04 FEB 2022

Fitch Rates Ohio's $427MM GO Bonds 'AA+'; Outlook
Positive
Fitch Ratings - New York - 04 Feb 2022: Fitch Ratings has assigned a 'AA+' rating to the following state of
Ohio general obligation (GO) bonds:
--$181.9 million infrastructure improvement GO refunding bonds, series 2022A
(federally taxable);
--$32.3 million conservation projects GO refunding bonds, series 2022A (federally taxable);
--$212.5 million common schools GO refunding bonds, series 2022A (federally taxable).
The bonds are expected to be sold via negotiation on or about Feb. 10, 2022. Bond proceeds will be
used to refund bonds previously issued to finance public infrastructure capital improvement projects,
conservation projects, and school capital facilities projects.
The Rating Outlook is Positive.

SECURITY
The bonds are general obligation, full faith and credit obligations of the state of Ohio, excluding lottery
proceeds and highway user receipts.

ANALYTICAL CONCLUSION
The Positive Outlook reflects Ohio's sustained trend of balanced finances and growth in reserves that
strengthens the state's financial resilience as it confronts cyclical economic and revenue trends.
Although the state has prioritized tax cuts over time, revenue actions to date have not limited its ability
to absorb economic and fiscal cyclicality while maintaining structural balance and ample reserve
balances. Further action on the rating will look to the state's fiscal and economic position beyond the
pandemic, as federal aid expires, including the longer-term direction of economic growth and the
state's continued ability to maintain structural balance and high resilience.
The state's 'AA+' Issuer Default Rating (IDR) and GO rating are based on its careful financial
management, which has supported financial stability and the rebuilding of reserves over time, and low
liabilities.

Economic Resource Base

The state economy is large and diverse, featuring distinct economic regions centered on several large
urban areas. While the economy has experienced continued economic diversification, including
expansion in finance, insurance and real estate sectors, manufacturing remains a disproportionally
large sector, relative to national averages, with a concentration in more cyclically sensitive durable
goods industries. Transportation equipment and related suppliers also have a strong presence. Fitch
anticipates slow but steady growth in Ohio's economy, limited by slow population gains.
In January, the state announced that Intel Corporation plans to invest over $20 billion to build
semiconductor manufacturing facilities in Licking County, expected to be completed by 2025. The state
expects that this will contribute significantly to its economic development if anticipated benefits are
realized. State projections indicate the related creation of about 3,000 direct jobs at Intel and
thousands more indirect jobs including construction and contracting jobs, and expansion in supporting
businesses.

KEY RATING DRIVERS
Revenue Framework: 'aa'
Like most states, Ohio has an unlimited legal ability to raise operating revenues. Its revenue base is
diverse and relies on broad-based income and sales taxes. Revenue implications of tax cuts
implemented over the past several biennia have been manageable, aided by favorable economic and
fiscal trends.

Expenditure Framework: 'aaa'
Ohio retains ample flexibility to cut spending throughout the economic cycle. As in most states, the
natural pace of spending growth is likely to be somewhat above revenue growth, requiring ongoing
budget management. Carrying costs for debt and retiree benefits are below the median for states.

Long-Term Liability Burden: 'aaa'
Debt is typically conservatively managed and debt issuance primarily consists of GO bonds. On a
combined basis, outstanding debt and net pension obligations are below the state median.

Operating Performance: 'aaa'
The state generally has a careful approach to financial operations, consistently achieving budgetary
balance and restoring its Budget Stabilization Fund (BSF) during the last economic expansion. The fund
now totals a strong $2.7 billion, about 10% of fiscal 2021 state-source GRF revenues.

RATING SENSITIVITIES
Factors that could, individually or collectively, lead to positive rating action/upgrade:
--Sustained economic growth at a level that improves Fitch's expectations for Ohio's revenue growth
over time to be maintained above inflation and closer to national GDP growth;

--Ability to maintain structural balance while emerging from pandemic-related uncertainty, given state
tax policy actions, particularly as federal stimulus support is removed from the general economy.
Factors that could, individually or collectively, lead to negative rating action/downgrade:
--Failure to maintain fiscal balance in addressing potential financial challenges, including related to
continued pandemic-driven uncertainty or absorbing the impact of tax policy revisions;
--Fiscal stress leading to sustained budget actions that significantly diminish expenditure flexibility;
--State revenue growth that falls below the level of U.S. inflation over an extended period of time.

Best/Worst Case Rating Scenario
International scale credit ratings of Sovereigns, Public Finance and Infrastructure issuers have a bestcase rating upgrade scenario (defined as the 99th percentile of rating transitions, measured in a
positive direction) of three notches over a three-year rating horizon; and a worst-case rating
downgrade scenario (defined as the 99th percentile of rating transitions, measured in a negative
direction) of three notches over three years. The complete span of best- and worst-case scenario credit
ratings for all rating categories ranges from 'AAA' to 'D'. Best- and worst-case scenario credit ratings are
based on historical performance. For more information about the methodology used to determine
sector-specific best- and worst-case scenario credit ratings, visit https://www.fitchratings.com/site/re/
10111579.

CURRENT DEVELOPMENTS
Budget Update
Ohio has superior financial resilience that allowed it to absorb the immediate budgetary effects of the
economic downturn. In response to the pandemic, Ohio quickly put in place spending controls
including a hiring freeze, a freeze on pay increases, promotions and new contracts and a request to
state agencies to reduce spending up to 20% for the balance of fiscal years 2020 and 2021, the second
year of the biennial budget. The governor subsequently, by executive order, reduced the fiscal 2020
budget by $775 million, including cuts to education and Medicaid spending. A portion of these carried
over to the fiscal 2021 budget. The state did not rely on any use of the BSF, the state's 'rainy day fund',
to address revenue loss in fiscal 2020.
Ohio's revenue collections, particularly for employment-based income and sales tax, experienced
weakness through the period of reduced activity brought on by the pandemic but have since
recovered. Fiscal 2020 GRF tax receipts were 4.6% ($1.1 billion) below the original budget estimate for
the fiscal year, with personal income tax collections 9.7% ($845 million) below estimate, due largely to
the deferred tax filing deadline, and non-auto sales tax 3% ($283 million) below estimate. The
underperformance in tax collections was partially offset by an increase in federal receipts. Overall GRF
revenues were only 1.6% ($559 million) below estimate and down approximately 1.0% as compared
with fiscal 2019.

The state's fiscal 2021 actual tax revenue performance was stronger than original budget estimates.
Tax receipts exceeded projections by about $1.5 billion (6.2%), with both personal income tax and sales
tax collections ahead by 4.5% and 9.0%, respectively. Total fiscal 2021 revenues exceeded estimates by
about 4.2% and exceeded the prior year by about 18%, or about 13% accounting for deferred tax filing
deadline. Growth was driven by sales and income tax collections (even net of the deferred filing
impact) and also increased federal receipts.
Ohio's biennial budget for fiscal years 2022-2023 assumes about 3% base annual tax revenue growth,
adjusting for the impact of the delayed 2020 income tax payment date. Factoring in policy changes,
including tax revisions, revenues decline by about 4.0% in fiscal 2022, with about 3.4% growth in fiscal
2023. The budget included various tax revisions, with the most significant in terms of fiscal impact
related to personal income tax rate reductions and bracket changes. These changes are estimated to
decrease tax revenues by about $1.6 billion for the biennium, or about 3% of tax revenues. The
estimated revenue decrease associated with all enacted tax revenue revisions is about $2.0 billion for
the biennium, or about 3.9% of tax revenues.
The budget also includes increased spending for K-12 education and a revised funding formula for the
biennium that considers resident income levels in addition to property tax values. In addition to
expanded funding for education, health and Medicaid, the budget includes a $1 billion Investing in
Ohio Initiative that provides one-time funding for business sectors and communities negatively
affected by the pandemic, largely from funding made available by federal pandemic-related stimulus
moneys.
Fiscal 2022 YTD tax revenue performance has been stronger than budget estimates. Collections
through December 2021 show tax receipts exceeding estimates by about $580.3 million or 4.6%. Sales
tax collections exceed estimates by about $212.2 million or 3.4%, while personal income tax collections
are ahead by about $296.4 million or 6.4%. Total YTD revenues are ahead of estimates by a lesser
amount, $434.1 million or 2.4%, reflecting lower than budget federal revenue performance, chiefly
related to lower than expected Medicaid spending.
The state's budget planning has focused on directing one-time revenue sources, including federal
funding, toward nonrecurring expenditures. The BSF balance currently totals $2.7 billion or about 6.8%
of fiscal 2021 revenues. No draws were made on the fund in fiscal years 2020 and 2021, and none are
expected in the current biennium.
Federal Aid Provides Some Support for State Budgets
Federal aid measures enacted since the pandemic's onset are benefiting state budgets and economies.
The Families First Coronavirus Response Act included a 6.2% increase in the Federal Medical Assistance
Percentage (FMAP) for Medicaid for every quarter of the national public health emergency. FMAP is the
rate at which the federal government reimburses states for Medicaid spending. Ohio expects to receive
approximately $350 million each quarter and is assuming the enhanced FMAP rate will continue
through the end of the fiscal year, as indicated by the current federal administration.
The U.S. Treasury allocated $4.5 billion in Coronavirus Aid, Relief and Economic Security (CARES) Act

funds to Ohio, of which about $3.8 billion was received directly by the state, with the balance allocated
to local governments in the state with a population of 500,000 or more. Of the $3.8 billion received by
the state, Ohio shared about $1.2 billion with local governments. State CARES funds have been used
for relief programs for small businesses and communities affected by the pandemic, support of health
and long-term care facilities and personal protective equipment.
The American Rescue Plan ACT (ARPA) allocates about $11 billion in federal funding to the state of Ohio
and its local governments. About $5.4 billion is allocated directly to the state, with an additional $274
million allocation for state capital projects. In addition to infrastructure spending needs and local
government recovery programs, ARPA moneys have also been appropriated for the repayment of a
$1.5 billion borrowing from the federal government that supported the state's Unemployment Trust
Fund.
Economic Update
Mandated shutdowns of nonessential businesses at the pandemic's start resulted in a sharp decline in
economic activity, but with a phased reopening starting in May 2020, activity picked up. Nonfarm
payrolls declined by about 15.8% at the pandemic's start (from February to April 2020) compared with
the national median decline of about 13.7%. Since then, Ohio has seen a recovery in employment, with
about 77.0% of lost jobs regained through December 2021. This is lower than the national median
(about 80.0% regained).
State unemployment has decreased from the high levels at the onset of the pandemic but is currently
higher than the national rate. Ohio's official monthly unemployment rate was 4.5% in December,
higher than the comparable national rate (3.9%). Ohio's much higher 7.8% Fitch-adjusted
unemployment rate, which adds back declines in labor force since February 2020, indicates continuing
labor market challenges.

CREDIT PROFILE
Ohio's economy had demonstrated slow but steady growth leading into the pandemic, with
performance in recent years more in line with national levels, though still slightly lagging. The state's
key employment sectors include transportation, distribution and warehousing of manufactured goods,
which is facilitated by an extensive system of ports on Lake Erie, barge service on the Ohio River and
advanced air-cargo and rail infrastructure. The state experienced a sharp drop in economic activity due
to the onset of the pandemic and related shutdown measures. As these were eased, and with the
benefit of the federal stimulus, activity rebounded. Going forward, economic performance will likely
return to a trend of steady growth that trails the nation.
For additional information on Ohio's IDR, see "Fitch Affirms OH IDR at 'AA+'; Rates Lease Appropriation
Bonds 'AA'; Outlook Revised to Positive," dated Aug. 5, 2021, available at www.fitchratings.com.
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In addition to the sources of information identified in Fitch's applicable criteria specified below, this
action was informed by information from Lumesis.
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