.-,\ - j j

et 1 i "llFl"l L == &3
1 " ol ity ,l ,U il (B q.:%;?; : | 1 .w-.‘? B ;lJ{,'ﬂ ﬂ”;. T i | 7 ““‘w ‘.‘--“h
s o ke E o b ' (] Ll 1=
" ' ||

DRAFT: 9-17-13

STATE AUDIT COMMITTEE
PRESENTATION

September 23, 2013




Table of Contents

|. State Debt Overview

. Authorization
[I. Limitations
1. 5% Annual Debt Service Limitation

. OBM Debt Management Responsibilities

|.  Scheduling of State Debt Issuance
. OPFC Bond Issuances
lll. Post-Issuance Compliance

lll. State Credit Ratings




e

|. State Debt Overview




State Debt Authorizations

The incurrence or assumption of debt by the State without a popular vote is, with
limited exceptions, prohibited by the Ohio Constitution.

— Article VIII Section 3 provides that “except for debt above specified in sections one and two
of this article, no debt whatever shall hereafter be created by or on behalf of the state.”

— There are recognized exceptions for self-supporting revenue bonds (e.g., Ohio Turnpike).

By 19 constitutional amendments to Article VIII Section 2, Ohio voters have
authorized the incurrence of state general obligation (G.O.) debt and the pledge of
taxes to its payment.

— G.0. debtis currently authorized for the following 10 purposes: K-12 school facilities, higher

education school facilities, local infrastructure, highways, natural resources, conservation,
coal development, third frontier R&D, site development, and veterans compensation.

State special obligation debt, the payment of which does not carry the pledge of taxes,
Is authorized for certain purposes (like housing branches and agencies of state
government) under Section 2i.

Debt for programs related to economic development, such as the former private
business loan programs that enabled investment in facilities and equipment that
were backed by net liquor profits, are authorized under Section 13,



State Debt Limitations

Many of the Constitutional debt authorizations contain specific limitations on
the amount of debt for the purpose that can be issued or outstanding.

— The recent renewal for local infrastructure projects (Section 2p) authorized a total of $1.35
billion in debt over ten fiscal years, with no more than $120 million in each of the first five
fiscal years and no more than $150 million over the next five fiscal years.

— For conservation project debt, no more than $50 million may be issued in a fiscal year and
no more than $400 million may be outstanding at any one time.

A few of the debt authorizations do not set limitations on the amount that may
be issued or outstanding and, thus, essentially leave that control to the General
Assembly.

The 5% Constitutional Debt Service Limitation (Article VIII Section 17) prohibits
the issuance of new debt obligations if the debt service for any future fiscal year
on the new and then outstanding debt would exceed 5% of the estimated
current year total of GRF revenue plus net State lottery proceeds.

 The'5% Test’ as it is commonly known applies to all GRF backed debt with the notable
exceptions of obligations for Third Frontier R&D, Site Development, and Veterans Bonus
that were expressly excluded from the 5% Test under their Constitutional authorizations.
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5% Debt Service Certi

fication

OBM

[CONSTITUTION ARTICLE VIII, SECTION 17
DETERMINATION AND CERTIFICATION
BY GOVERNOR’S DESIGNEE

1, as Diractor of the Offics of Budget and Management (OBM), hava bean dasignated by
the Governor as his dasignae for the purpose of making the determinations and cartifications
statad below, all as contsmplated and required by Saction 17 of Article VIII of the Ohio
Constitution snd Section 126.16 of the Ohio Revised Code.

This D ination. and Certi ion is made in with the following direct
obligation (the New Issue) of the State of Ohio dated, issued and deliverad as of May 2, 2013:

$10,000,000  Higher Education G.0. Bonds, Series 2013B
I determine and certify as follows:

1. The followi of bonds itute diract obligations of the
State (the Outstanding Ohhpunm), as defined in division (E) of Section 17 of Asticle VIII of
the Ohio Constitution. The annual Fiscal Year debt servics on the Outstanding Obligations and
debt service on the New Issue is included in the computations below.

General Obligati Infs Bonds
Natural Raseuxcns Capital Facilities Bonds
Coal Development Bonds

Common Schools Capital Facilities Bonds
Higher Education Capital Facilities Bonds
Conservation Projects Bonds

Special Obligations: Higher Educmon Clplul Ftclhtm Bonds
Capital Facilitia: ion Bonds (D of
Rehabilitation wd Correction, Youth Services, Administrative
Services, Mental Health Facilities, Parks and Racreation Facilities
and Cultural and Sports Facilities)

There are no other direct obligations of the Stats, as defined in that Saction 17, the debt service
on which is anticipated to be paid from the General Revenue Fund or net State lottery proceads.
Thera aca no ding bond anticipation notes bonds that would be such direct
obligations of the State.

2. The followingtable sets forth the amounts raquired to be appliad in each State Fiscal
Year for payment of debt service (principal and interest and other sccreted amounts) on the
Qutstanding Obligations and the New Issus. Thehighest future Fiscal Year debt service amount
is §1,132,975,393 in Fiscal Year 2014 (the Highest Future Debt Service)

DEBT SERVICE REQUIREMENTS ON
DIRECT OBLIGATIONS OF THE STATE

Fiscal Outstanding

Year _M%% New lsswe

03| S1,135,040,354 2-

2014 ,131,813.804 $1.161,588

2015 112,106,064 1,147,950 113,254,014
2016 1,064,007,25¢ 128,650 1,065,135,009
2017 1,000,821,663 ,114,350 1,001,936,013
2018 £46.404.770 104,850 £47,500.720
2019 901,369,554 ,100,350 902,469,004
2020 833,396,105 095,450 854,491,355
2021 812,918,002 ,005,250 814 013,252
2022 746,123,054 , 094,650 7,704
2023 662,485,614 1,098,630 663 584,264
2024 524,389,006 1,161,588 524,380,006
2025 438,206,718 1,147,050 438,266,718
2026 207,119,206 1,128,650 297,119,206
2027 216,656,734 £ 216,656,734
2028 183 ’i9 018 £ 183,219,018
2029 71,655 - 173,571,655
2030 ,825 £ 146,466,825
2031 093 £ 143,017,003
2032 8,138 £ 80,568,138
2033 10,816,000 £ 10,816,000

(2) Forpusposes ofthis cent beem madewith et servie

relatingto vasious M_‘nmk Rate Bonds and Interest I-hd;Agmn whose imputed interest rates
nnge fom 3 00% 10463%

3. Based on the latest official OBM estimate, the total estimated revenues of the State for
the General Revenue Fund and from net Stata lottery proceads during the current Fiscal Yaar ara
$29,214,350,000 and $680,500,000 respectively, ageregating $29,894,850,000 (the Total
Estimated Revenues).

4. The Highest Future Debt Service (from paragraph 2 above) represents 3.79% of the
Total Estimated Revenues (from paragraph 3 sbove). The HighestFuture Debt Service does not
exceed 5% of the Total Estimated Revenues.

5. The permitted latest maturity for the New Issue is December 31, 2038, determinad for
each pursuant to Section 2n of Article VIII, Ohio Constitution.

6. Inmy judgment, no other financial dats is necessary or appropriate to be determined
or certified for the purpeses of the computations referred to in this Determination and
Certification under division (A) of Section 17 of Article VIII of the Ohio Constitution.

Signed copies of this Determination and Certification shall be filed with the Director of
Budget and Management and the Ohio Public Facilities Commission (the issuing authority) at or
prior o the time the New [ssue is initially issued and delivered to the original purchaser.

o /9
\ o YV
i~ (Z‘f/ LELy

Timothy 8. Keen.
Director of Budget and Management

Date of Signing: May 2, 2013
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II. OBM Debt Management
Responsibilities




OBM Responsible for
State Debt Management

 ORC Section 126.11 sets forth OBM's responsibilities with respect to managing
existing state debt and proposed issuances of new state debt.
— Review and approve bond issuances backed by state revenue, including the amount,
security, source of payment, structure and maturity schedule.

— Develop and distribute a coordinated bond sale schedule. The bond sale schedule is
published at least monthly and includes projected sales for: i) Ohio Public Facilities
Commission; ii) Treasurer of State; iii) Ohio Housing Finance Agency; iv) Ohio Water
Development Authority; and v) Ohio Turnpike and Infrastructure Commission.

— OBM designated as the provider of official historic or current information on the State’s
demographic, economic, financial/budget and debt information to the financial markets
(credit rating agencies, credit enhancement providers, investors, etc.).

— OBM designated as responsible for compliance with continuing disclosure agreements
required pursuant to SEC regulations (SEC Rule 15¢2-12).

 OBM also works with state bond issuers to coordinate post-bond issuance
compliance with federal tax law primarily through education of policy makers and
agency capital program administrators.




Bond Sale Schedule

Following required review,
OBM places approved
bond issuances on the
state’s coordinated bond
sale schedule.

The bond sale schedule is
updated at least monthly
and published on the first
business day of each
month.

OBM

k3

September 3, 2013

MEMORANDUM
TO: Riek Hodgas, Ohio Tumpiks and Infrastrsetirs Commission (OTIC)

Douglas Garver, Ohio Housing Financing Agency (OHFA)

Steve G , Okic Water Devel Autbosity (OWDA)

TimothyS. Keen Ohio Public Facilities Commission (OPFC)

Josh Mandal Treasurer of Stata (TOS)

Starr Richmond, Petroleum U d Stomge Tank Relaasa C ion Board (PUST)

Todd Nein, Okio Axr Quality Development Authority (OAQDA)
FROM: Kust Kguffman, OBM Debt Manager
SUBJECT: Bond Sale Schecule— Sapember2013
Pursuant to Section 126.11 oftheRevised Code, OBM is required to coordinate the scheduling of initial sales of
publidy offerad securities of the state. State issuers ofpublic obligations arerequiredto submit projections of the sale
datas, amounts, maturity schadulss, and certain othar information for aach obkigation proposad to bs sold, and OBM is

R &

chargedwithdevelopmg d bond sala scheduls. Thefollowing tablaprovides the current
coordinated bond sale schadula:
Sale Date Issuer Purpose andSecusity ParAmowst  FirstPrincipal SaleMethod
Sep 17,2013 OPFC  Common Schools G.O. $300,000,000 Junl15,2014  Compatitive
Thisd Frontier R&D Taxable G.O. $100,000,000 Novl, 2014
Nov2013 OPFC  Conservation G.O. $50,000,000 Mer 1,2014  Compatitive
Sita Davelopment G.O. $35,000,000 May 1, 2014
Viaterans” Compensation G.O. $12,000,000 Apr 1, 2014
Jm2014 OPFC  Infrastrucrure G.O. §150,000,000 Feb1, 2015 thd
Feb/Mar2014 TOS Mental Health Facilities $30,000,000 Febl,2015 Negotigtad
Fab/Mar2014  OWDA WPCLF Water Quality $350,000,000 Jun1,2014  Negotistad

o
On or before the end of September 2013, please providathe above information for any bond sale you have planned
through May 2014 (if sccurste informstion forthe saleis not already providad above). I can be reached via e-mail at
(curt kaufman@ obm stats oh us) orby phoneat466-0691. Please note that the web sits address for the State’s

d d bond sale schedule is: http://obm.ohio.gov/secti ’bondsdebtBondSaleSchedule aspx

Ce Wesley Aubikl DSA Dawn Gaterdam BOR. BrendaRinelan AOS

Scort Borgemenke SOS Michas] Grodhaus, GOV Marmtin Seekdy. OTC

Adam Bums, DSA Errig Jackson, OFFA Veronica Sherman, $0S

Scott Campbell. OWDA Tom Johnson, DNR Wayne Stnuble, GOV

David Camen, BOR Matt Markey, CPWC Gary Taylos, AGO

Jana Cassidy, ODOT Mary Menz. AGO Dana Wassaman TOS

John Cumingham DSA Seth Marcalf TOS Don West OFFA

Norm Chagoon DSA Kim Mumids, AGO Rich Winnmng, ODOT

Kim Eckhan, OAQDA Mark Prater, ODOT
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OPFC G.0O. Bond Issuance Process

Constitutional and
General Assembly
Authorization

Bond Sale Closes and
OBM Receives Bond
Sale Proceeds

OBM Deposits Bond
Proceeds in Bond
Improvement Fund

Agency Requests
Funding for
Appropriated
Projects

OPFC Sells Bonds via
Competitive Bid or
Negotiation

Agency Spends Bond
Proceeds on Qualified
Projects

OBM Reviews
Request and Adds to
Bond Sale Calendar

Credit Rating
Agencies Review and
Assign a Credit Rating

to the Bonds

Agency and OBM
Monitor Spending of
Funds for Compliance
with Tax Regulations

OPFC Authorizes
Debt Issuance and
Appoints Financing
Team

OBM & Financing
Team Structures
Transaction Within
State Budget




OPFC Bond Issuance Process Oversight

Prior to issuing bonds, the OPFC approves a Series Resolution
confirming the legal authority and setting forth general terms and
conditions of the bond sale.

Early in the process, the use of bond proceeds is vetted with bond
and tax counsel with the agency program manager to ensure
compliance with State law and federal tax law.

In connection with each bond issuance, bond counsel and issuer’s
counsel issue opinions regarding the legality of the debt
obligations.

OPFC is annually subject to an agreed-upon procedures audit which
tests compliance with debt issuance procedures.

As part of the audit of the State’s CAFR, the Auditor of State applies
audit procedures to debt issuances and debt payments.

12



Post Issuance Compliance

* Post Issuance Compliance can be separated into three
distinct areas.

* Federal tax law enforced by the IRS imposes two
Independent requirements:
— Qualified use of tax-exempt bond proceeds and bond funded

facilities (OBM, Bond Issuer, and Capital Program Managers).

— Arbitrage spend-down and rebate requirements (TOS and
Bond Issuer).

« Securities law enforced by the SEC imposes Continuing
Disclosure requirements (OBM).

13



IRS Audits and SEC Oversight

» |RS actively audits tax-exempt bonds

— Burden of proof is on the state/issuer — recordkeeping is key.
— Increased auditing frequency (sometimes many years after the
Issuance date) and rigor.

— Utilize information document request(s) and site visits.

* The bond issuer works with OBM and our respective bond
and tax counsels to prepare responses to IRS audits and
guestionnaires.

o SEC has increased review and oversight of municipal
securities, including a special unit looking into public
pension disclosure.

14



Post-Issuance Policies and Training

OBM and TOS jointly developed and originally released in
March 2010 a federal tax law post-issuance compliance
policy that applies to tax-exempt State bond issues.

Under that policy, OBM and TOS provide regular trainings
for State policy makers and capital program managers.

OBM also has developed continuing disclosure policies and
procedures.

OBM has engaged its Office of Internal Audit to review its
post issuance compliance policies and procedures.

15
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l1l. State Credit Ratings
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Credit Rating Agencies

 Three public finance credit rating agencies: Moody'’s,
Standard & Poor’s, and Fitch Ratings.

llllllllllll

) Lity
— Rating '-
Analvs is\

D mocays | e RN

s o

- OBM

17



Credit Rating Factors

 Economy - Breadth and diversity of the state’s economy
and the direction of economic indicators

e Budget/Finance - Structural balance and the maintenance
of adequate fund balances and reserves

e Debt Burden and Pensions - Debt burden measures and
pension funding ratios and unfunded pension liabilities.

 Management/Governance - State’s history of financial
management, cooperation among the state’s executive and
legislative leadership, and use of best practices.

18



Ohio’s Current Credit Ratings

General Obligation (G.0O.) Bond Rating

* The state’s current general obligation, full faith and credit bond ratings:
— Fitch: AA+ (stable outlook)
— Moody’s: Aal (stable outlook)
— Standard & Poor’s: AA+ (stable outlook)

Special Obligation Lease-Rental Bond Ratings

* The state’s special obligation lease-rental debt is generally rated one
notch below the general obligation debt (AA, Aa2, AA, respectively).

Below link to view the most recent credit report for the credit ratings that have
been assigned by the three major credit rating agencies:

http://obm.ohio.gov/SectionPages/BondsDebt/RatingsAndCreditReports.aspx

19



State of Ohio Bond and Investor Portal

« A wealth of information on State Debt, Bond Sales,
Credit Reports and Ratings, Disclosure and other
debt related topics can be found on OBM’s website:

http://obm.ohio.gov/SectionPages/BondsDebt/StateDebtOverview/Default.aspx

20



