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Information taken from PDE Accounting Manual, Chapter 12
DEFINITIONS

The accounting treatment of debt depends on the characteristics of the specific debt and will determine if it is a current liability or a long-term liability.  Prior to the requirements of GASB 34 the General Long Term Debt Account Group (GLTDAG) was used to record most debt but since the application of GASB Statement #34 the GLTDAG has been eliminated.  When you implement GASB Statement #34 in your district, you will no longer be permitted to report items within the General Long-Term Debt Account Group (GLTDAG).  Debt that is long-term should be reported in the governmental activities column in the Statement of Net Assets.  Liabilities greater than one (1) year should be segregated between those due within one year and those due in more than one year.  
What is Short-Term Debt?

Short-term obligations are any loan, negotiable note, time-bearing warrant or lease whose duration is 12 months or less, regardless of whether or not it extends across more than one (1) fiscal year.  The measurement focus for government funds is the flow of current financial resources.  When a school district issues short-term debt that is to be repaid from government funds, the liability is to be recorded in the liability section of the Statement of Net Assets of the fund responsible for the repayment of debt.  Short term debt also includes any current portion of long term debt such as the amount of compensated absences or the current portion of lease payments  that will be paid within twelve (12) months of the balance sheet date.
What is Long-Term Debt?
Long-term obligations are any loan, negotiable note, time-bearing warrant, bond or lease whose duration is more than 12 months.  Prior to GASB 34 non-current obligations of a school that will be repaid from revenues of the governmental fund would have been recorded in the school district’s General Long-Term Debt Account Group.  However, after the District has complied with GASB 34, the obligation is recorded on the Statement of Net Assets.

Long-term debt is not limited to liabilities from debt issuances.  Long-term debt also includes the non-current portion of lease-purchase agreements, capital leases, operating leases with scheduled rent increases, compensated absences, claims and judgments, pensions and special termination benefits.  

Bank Loans
A district can obtain financing for a project through traditional bank financing.  In this method of financing, issuance costs are minimal.  However, banks may be less flexible in terms of the maturity of the loan, prepayments and other terms.  In the process of asset and liability management, a bank will attempt to match the loan maturity against certificates of deposit to ensure an interest rate spread or to otherwise hedge its position.  Most banks will not fix loan rates beyond seven years.  Banks are also limited in the amount they can lend to any one customer.  This limit is determined by the individual bank’s financial condition.  Small borrowings, generally under $1 million are the most viable candidates for bank loan financing.  

Bond Anticipation Notes (BANS)

Bond Anticipation Notes (BANS) are notes with various maturities, which are issued with the anticipation of future bond sales.  These are usually issued when the school is waiting for better interest rates or when it has additional projects, which would require financing through bond issuance.  The school district must intend to refinance the BANS with long-term bonds, and the intent to refinance must be substantiated by either post-balance sheet issuance of long-term bonds or an execution of an acceptable financing agreement.  

Demand Bonds

Demand Bonds are bonds, which are due on demand.  The demand provision is referred to as a “put”.  The demand provisions require the issuer to repurchase the bonds upon notice from the bondholder.  Not many school districts participate in this form of debt.
Tax and Revenue Anticipation Notes (TRANS)

The Local Government Unit Debt Act authorizes school districts to issue Tax and Revenue Anticipation Notes (TRANS) to meet its immediate cash needs in anticipation of the receipt of current taxes and revenues.  TRANS are a one (1) year general obligation notes, exempt from federal income taxes.

The Debt Act limits the size of the tax and revenue anticipation notes to a percentage of taxes and revenues anticipated during the current fiscal year and sets forth the procedures and documents required in the issuance of the TRANS.  The Internal Revenue Code of 1986 sets further limits on the size of the TRAN and the yield of the invested proceeds.  Compliance with arbitrage rebate requirements under the Internal Revenue Code of 1986 is essential to maintaining the tax-exempt status of the borrowing.  The interest earned on the investment of the TRAN proceeds in excess of the cost of borrowing must be rebated to the federal government.  For more information on the TRANS consult the PDE Accounting Manual, Chapter 12, Debt Management, Accounting, and Reporting.  

PROCEEDS FROM ISSUANCE OF DEBT

When debt is issued and the proceeds are available to the General Fund, you should record the proceeds as part of “other financing sources.”  These proceeds are reported in the General Fund on the Statement of Revenues and Expenditures, under the “Other Financing Sources” section of the statement.  These proceeds should not be reported in the General Fund’s operating revenues.  

If short-term debt is issued by the General Fund, i.e. debt to be paid off in one year or less, the debt liability is recorded in the General Fund because the payment of the debt will require current resources.

Example:  $10 million of long-term notes are sold and the proceeds are available to the General Fund:

GENERAL FUND


Cash






$10,000,000


Proceeds from Issuance of Long-Term Debt
(Acct 9110)

$10,000,000

INTEREST EXPENDITURE ACCRUAL

Record accrued interest expenditure/expense as a liability as the debt is due.


Interest expense




$30,000


Interest payable






$30,000

INTEREST PAID


Interest Payable




$30,000


Cash








$30,000

GASB 34 has done away with the General Long-Term Debt Account Group (GLTDAG) and the General Fixed Assets Account Group (GFAAG).  Items that normally would have been posted to these groups of funds are now posted directly to the Net Assets Schedule.  Items such as capital leases are now directly recorded as:






General Fund

Machinery & Equipment




$250,000

Lease Purchase Obligations (Principal)




$250,000

Payments are recorded:

Principal






$400

Interest
 expense





$600

Cash









$1,000

Leases are classified as either operating or capital leases.  A capital lease is one (1) that transfers the benefits and risks of ownership of the leased asset to the lessee.  This happens if any one of the following conditions is met:

1. The lease transfers ownership of the property to the lessee by the end of the lease term.

2. The lease contains a bargain purchase option.

3. The lease term is equal to seven (7) percent or more of the estimated life of the leased property.

4. The present value of the minimum lease payments exceeds 90 percent of the fair value of the leased asset at the start of the lease.

Footnote Disclosure
GASB Statement #34 has established required Note Disclosures that must be included about long-term liabilities in the Notes to the Financial Statements.  Information about long-term liabilities should include both long-term debt and other long-term liabilities (such as compensated absences, claims and judgments).  These notes must include:
· Beginning and end of year balances;

· Increases and decreases (separately);

· The portions of each item that are due within one year of the statement date; and

· Which governmental funds typically have been used to liquidate non-debt long-term liabilities in prior years.
