compared to the second quarter of 2013, thanks to 
lower loan loss provisions and improved net interest income.  Well over half (58 percent) 
of all community banks reported higher earnings compared with the year-ago quarter, and 
those reporting a loss fell to 7 percent—the lowest level since second quarter 2006.  The 
report covered 6,163 community banks in the second quarter of 2014, down 71 from the 
first quarter. Seven community banks failed during the quarter, while 40 merged. 
Community banks continued to represent 93 percent of all insured institutions, with $2 
trillion in assets, $1.7 trillion in deposits, and $224 billion in equity capital.  
 
 Asset quality indicators improved at insured institutions as the amount of 
noncurrent loans and leases fell by 6.9% during the quarter.  Average net interest margin 
was 3.15%, the lowest since the third quarter of 1989, although 72% of all institutions 
reported year-over-year growth in quarterly net interest income.  Quarterly highlights 
include: 
 
  Total loan balances increased by 2.3% during the quarter  
  Average return on assets rose to 1.07% from 1.06% in 2Q2013 
  98.4% of all insured institutions met or exceeded the requirements for the 

highest regulatory capital category 
  Loan losses declined for the 16th consecutive quarter while noncurrent 

loan balances fell for the 17th straight quarter 
 The number of problem banks fell from 411 to 354, the smallest number 

since 1Q2009 
 

 Fourteen banks have failed so far in 2014, including Vantage Point Bank based in 
Horsham, Pennsylvania which was closed by the Pennsylvania Department of Banking 
and Securities on February 28.   
 
 These ongoing challenges to financial institutions continue to require vigilance 

in monitoring the financial health of banks entrusted with public funds deposits.   
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Credit & Collateral Review 

 
 The Board Investments Report as of July 31, 2014 shows that the School District 
maintains significant investment deposits with First Niagara Bank, National Penn Bank, 
QNB Bank, Santander Bank, TD Bank, the Pennsylvania Local Government Investment 
Trust (“PLGIT”) and the Pennsylvania School District Liquid Asset Fund (“PSDLAF”).  
The School District also has additional investments with banks that are below the FDIC 
insurance limit.  This report also reviews Citibank, Citizens Bank of Pennsylvania, 
JPMorgan Chase Bank and PNC Bank where the School District formerly invested funds 
or where current deposits fall below the FDIC limit. 
 
 In connection with this report we reviewed the available collateral reports of the 
financial institutions utilized by the School District.  Act 72 of 1971, the Commonwealth 
statute that governs the collateralization of public funds, provides significant latitude to 
financial institutions and permits them to use types of securities as collateral that are not 
allowed for direct investment by the School District.  Therefore, credit and collateral 
review is an on-going process. 
 
 Collateral Characteristics.  The latitude allowed by Act 72 permits financial 
institutions to sue a wide variety of types of securities, many of which may be subject to 
rapidly fluctuating values, as demonstrated by the turmoil in credit markets over the last 
three years.   
 
 Obligations of the United States, including direct United States Treasury 
obligations and obligations issued by Government National Mortgage Association 
(GNMA), are obviously the safest type of collateral for deposits, followed by obligations 
of federal agencies such as Federal National Mortgage Association (FNMA) and Federal 
Home Loan Mortgage Corporation (FHLMC).  GNMA, FNMA and FHLMC issue 
pooled securities containing mortgages that meet the criteria for conforming loans set by 
regulators.  These federal agency pooled securities are highly rated and highly liquid and 
are guaranteed by the federal agencies so that the securities maintain their value even if 
the underlying mortgages encounter problems.   
 
 Other institutions pledge municipal debt obligations such as general obligation 
and revenue bonds issued by states, counties, municipalities, authorities and school 
districts.  Municipal obligations issued by Pennsylvania entities are permitted 
investments for school districts under Section 440.1 of the School Code.  It should be 
noted that municipal obligations of entities located outside of Pennsylvania may be used 
as collateral even though school districts are not permitted to invest in them directly.  
While not as secure as U.S. Treasury obligations or federal agency instruments, 
municipal securities are generally considered to be safe.  In addition, many of them are 
insured by municipal bond insurers, adding another layer of security.  A 2003 study by 
Fitch Ratings of municipal defaults found that the cumulative default rate on municipal 
bonds issued between 1987 and 1994 was 0.63 percent.   
 
 Private label mortgage-backed securities (MBS), collateralized mortgage 
obligations (CMO), asset-backed securities (ABS) and collateralized debt obligations 
(CDO) may be used by some institutions as collateral.  Each of these types of securities 
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has different structures and characteristics that affect their value in different markets and 
therefore their suitability as part of a collateral pool.   
 

Thomson Reuters Bank Insight Ratings.  The LOGIC program uses financial 
analysis provided by Thomson Reuters Bank Insight (formerly known as Highline 
Financial) as one tool for evaluating the strength of a financial institution.  Thomson 
Reuters Bank Insight provides ratings of financial institutions on a quarterly basis using 
publicly available financial data.  A rating is based on a scale from 0 – 99 with 0 being 
the lowest and 99 being the highest.  Ratings are distributed on a bell curve with the large 
majority of institutions falling somewhere in the middle.  Bank Insight’s ratings are based 
on specific financial ratios that were selected after a study examining the best 
combination of ratios to determine the potential for failure.  The study was conducted on 
50 high performance and 50 failed institutions in 1988 and 1991 when there were high 
failure rates for banks.   

 
These ratios examine capital adequacy, asset quality, earnings and liquidity which 

are then weighted to indicate the relative importance of each ratio used in the rating 
system, as follows: 

 
Capital Adequacy  30% 
Asset Quality   35% 
Earnings   25% 
Liquidity   10% 

 
Bank Insight also assigns a peer group ranking based on the cumulative 

percentage of institutions rated below a particular rating.  For example, an institution may 
have a rating of 50 with a rating rank of 60 meaning that 60% of all institutions in the 
peer group have a ranking of 50 or below.  We generally consider a ranking of 20 to be 
the minimum acceptable level.  A decline of 10 points or more from one quarterly 
reporting period to another may also be an indication that the institution has experienced 
financial difficulty deserving inquiry.   
 

 Bank Insight’s peer group rating compares a financial institution to all institutions 
of like size based on the institution’s total assets.  The asset size peer groups for banks 
are: 
 

1. Total Assets > than $10 billion 
2. $5 billion to $9.9 billion 
3. $1 billion to $4.9 billion 
4. $500 million to $999 million 
5. $300 million to $499 million 
6. $100 million to $299 million 
7. $50 million to $99 million 
8. $25 million to $49 million 
9. $10 million to $24 million 
10. $0 to $9 million 
11. Chartered in last 3 years and assets less than $150 million 
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 This report looks at the Bank Insight peer group ratings in order to provide an 
overview of how each bank has fared during the course of the financial crisis.  The report 
also provides regional bank ratings that compare all institutions of like types to all others 
in a certain region based on where the bank is headquartered.  The Northeast region 
includes all of New England, New York, New Jersey and Pennsylvania.  
 
 Bank Information.   The financial information regarding each bank is presented as 
of June 30, 2014, the most recently available data.  Financial institutions continue to 
experience significant volatility that may not be reflected in this quarterly financial data.   
 
 Capital Adequacy.  Section 131 of the FDIC Improvement Act of 1991 
established five capital levels ranging from “well-capitalized” to “critically 
undercapitalized” to determine whether a bank requires prompt corrective action.  The 
highest level, Capital Category 1, requires that an institution meet or exceed the 
following requirements: (i) a Total Risk-Based Capital Ratio of 10.00%, (ii) a Tier 1 
Capital Ratio (core capital weighted assets) of 6.0%), and (iii) a Leverage Ratio (core 
capital to adjusted total assets) of 5.0%. 
 
 Thomson Reuters Bank Insight also calculates a Capital Adequacy Ratio based on 
Tier 1 capital minus any loss on assets held for sale divided by adjusted total assets.  
Thomson Reuters Bank Insight develops a peer group ranking for the Capital Adequacy 
Ratio using the same criteria as the overall peer group ranking described above.   
 
 Troubled Assets.  The “troubled asset ratio” compares the sum of the bank’s 
troubled assets with the sum of Tier 1 Capital plus Loan Loss Reserves.  “Troubled 
assets” are calculated by adding together the amounts of loans past due 90 days or more, 
loans in non-accrual status and Other Real Estate Owned (primarily properties obtained 
through foreclosure).  Non-loan bank assets such as mortgage-backed securities or 
collateralized debt obligations that a bank may own are not included in the valuation of 
troubled assets.  Higher values in this ratio generally indicate that a bank is under more 
stress caused by loans that are not paying as scheduled.   

Citibank N.A. 

Overview.  Citigroup Inc. is the parent company of Citibank.  Citigroup Inc. 
reported net income of $181 million on revenues of $19.3 billion for the second quarter 
of 2014 compared to net income of $4.2 billion on revenues of $20.5 billion for the 
corresponding quarter of 2013.  The results for the second quarter of 2014 reflected the 
impact of a $3.8 billion charge ($3.7 billion after-tax) to settle residential mortgage-
backed securities and CDO (collateralized debt obligations) claims.   

Ratings.  Ratings for both Citigroup and Citibank are as follows: 

 Moody's S&P Fitch 
Citigroup    
    

Outlook Stable Negative Stable 
Senior Debt  Baa2 A- A 
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 Citibank’s Thomson Reuters Bank Insight peer group rating for June 30 was “58”, 
placing the bank in the 68th percentile of its peer group of banks with total assets 
exceeding $10 billion.  Bank Insight ratings and rankings for the last two years were: 
 

Quarter 

Peer 
Group 
Rating 

Peer 
Group 

Ranking 
Regional 
Rating 

Regional 
Ranking 

     
6/30/2014 58 68 66 70 
3/31/2014 59 72 67 76 

12/31/2013 63 63 67 70 
9/30/2013 64 66 67 68 
6/30/2013 64 66 68 73 
3/31/2013 63 66 66 67 

12/31/2012 59 45 59 44 
9/30/2012 61 54 61 50 

   
 Troubled Assets.  The bank’s “troubled asset ratio” for the last five quarters is set 
forth below: 
 

  National Median 
Troubled Asset 

Ratio 
    
 6/30/2014 7.5 6.0 
 3/31/2014 8.0 6.6 
 12/31/2013 8.4 7.0 
 9/30/2013 9.1 7.5 
 6/30/2013 9.5 7.7 

 
 
 Capital Adequacy.  Citibank is classified as “well-capitalized” (Capital Category 
1) for federal regulatory purposes by meeting or exceeding the minimum measurements 
set forth below. 
 

    
Citibank, N.A.    
    

Outlook Stable  Negative Stable 
Senior Debt A2 A A 
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 Bank Insight’s Capital Adequacy Ratio places the bank in the 46th percentile of its 
peer group.  
 
Citizens Bank of Pennsylvania 

 

 Recent Developments.  The Royal Bank of Scotland Group plc (RBSG), the 
parent company of Citizens Bank of Pennsylvania, offered 140 million shares of its U.S. 
subsidiary, Citizens Financial Group (“CFG”), in an initial public offering that 
represented approximately 25% of RBSG’s interest.  The IPO priced the shares at $21.50 
each, below the company’s expected range of between $23 and $25 per share.  The IPO is 
the first step in a planned full divestiture of Citizens by the end of 2016.  The United 
Kingdom government, which owns 83% of RBSG following massive infusions of 
taxpayer funds to shore up RBSG during the financial crisis, has been pressuring RBSG 
to raise capital to repay the British government.   
  
 CFG failed the Federal Reserve’s stress test in March because of concerns about 
the bank’s practices for estimating revenue and losses under economic stress.  This year 
was the first time the Fed expanded the stress test to include six U.S units of foreign 
banks.  The bank stated that the test actually showed the bank’s strength since its capital 
levels were above the minimum required levels.  The failed stress test means that the U.S. 
subsidiary will not be able to increase dividends sent to the U.K. parent.  CFG sought to 
bolster its balance sheet since failing the stress test, adding more capital to hold in 
reserve.   
 
 

0.00% 

2.00% 

4.00% 

6.00% 

8.00% 

10.00% 

12.00% 

14.00% 

16.00% 

18.00% 

Citibank Capital Ratios 

Total Risk-Based Capital Ratio Tier 1 Capital Ratio Leverage Ratio 

Finance Committee October 14, 2014 Page 77 of 99



 9 

 These developments followed a $4.4 billion pre-tax goodwill impairment charge 
during the second quarter of 2013 which resulted in a $3.7 billion loss for the six months 
ended June 30, 2013.  The Fitch ratings review of Citizens Financial Group’s ratings 
stated that the impairment charge “was the result of the prolonged delay in the full 
recovery of the U.S. economy and the impact of that delay on earnings estimates.”  The 
timing of the impairment charge may have been in anticipation of the proposed sale of 
CFG.  As a result, the Thomson Reuters Bank Insight ratings discussed below plummeted 
in 2013, even though regulatory capital ratios and other measurements of financial health 
remained strong.  The bank’s financial results for the first half of 2014 led to a strong 
increase in the bank’s ratings. 
 
 Citizens Bank has resumed use of pooled securities as collateral for public funds 
deposits following the expiration of unlimited FDIC insurance coverage for non-interest 
bearing transaction accounts that expired on December 31, 2012.  
 

 Ratings.   Current ratings for RBSG and Citizens follow: 
 

 

 

 Citizens’ Thomson Reuters Bank Insight peer group rating for June 30 was “43”, 
placing the bank in the 24th percentile of its peer group of banks with total assets greater 
than $10 billion.  Bank Insight ratings and rankings for the last two years were: 
 

Quarter 

Peer 
Group 
Rating 

Peer 
Group 

Ranking 
Regional 
Rating 

Regional 
Ranking 

     
6/30/2014 43 24 52 54 
3/31/2014 42 23 51 51 

12/31/2013 21   3 27   7 
9/30/2013 16   3 22   5 
6/30/2013   7   3 12   3 
3/31/2013 48 22 50 45 

12/31/2012 53 30 50 44 
9/30/2012 52 29 50 45 

   

 Moody's S&P Fitch 
RBSG    
    

Outlook Negative Negative Negative 
Long Term Baa2 BBB+ A 

    
Citizens Bank of 
Pennsylvania    
    

Outlook Negative Negative Stable 
Long Term A3 A- BBB+ 
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 Troubled Assets.  The bank’s “troubled asset ratio” for the last five quarters is set 
forth below: 
 

  National Median 
Troubled Asset 

Ratio 
    
 6/30/2014 7.5 5.6 
 3/31/2014 8.0 6.4 
 12/31/2013 8.4 6.5 
 9/30/2013 9.1 7.5 
 6/30/2013 9.5 7.3 

 
 Capital Adequacy.  Citizens Bank is classified as “well-capitalized” (Capital 
Category 1) for federal regulatory purposes by meeting or exceeding the minimum 
measurements as set forth below. 
 

 
 Bank Insight’s Capital Adequacy Ratio places the bank in the 54th percentile of its 
peer group.  
 
 Collateral Review.  Citizens resumed the use of an Act 72 collateral pool 
following the expiration of the FDIC program discussed above.  Citizens Bank 
maintained collateral coverage in its Act 72 collateral pool of 105.2% of public funds 
held for deposit as of February 28, 2014, the most recent report available to us. 
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 The collateral securing the deposits consists of securities issued by Government 
National Mortgage Association (GNMA) and Federal National Mortgage Association 
(FNMA).  These securities are either direct obligations of the agencies or pools of 
residential mortgages that meet the criteria for conforming loans set by regulators for 
these federal agencies.  These federal agency pooled securities are highly rated and 
highly liquid.  These pooled securities are guaranteed by the federal agencies so that the 
securities maintain their value even if the underlying mortgages encounter problems.   

First Niagara Bank  

 Recent Events.  First Niagara reported operating net earnings of $66.2 million, or 
19 cents per diluted share, for the quarter ended June 30, compared to $63.6 million, or 
18 cents per diluted share, for the corresponding quarter in 2013.  Nonperforming assets 
equaled 0.55% of total assets, up from 0.52% as of March 31, 2014.   

Ratings.  On February 5, 2014 Fitch affirmed its long-term investment ratings of 
FNFG at BBB- and changed its outlook from negative to positive.  Fitch noted that 
the ratings are supported by the bank’s consistent performance during a difficult 
operating environment and credit performance that remains solid.  Fitch noted that 
the bank’s capital position is much lower than its peers and that may limit financial 
flexibility.   

 

 

 

 

 

 

First Niagara Bank’s Thomson Reuters Bank Insight peer group rating for June 30 
was “38”, placing the bank in the 13th percentile of its peer group of banks with assets of 
greater than $10 billion.  Bank Insight ratings and rankings for the last two years were: 

Quarter 

Peer 
Group 
Rating 

Peer 
Group 

Ranking 
Regional 
Rating 

Regional 
Ranking 

     
6/30/2014 38 13 49 43 
3/31/2014 37 15 48 42 

12/31/2013 52 26 54 59 
9/30/2013 52 30 53 53 
6/30/2013 51 28 52 51 
3/31/2013 50 28 52 52 

 Moody's S&P Fitch 
First Niagara 
Financial Group    
    

Outlook Stable Stable Stable 
Long Term Ba1 BBB BBB- 

    
First Niagara Bank    
    

Outlook  Stable Stable 
Long Term  BBB+ BBB- 

Finance Committee October 14, 2014 Page 80 of 99



 12 

12/31/2012 48 21 46 32 
9/30/2012 48 26 46 33 

   
 Troubled Assets.  The bank’s “troubled asset ratio” for the last five quarters is set 
forth below: 
 

  National Median 
Troubled Asset 

Ratio 
    
 6/30/2014 7.5 10.3 
 3/31/2014 8.0 10.3 
 12/31/2013 8.4 10.8 
 9/30/2013 9.1 11.4 
 6/30/2013 9.5 12.4 

 
 Capital Adequacy.  First Niagara is classified as “well-capitalized” (Capital 
Category 1) for federal regulatory purposes by meeting or exceeding the minimum 
measurements set forth below. 
 

 
 Bank Insight’s Capital Adequacy Ratio places the bank in the 15th percentile of its 
peer group.  
 
 Collateral Review.  First Niagara Bank maintained collateral coverage of 
141.09% of public funds held for deposit as of June 30, 2014 (with non-Pennsylvania 
municipal securities valued at 80% of market value).  The securities in the First Niagara 
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collateral pool as of June 30 consisted of federal agency securities (12.83%), 
Pennsylvania municipal securities (10.96%) and municipal securities from outside of 
Pennsylvania (76.2%).   
 

JPMorgan Chase Bank N.A. 

Overview.  JPMorgan Chase & Co. is the parent company of JPMorgan Chase 
Bank, the largest bank in the United States.  JPMorgan Chase & Co. reported net income 
of $6.0 billion on revenues of $25.2 billion for the second quarter of 2014 compared to 
net income of $6.5 billion for the corresponding quarter in 2013 on revenues of $25.9 
billion.   

Ratings.  Ratings for both JPMorgan Chase & Co. and JPMorgan Chase Bank are 
as follows: 

 

 

 JPMorgan Chase’s Thomson Reuters Bank Insight peer group rating for June 30 
was “47”, placing the bank in the 30th percentile of its peer group of 19 banks with total 
assets exceeding $10 billion.  Bank Insight ratings and rankings for the last two years 
were: 
 

Quarter 

Peer 
Group 
Rating 

Peer 
Group 

Ranking 
Regional 
Rating 

Regional 
Ranking 

     
6/30/2014 47 30 64 61 
3/31/2014 43 24 61 53 

12/31/2014 54 35 64 57 
9/30/2013 50 25 61 51 
6/30/2013 51 28 61 52 
3/31/2013 48 22 60 50 

12/31/2012 46 18 54 39 
9/30/2012 44 16 51 35 

 Moody's S&P Fitch 
JPMorgan Chase 
& Co.    
    

Outlook Stable Negative Stable 
Senior Debt  A3 A A+ 

    
JPMorgan Chase 
Bank    
    

Outlook Stable  Stable Stable 
Long-Term 

 Debt Aa3 A+ A+ 
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 Troubled Assets.  The bank’s “troubled asset ratio” for the last five quarters is set 
forth below: 
 

  National Median 
Troubled Asset 

Ratio 
    
 6/30/2014 7.5   8.0 
 3/31/2014 8.0   8.6 
 12/31/2014 8.4   9.2 
 9/30/2013 9.1 11.0 
 6/30/2013 9.5 13.5 

 
 
 Capital Adequacy.  JPMorgan Chase is classified as “well-capitalized” (Capital 
Category 1) for federal regulatory purposes by meeting or exceeding the minimum 
measurements set forth below. 
 

 
 
 Bank Insight’s Capital Adequacy Ratio places the bank in the 18th percentile of its 
peer group.  
 
 Collateral Review. We have no information about JPMorgan Chase Bank’s 
collateral policies. 
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National Penn Bank  

 Recent Developments.  National Penn Bancshares, the parent company of 
National Penn Bank, reported net income of $26.2 million, or $0.19 per share compared 
to adjusted net income of $22.7 million for the first quarter of 2014, or $0.16 per diluted 
common share inclusive of a restructuring charge.  Nonperforming assets also continued 
to decline. 

 National Penn Bancshares announced on September 9 that it had received 
regulatory approval for its proposed merger of TF Financial with and into National Penn 
Bancshares and the merger of 3d Fed Bank into National Penn Bank.  TF Financial 
operates 18 banking offices in Bucks and Philadelphia Counties in Pennsylvania and 
Mercer, Burlington and Ocean Counties in New Jersey.   

   Ratings.  National Penn Bancshares, Inc., the parent company of National Penn 
Bank, does not have a credit rating. 

 National Penn Bank’s Thomson Reuters Bank Insight peer group rating for June 
30 was “67”, placing the bank in the 72nd percentile of peer group banks with assets of $5 
billion to $9.9 billion.  Bank Insight ratings and rankings for the last two years were: 
 

Quarter 

Peer 
Group 
Rating 

Peer 
Group 

Ranking 
Regional 
Rating 

Regional 
Ranking 

     
6/30/2014 67 72 62 82 
3/31/2014 64 63 60 80 
12/31/2013 59 39 53 53 
9/30/2013 57 37 52 50 
6/30/2013 50 23 46 33 
3/31/2013 32 10 29 10 
12/31/2012 73 82 63 82 
9/30/2012 73 77 63 83 

   
 Troubled Assets.  The bank’s “troubled asset ratio” for the last five quarters is set 
forth below: 
 

  National Median 
Troubled Asset 

Ratio 
    
 6/30/2014 7.5 4.2 
 3/31/2014 8.0 4.7 
 12/31/2013 8.4 5.5 
 9/30/2013 9.1 5.3 
 6/30/2013 9.5 5.5 
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 Capital Adequacy.  National Penn Bank is classified as “well-capitalized” 
(Capital Category 1) for federal regulatory purposes by meeting or exceeding the 
minimum measurements set forth below. 
 

 
 Bank Insight’s Capital Adequacy Ratio places the bank in the 52nd percentile of 
its peer group.  
 
 Collateral Review.  National Penn Bank maintained collateral coverage of 102% 
as of June 30, 2014 and as of March 31, 2014.  The custodian for the pooled collateral 
account is the Federal Home Loan Bank.  While National Penn will provide collateral 
reports on a regular basis, its policy is to supply a listing of the actual collateral only upon 
specific request from a customer so we suggest that you request such a listing 
periodically.   
 
 We reviewed the list of collateral in the pool securing public funds deposits as of 
June 30, 2009, the last listing available to us.  The collateral consisted entirely of 
municipal general obligation and revenue bonds, some from Pennsylvania but the 
majority from out-of-state issuers.  While the School District would not be permitted 
under Section 440.1 of the School Code to own these out-of state obligations directly, Act 
72 does permit the use of these securities as collateral.   

PNC Bank 

Recent Events.  PNC reported net income for the second quarter of 2014 of $1.1 
billion, or $1.85 per diluted common share, compared to net income of $1.1 billion, or 
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$1.82 per diluted common share for the first quarter of 2014 and $1.1 billion or $1.98 per 
diluted common share for the second quarter of 2013.  Nonperforming assets to total 
assets were 0.97 % at June 30, 2014 compared with 1.02% at March 31, 2014 and 1.24% 
at June 30, 2013.   

Ratings.  PNC Financial Services Group Inc. is the parent company of PNC Bank, 
N.A.  Credit ratings for both entities are as follows: 

 
 

 

 

 

 

 

 PNC’s Thomson Reuters Bank Insight peer group rating for June 30 was “48”, 
placing the bank in the 34th percentile of its peer group of banks with total assets greater 
than $10 billion.  Bank Insight ratings and rankings for the last two years were: 
 

Quarter 

Peer 
Group 
Rating 

Peer 
Group 

Ranking 
Regional 
Rating 

Regional 
Ranking 

     
6/30/2014 48 34 69 70 
3/31/2014 45 29 68 69 

12/31/2013 56 39 71 71 
9/30/2013 55 40 72 72 
6/30/2013 54 37 71 71 
3/31/2013 51 29 69 66 

12/31/2012 52 28 67 64 
9/30/2012 50 28 66 62 

   
 Troubled Assets.  The bank’s “troubled asset ratio” for the last five quarters is set 
forth below: 
 

  National Median 
Troubled Asset 

Ratio 
    
 6/30/2014 7.5 11.8 
 3/31/2014 8.0 13.9 
 12/31/2013 8.4 14.5 

 Moody's S&P Fitch 
PNC Financial 
Services Group, 
Inc.    
    

Senior Debt A3 A- A+ 
    
PNC Bank, N.A.    
    

Long-Term 
 Deposits  A2 A AA- 
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 9/30/2013 9.1 15.4 
 6/30/2013 9.5 16.4 
    

 
 Capital Adequacy.  PNC is classified as “well-capitalized” (Capital Category 1) 
for federal regulatory purposes by meeting or exceeding the minimum measurements set 
forth below. 
 

 
 Bank Insight’s Capital Adequacy Ratio places the bank in the 41st percentile of its 
peer group.  
 
 Collateral Review.  As of July 31, 2014 PNC maintained collateral coverage of 
121.24% and 137.49% as of June 30, 2014.  The security for the collateral for July was a 
$2,500,000,000 letter of credit issued by the Federal Home Loan Bank of Pittsburgh.  The 
use of a FHLB letter of credit is permitted by Act 72.   

QNB Bank  

Overview.  QNB Corp. is the holding company for QNB Bank, headquartered in 
Quakertown.  QNB Bank operates eleven branches in Montgomery, Lehigh and Bucks 
counties.  

QNB Corp. reported net income of $2,172,000 or $0.66 per share on a diluted 
basis for the quarter ended June 30, 2014 compared to $1,894,000 or $0.58 per share for 
the corresponding quarter of 2013.  Nonperforming assets were 2.16% of total assets for 
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the quarter ended June 30, 2014 compared to 2.12% for the quarter ended March 31, 
2014. 

Ratings.  QNB Bank’s Thomson Reuters Bank Insight peer group rating for June 
30 was “50”, placing the bank in the 20th percentile of its peer group of banks with total 
assets of $500 million to $999 million.  Bank Insight ratings and rankings for the last two 
years were: 

Quarter 

Peer 
Group 
Rating 

Peer 
Group 

Ranking 
Regional 
Rating 

Regional 
Ranking 

     
6/30/2014 50 20 42 23 
3/31/2014 49 21 41 22 

12/31/2013 53 22 41 20 
9/30/2013 52 22 40 18 
6/30/2013 51 24 39 18 
3/31/2013 52 28 39 19 

12/31/2012 52 27 39 17 
9/30/2012 53 30 39 20 

   
 Troubled Assets.  The bank’s “troubled asset ratio” for the last five quarters is set 
forth below: 
 

  National Median 
Troubled Asset 

Ratio 
    
 6/30/2014 7.5 21.1 
 3/31/2014 8.0 21.5 
 12/31/2013 8.4 22.3 
 9/30/2013 9.1 23.4 
 6/30/2013 9.5 25.8 

 
 Capital Adequacy.  QNB Bank is classified as “well-capitalized” (Capital 
Category 1) for federal regulatory purposes by meeting or exceeding the following 
measurements. 
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 Bank Insight’s Capital Adequacy Ratio places the bank in the 11h percentile of its 
peer group.  
 
 Collateral Review.  The Bank maintained collateral coverage in its Act 72 
collateral pool of 111.43% of public funds held for deposit as of June 30, 2014 and 
105.87% as of March 31, 2014.  The letter does not indicate whether the securities are 
held by a third party custodian or by the bank itself.  The collateral securities consist of 
full faith and credit obligations of the United States Government or fixed rate obligations 
of government sponsored enterprises such as GNMA, Federal Home Loan Bank, FNMA, 
FHLMC and Federal Farm Credit.  We suggest you request QNB to provide you with a 

collateral report on a quarterly basis. 

Santander (Sovereign) Bank  

Recent Developments.  Sovereign Bank officially changed its name to Santander 
Bank, the name of its parent company, in October 2013. 

Ratings.   Credit ratings for Banco Santander, the Bank’s parent company, are 
shown below.   
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Banco Santander    

Long Term Baa1 BBB+ A1 
 Outlook Stable Stable Stable 
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 Santander Bank’s Thomson Reuters Bank Insight peer group rating for June 30 
was “37”, placing the bank in the 11th percentile of its peer group of banks with total 
assets greater than $10 billion.  Bank Insight ratings and rankings for the last two years 
were: 
 
 

Quarter 

Peer 
Group 
Rating 

Peer 
Group 

Ranking 
Regional 
Rating 

Regional 
Ranking 

     
6/30/2014 37 11 64 54 
3/31/2014 36 12 63 53 

12/31/2013 48 15 67 58 
9/30/2013 48 19 67 58 
6/30/2013 49 21 68 62 
3/31/3013 47 18 66 58 

12/31/2012 46 18 63 54 
9/30/2012 48 26 64 58 

   
 Troubled Assets.  The bank’s “troubled asset ratio” for the last five quarters is set 
forth below: 
 

  National Median 
Troubled Asset 

Ratio 
    
 6/30/2014 7.5 10.4 
 3/31/2014 8.0 11.3 
 12/31/2013 8.4 11.8 
 9/30/2013 9.1 12.0 
 6/30/2013 9.5 12.1 

 
 Capital Adequacy.  Santander Bank is classified as “well-capitalized” (Capital 
Category 1) for federal regulatory purposes by meeting or exceeding the minimum 
measurements set forth below. 
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 Bank Insight’s Capital Adequacy Ratio places the bank in the 88th percentile of its 
peer group.  
 
 Collateral Review.  Santander Bank maintained collateral coverage of 113.93% as 
of June 30, 2014.  The collateral is held at the Bank of New York in the name of 
Santander Bank and is subject to a written security agreement.  This use of a third-party 
custodian is a recommended way to protect school district depositors in the event of a 
bank default.   
 
 Santander’s collateral portfolio as of June 30, 2013 consisted of the securities 
shown in the chart below. We have not received a collateral listing since June 30, 2013.  
Federal agency securities in the portfolio included direct and pooled obligations of Fannie 
Mae and Freddie Mac.  The portfolio included minor investments in Small Business 
Administration loan pools that have the full faith and credit of the federal government 
behind them.    
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 The composition of the portfolio has changed over the past year with an increased 
use of asset-backed securities and a reduction in the use of corporate bonds.  The asset-
backed securities are highly rated but may be subject to volatility as the underlying assets 
are paid off.  Federal agency securities are generally considered to be the safest type of 
collateral for public funds deposits.  The changes in the collateral characteristics over the 
last year are shown on the following analysis.   
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TD Bank  

Ratings.   TD Bank Financial Group is the parent company of TD Bank, N.A.  
The ratings for the bank are as follows: 

 

 

 

 
  TD Bank’s Thomson Reuters Bank Insight peer group rating for June 30 was 
“34”, placing the bank in the 7th percentile of peer group banks with total assets greater 
than $10 billion.  Bank Insight ratings and rankings for the last two years were: 
 
 

Quarter 

Peer 
Group 
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Regional 
Rating 

Regional 
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6/30/2014 34   7 62 48 
3/31/2014 32   7 61 47 
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12/31/2013 41 10 62 44 
9/30/2013 41 11 63 48 
6/30/2013 41 13 62 47 
3/31/2013 41 11 63 51 

12/31/2012 46 18 63 54 
9/30/2012 46 22 63 56 

   
 Troubled Assets.  The bank’s “troubled asset ratio” for the last five quarters is set 
forth below: 
 

  National Median 
Troubled Asset 

Ratio 
    
 6/30/2014 7.5   9.2 
 3/31/2014 8.0 10.1 
 12/31/2013 8.4 11.3 
 9/30/2013 9.1 11.2 
 6/30/2013 9.5 11.5 

 
 Capital Adequacy.  TD Bank is classified as “well-capitalized” (Capital Category 
1) for federal regulatory purposes by meeting or exceeding the minimum measurements 
set forth below. 
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 Bank Insight’s Capital Adequacy Ratio places the bank in the 8th percentile of its 
peer group.  
 
 Collateral Review.  TD Bank maintained collateral coverage of 102.21% of public 
funds held for deposit as of July 31, 2014 and 107.60% as of June 30, 2014.   
 
 The securities in TD’s collateral pool as of July 31 consist of asset-backed 
securities (ABS) backed by credit card, auto loan and equipment loan receivables.  An 
ABS is a debt obligation backed by financial assets such as credit card receivables, auto 
loans and home-equity loans.  The financial institutions that originate the loans sell pools 
of the loans to a special purpose-vehicle, usually a corporation that sells them to a trust.  
The loans are then repackaged by the trust as interest-bearing securities issued by the 
trust and sold to investors by investments banks that underwrite them.  The securities are 
generally provided with credit enhancement, whether internal (such as over-
collateralization) or external (such as a surety bond or third party guarantee).  These types 
of ABS securities are generally considered to be of high quality.  
 
 
 
PLGIT AND PSDLAF 

 
 Investments placed with PLGIT and PSDLAF are similar to an investment in a 
AAA rated money market mutual fund (although they are not eligible for SIPC insurance 
coverage).  As such, collateral is not required since the School District owns a 
proportionate share in the securities held in the Trust.  Therefore, it is important to review 
the detailed listing of securities purchased for the portfolios held by the Trust.  A recent 
review indicates that the securities held are in compliance with the School Code (440.1).  
Each of the funds is rated AAAm by S&P, the highest rating for a money market type of 
fund.  The AAAm rating is defined by S&P as follows:  “Safety is excellent.  Superior 
capacity to maintain principal value and limit exposure to loss.”   
 
 PSDLAF’s Portfolio of Investments as of September 30, 2013 consisted of 
demand deposits (17.75%), repurchase agreements (22.67%), municipal obligations 
(3.62%) and U.S. Government Agency obligations (55.69%).   
 

 PLGIT’s pooled investment vehicles are similarly invested in a variety of 
permitted securities.  The following chart shows the composition of PLGIT’s Plus 
portfolio as of June 30, 2014. 
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PLGIT PLUS Composition of Securities in Portfolio  

June 30, 2014 

 
 

 

 

Summary 

 

 The School District continues to diversify its investments over a variety of 
financial institutions.   The District’s General Fund investments were distributed among 
the financial institutions and funds as of July 31, 2014 as shown in the chart on the last 
page.  The principal amount of each of the FDIC Insured CDs is below the FDIC 
insurance limit, thus providing additional diversification and safety.   
 
 Citibank’s Bank Insight peer group ranking declined slightly to the 68th 
percentile.  Citibank has capital ratios well in excess of the required minimums.  
Citibank’s troubled asset ratio is more than a point below the national median.   
 
 Citizens Bank’s Bank Insight rankings were steady at the 24th percentile after 
falling to the 3rd percentile a year ago.  As discussed above, the drop to that level 
followed a goodwill impairment charge that appeared to be related to the plans for the 
sale of Citizens by its parent company this fall.  Citizens Bank maintains a comfortable 
capital position and a troubled asset ratio almost two points below the national median.  
Citizens’ Act 72 collateral pool provides very strong coverage for public funds deposits.     
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 First Niagara’s Bank Insight ranking at the 13th percentile is down sharply from 
the 28th percentile a year ago.  Its troubled asset ratio is almost three points above the 
national median.  The bank's Total Risk Based Capital Ratio at 11.08% is still only 
slightly above the 10.0% minimum, although the capital ratios for First Niagara Financial 
Group, Inc., the bank’s parent, are stronger.  First Niagara’s collateral is of good quality. 
 
 JPMorgan Chase Bank’s Bank Insight peer group ranking rose to the 30th 
percentile from the 24th percentile, although it should be noted that there are only 103 
bank holding companies in this peer group of banks with assets exceeding $10 billion.  
The bank’s troubled asset ratio is half a point above the national median.  The bank’s 
capital ratios are in excess of the required minimums.  We do not have any information 
regarding JPMorgan Chase’s collateral practices. 
 
 National Penn’s Bank Insight peer group ranking rose again to the 72nd percentile 
after plummeting as low as the 10th percentile, in March 2013, primarily as a result of a 
one-time repayment of high cost funding designed to improve the company’s balance 
sheet, as discussed above.  Its troubled asset ratio is over three points below the national 
median.  The bank’s capital ratios are substantially above the required minimums.  
National Penn provides collateral of reasonable quality and with satisfactory coverage 
ratios to provide additional security.   
 
 PNC’s ratings climbed five points to the 34th percentile and its troubled asset ratio 
is now about four points above the national median.  The bank’s capital ratios have a 
substantial margin above the required minimums and the collateral is of high quality.   
 
 QNB Bank’s peer group Bank Insight ranking was steady at the 20th percentile in 
June.  The bank’s troubled asset ratio is over thirteen points above the national median.  
QNB’s capital ratios provide a satisfactory margin above the required minimums.  The 
bank’s collateral coverage is satisfactory and the quality of the collateral as of June 2014 
was very good.  
 
 Santander (Sovereign) Bank’s Bank Insight ranking dropped slightly to the 11th 
percentile during the second quarter.  The bank’s rankings are lower in comparison to last 
year’s rankings in part because Santander’s peer group has been expanded and now 
consists of all banks with assets greater than $10 billion.  Previously Santander was 
ranked in comparison to savings and loan institutions with assets greater than $5 billion.  
Its troubled asset ratio is about three points above the national median.  The bank’s 
capital ratios continue to exceed the well-capitalized minimums by a comfortable margin.  
Santander’s collateral coverage is satisfactory and the quality of the collateral as of June 
2013 was very good.   
 
 TD Bank’s Bank Insight peer group rankings remained at the 7th percentile.  Its 
capital ratios increased during the last quarter and it maintains adequate capital margins 
above the required minimums.  Its troubled asset ratio is less than two points above the 
national median.  TD’s collateral consists exclusively of highly-rated asset backed 
securities.  Collateral coverage for TD provides a reasonable cushion over the required 
minimum.   
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We appreciate the opportunity to assist the School District in the investment of its 

funds. 
 
September 24, 2014    LAWLACE CONSULTING LLC 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Disclosure 
 
 This report is provided for informational purposes only and shall in no event be construed as an 
offer to sell or a solicitation of an offer to buy any securities or to recommend investments or deposits or 
withdrawals from any institution discussed herein.  The information described herein is taken from sources 
which we believe to be reliable, but the accuracy and completeness of such information is not guaranteed 
by us.  The opinions expressed herein may be given only such weight as opinions warrant.  Decisions to 
invest with or to deposit or withdraw funds from any financial institution should be based on the investor’s 
investment objectives and risk tolerance and should not rely solely on the information provided herein.   
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Central Bucks School District Distribution of Investments 

July 31, 2014 
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