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school district income taxes in Ohio. The interest on the Series H Highway Bonds may be subject to certain
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Purpose: The $160,000,000 General Obligation Highway Capital Improvements Bonds, Series H (the “Series H
Highway Bonds”) are general obligations of the State of Ohio (the “State” or the “Issuer”), issued to pay (i) costs
of highway capital improvements and (ii) certain costs incident to the issuance of the Series H Highway Bonds.

Security and Sources of Payment: The full faith and credit, revenue and taxing power (excluding net State
lottery proceeds) of the State of Ohio, including (but not limited to) fees, excises and license taxes relating to the
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THE SERIES H HIGHWAY BONDS - Security for the Series H Highway Bonds.
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Prior Redemption: The Series H Highway Bonds are subject to redemption prior to maturity by the Issuer
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Maturity
5/1/2005
5/1/2005
5/1/2006
5/1/2007
5/1/2007
5/1/2008
5/1/2008
5/1/2009
5/1/2009
5/1/2010

$160,000,000
STATE OF OHIO
General Obligation Highway Capital Improvements Bonds
Series H
(Full Faith and Credit/Highway User Receipts)

PRINCIPAL MATURITY SCHEDULE

Principal Interest CUSIP No. Principal  Interes
Amonnt Rate Yield Maturity Amount t Yield
Rate

$12,705,000 6.000% 1.030%  677519D80 5/1/2010 $1,475,000 2.600%  2.680%
3,295,000 2.000%  1.030% 677519B90 5/1/2011 14,675,000 5.000%  2.920%
16,000,000 2.000%  1.420% 677519C24 5/1/2011 1,325,000 2.850%  2.920%
10,590,000 5.000% 1.740%  677519D98 5/1/2012 14,780,000 5.000%  3.160%
5,410,000 2.000%  1.740% 677519C32 5/1/2012 1,220,000 3.100%  3.160%
13,000,000 5.000%  2.110% 677519E22 5/1/2013 15,255,000 5.000%  3.350%
3,000,000 2.050%  2.110% 677519C40 5/1/2013 745,000 3.300% - 3.350%
13,800,000  5.000% 2.430% 677519E30 5/1/2014 13,980,000 5.000% 3.500%
2,200,000 2.375%  2.430% 677519C57 5/1/2014 2,020,000 3.450%  3.500%
14,525,000  5.000%  2.680% 677519E48

CUSIP
No.

677519C65
677519E55
677519C73
677519E63
677519C81
677519E71
677519C99
677519E89
677519D23



REGARDING THE USE OF THIS OFFICIAL STATEMENT

This Official Statement does not constitute an offering of any security, other than the original offering of the Series H Highway Bonds of the
State of Ohio identified on the cover. No dealer, broker, salesman or other person has been authorized by the Issuer or the Underwriters to give any
information or to make any representations other than those contained herein and, if given or made, such other information or representations must not
be relied upon as having been authorized by any of the foregoing. This Official Statement does not constitute an offer to sell or the solicitation of an
offer to buy, nor shall there be any sale of the Series H Highway Bonds, by any person in any jurisdiction in which it is unlawful for such person to
make such offer, solicitation or sale. Information set forth herein has been furnished by the Issuer and other sources which are believed to be reliable
but is not guaranteed as to accuracy or completeness by, and is not to be construed as a representation of, the Underwriters. References in this Official
Staterent to statutes, laws, rules, regulations, resolutions, agreements, reports and documents do not purport to be comprehensive or definitive, and all
such references are qualified in their entirety by reference to the particular document, the full text of which may contain qualifications of and
exceptions fo statements made herein. A copy of the Order of the Treasurer (the "Bond Order") authorizing the issuance and sale of the Series H
Highway Bonds and related matters may be inspected at the offices of the Treasurer during normal business hours.

This Official Statement is submitted in connection with the sale of the Series H Highway Bonds referred to herein and may not be reproduced
or used, in whole or in part, for any other purpose. This Official Statement has been approved by the State, acting by and through the Treasurer, and its
use and distribution for the purposes set forth above have been authorized by the State and the Treasurer.

The information and expressions of opinion herein are subject to change without notice. Neither the delivery of this Official Statement nor any
sale made hereunder, under any circumstances, shall create any implication that there has been no change in the affairs of the State since the date
hereof.

The information approved and provided by the State in this Official Statement is the information relating to the particular subjects
provided by the State or State agencies for the purpose. Reliance for the purpose should not be placed on any other information publicly
provided, in any format including electronic, by any State agency for other purposes, including general information provided to the public or
to portions of the public.

Upon issuance, the Series H Highway Bonds will not be registered under the Securities Act of 1933, as amended, or any state securities law
and will not be listed on any stock or other securities exchange. Neither the Securities and Exchange Commission nor any other federal, state,
municipal or other governmental entity or agency, except the Treasurer, will have passed upon the accuracy or adequacy of this Official Statement or
approved the Series H Highway Bonds for sale.

In connection with the offering of the Series H Highway Bonds, the Underwriters may over-allot or effect transactions which stabilize
or maintain the market price of the Series H Highway Bonds at a level above that which might otherwise prevail in the open market. Such
stabilizing, if commenced, may be discontinued at any time.
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$160,000,000
STATE OF OHIO
General Obligation' Highway Capital Improvements Bonds
* Series H
(Full Faith and Credit/Highway User Receipts)

SELECTED SUMMARY STATEMENT

- The following summary supplements certain of the information on the cover page and summarizes selected
other information in this Official Statement relating to the General Obligation Highway. Capital Improvements
Bonds, Series H (the “Series H Highway Bonds”) of the State of Ohio (the "State"). It is not intended as a substitute
for the more detailed discussions in this Official Statement, to-which reference should be made.

ISSUER. The State, by the Treasurer of State.

AUTHORIZATION. The Series H Highway Bonds are authorized and 1ssued on behalf of the State by
the Treasurer pursuant to constitutional and statutory authorizations. The Series H Highway Bonds are the eighth
series of bonds issued pursuant to Section 2m of Article VIII, Ohio Constitution (adopted by the electors of Ohio on
November 7, 1995), Chapter 151, Ohio Revised Code and acts of the Oh10 General Assembly (the "General
Assembly") (collectlvely the "Act") '

SECURITY AND SOURCES OF PAYMENT The Series H nghway Bonds are general. obhgatlons of
the State. The full faith and credit, revenue and taxing power (excluding net State lottery proceeds) of the State,
including (but not limited to) fees, excises and license taxes levied by the State relating to registration, operation or
use of vehicles on public highways or to fuels used for propelling such vehicles, are pledged to the payment of the
principal of and interest on the Series H Highway Bonds. So long as the Series H Highway Bonds are outstanding
those pledged excises and taxes are'to be levied and collected in amounts sufficient to pay the pr1n01pal of and the
interest on the Series H Highway Bonds and certain other bonds as described herein. :

PURPOSE. The Series H nghway Bonds are issued to pay costs of hrghway capital 1mprovements The
1mprovements are identified in or pursuant to General Assembly capital appropriation acts.

PRIOR REDEMPTION. The Series H Highway Bonds are subject to redemptlon prior to maturlty by-the
Issuer, as described herein. For further information regardmg redemptlon see THE SERIES H HIGHWAY
BONDS-Prior Redemption.

FORM AND MANNER OF MAKING PAYMENTS. The Serles H Highway Bonds will be issued as
fully registered bonds, one for each maturity and interest rate, issuable under a book entry only method ‘and
registered initially in the name of Cede & Co. as nominee of The Depository Trust Company ("DTC"), New York,
New York. . There will be no distribution of Series-H Highway Bonds to beneficial owners. Series H Highway
Bonds in certificated form as such will not be transferable or.exchangeable, except for transfer to.another. nommee
of DTC oras otherwise described in this Official Statement. : : T R

Principal and interest will be payable to the registered owner (initially, Cede & Co. as nominee of DTC)
The principal will be payable on presentation and surrender at the office of the Bond Registrar. Interest will be
transmitted by the Bond Registrar on each interest payment date (May 1 and November 1, beglnmng November 1
2004), to the registered holder (the "Holder"): as of the 15th day preceding the interest payment date: - =

‘TAX MATTERS. In the opinion of Bond Counsel, under exrstmg law (i) assummg ‘continuing
compliance with certain covenants and the accuracy of certain representatlons interest oni‘the ‘Series H Highway
Bonds is excluded from gross income for federal income tax -purposes.and is not an item of tax preference for
purposes of the alternative minimum tax-imposed on individuals and corporations under the Internal Revenue Code
of 1986, as amended (the "Code"), and (ii) interest, and any profit made on the sale, exchange or other disposition
of the Series H Highway Bonds, are exempt from the Ohio personal income tax and the net income base of the Ohio
corporate franchise tax, and municipal and school district income taxes in Ohio. Interest on the Bonds may be
subject to certain federal taxes imposed on certain corporations, including the corporate alternative minimum tax on
a portion of it. Certain of the Series H Highway Bonds may be offered and sold to the public at an original issue
discount or premium. .

BOND REGISTRAR. Treasurer of State of the State of Ohio, Columbus, Ohio.
BOND COUNSEL. Calfee, Halter & Griswold LLP, Columbus, Ohio.

UNDERWRITERS. Siebert Brandford Shank & Co., LLC, as Representative of the Underwriters shown
on the cover (collectively, the "Underwriters"). The Series H Highway Bonds have been purchased by the
Underwriters at a price of $173,873,001.40.

FINANCIAL ADVISOR. Seasongood & Mayer, LLC, Cincinnati, Ohio.

Questions regarding this Official Statement or the Series H Highway Bonds should be directed to Paul J.
Steiner, Office of the Treasurer, 30 East Broad Street, Columbus, Ohio 43215-3461, telephone (614) 466-3930.



 INTRODUCTION

This Official Statement has been prepared by the State of Ohio acting by and through the
Treasurer of State to provide certain information in connection with the original issuance and sale of the
State of Ohio General Obligation Highway Capital Improvements Bonds, Series H, to be issued for the
purpose of (i) paying the cost of highway capital improvements, and (i1) paylng certain costs incident to
the issuance of the Series:H Highway Bonds.

Pursuant to Amended Substitute House Bill No. 640 adopted by the 123rd General Assembly of
the State, the Treasurer has succeeded the Commissioners of the Sinking Fund of the State in all matters,
including issuance authority, relating to the State's general obligation financing of capital facilities or
pI‘OJeCtS for highways.

* All financial and other information presented in this Official Statement has been prov1ded by the
State from its official records, except for information expressly attributed to other sources. The
presentation of information, 1nclud1ng tables of receipts from taxes and other sources, is intended to show
recent historical information and is not intended to indicate future or continuing trends in the financial or
other positions of the State. No representation is made that past experience, as might be shown by that
financial and other information, will necessarlly continue in the future.

Reference to provisions of Ohio law, whether codlﬁed in the Ohio Rev1sed Code (“ReV1sed
Code’ ) or uncodified, or of the Ohio Constltutlon are to those provisions as now in effect. Those
provisions may from time to time be amended, repealed or supplemented. o

As used in this Official Statement, “Fiscal Year” means the State's Fiscal Year, currently the
twelve-month period from July 1 through June 30.

THE SERIES H HIGHWAY BONDS

General ‘
The Seftes H Highway Bonds will be issued pursuant to the constitutional and statutory
authorization described herein, the Bond Order and the Order of Award executed by the Treasurer

prov1d1ng for the award of the Series H Highway Bonds pursuant to the Bond Order (the "Order of
Award").

. The Series H Highway Bonds are issuable as fully registered Series H Highway Bonds, in
book-entry form-as described more fully herein under BOOK-ENTRY METHOD, and are dated, bear
interest at the rates per annum, and mature, as set forth on the cover page of this Official Statement.
Interest will be computed on the basis of a 360-day year consisting of twelve 30-day months.

The Treasurer will initially serve as the authenticating agent, bond registrar and paying agent for
the Series H Highway Bonds, and the Bond Order provides that the Treasurer may designate a successor
authenticating agent, bond registrar and paying agent. The Treasurer, while serving in that capac1ty, or
such successor designated by the Treasurer, are collectively referred to as the “Bond Registrar”.

The principal of the Series H Highway Bonds is payable to the Holder (initially Cede & Co., as
nominee of DTC) upon presentation and surrender at the principal office of the Bond Registrar.

Interest on the Series H Highway Bonds is payable by the Bond Registrar by check.or draft,
mailed on each May 1 and November 1 (the “Interest Payment Dates”), beginning November 1, 2004, to
the Holder of record on the Register as of the 15th day of the month next preceding the Interest Payment
Date. So long as the Series H Highway Bonds are immobilized in the custody of a depository pursuant to
a book-entry system, interest on the Series H Highway Bonds will be payable by wire transfer to the
Holder (initially Cede & Co.) on each Interest Payment Date.



Prior Redemption

Optional Redemption. The Series H Highway Bonds maturing after May 1, 2012 are
redeemable at the option of the Issuer on any date on or. after May 1,.2012, in-whole orin part in‘integral
multiples of $5,000 at the following redemption prices expressed as a percentage of the pr1nc1pal amount
of such bonds, plus accrued mterest to the date of redemption: o

(a) Serres H H1ghway Bonds due May I, 2013 (CUSIP No 677519E7l ) are callable at 101. 75%,

: (b) Ser1es H H1ghway Bonds due May 1, 2014 (CUSIP No. 677519E89) are callable between
. May 1,2012 and Aprrl 30, 2013 at: 103%, "and at 101 5% thereafter and

(c) - Series H H1ghway Bonds due May l 2013 (CUSIP No: 677519C99) and May l 2014
~(CUSIP No. 677519D23) are callable at par. =

The Series H Highway Bonds maturlng on or: before May L, 2012 are not subJect to redemptlon
by the Issuer prlor to matur1ty »

Selectlon of Serles H nghway Bonds to be Redeemed Notlce If fewer than all outstandmg
Series H Highway Bonds are called for optional redemption at one time, the Series H-Highway Bonds to
be called will be called in the maturities and the amounts per maturity determined by the Issuer. If fewer
than all of the Series H Highway Interest Bonds of a single maturity are to be.redeemed, the selection of
Series H Highway Bonds (or portions of Series H Highway Bonds in amounts of $5,000 or any integral
multiples) to be redeemed shall be selected by the Bond Registrar at random by:such means as'the Bond
Registrar in its sole discretion may deem fair and appropriate. The portion of any Series H Highway
Bonds of a denomination of more than $5,000 to be redeemed shall be in the principal amount of $5,000
or an integral multiple thereof, and, in. selecting - portions of such Series H Highway Bonds for
redemption, the Bond Registrar shall treat each such Series H Highway. Bond as representing that number.
of Series H Bonds of $5,000 denomination which is obtained by d1v1d1ng the pr1nc1pal amount of such
Series H Highway Bonds to be redeemed in part by $5,000. - co .

* Notice of call for redempt1on shall be g1ven to Holders (1n1t1ally DTC) by mail at least thlrty (30)
days prior to the date set for redemption. Failure to receive any notice by mail .or any defect in such
notice as to any Series H Highway ‘Bond shall not affect the Valldlty of the proceedings -for the
redemption of any Series H- H1ghway Bond. L _ :

ln add1t1on to any other mformatlon to be included in any notlce of redempt1on any such notlce
of redemption shall-identify the Series H Highway Bonds to be redeemed, shall specify the redemption
date and redemption price, and shall state that on the redemption date the Series H Highway Bonds or
portions thereof called for redemption will be payable at the corporate trust ofﬁce of the Bond Reg1strar
and that from that date, interest will cease to accrue. . : :

So long as all Series H nghway Bonds are 1mmob111zed w1th a securities depos1tory (such as
DTC), call notice will be sent by the Bond Registrar only to that depository or its nominee. Selection of
book entry interests in the Series H Highway Bonds:called; and notice of the call to the owners of those
interests called, is the responsibility of the depository; and its Participants (as:hereinafter defined)-and
those working through those Participants. Any failure of DTC to advise any Participant, or:of any:
Participant or any’ person acting through a-Participant to notify the book entry interest owners; of any
such notice and its content or effect will hot affect the validity of any proceedlngs for the redemptlon of
any such Serles H Highway Bonds: See “BOOK ENTRY METHOD. -

Effect of Call for Redemptlon If on the redemptlon date moneys for the redempt1on of all
Series H Highway Bonds to be redeemed, together with interest to the redemption date, shall be held by
the Bond Registrar so a$ to be available therefore ion said date and if notice of redemption shall have been
mailed as provided above, then, from and after the redemption date such Series H Highway Bonds shall
no longer be considered as outstanding. Any moneys remaining unclaimed after the redemption date
pursuant to a call-for redemption shall be paid by the Bond Registrar to the Treasurer, and thereafter the
Holder of that Series H Highway Bond shall look only to the Treasurer for payment and then .only to the
amount so received by the Treasurer without any interest thereon. If said moneys shall not be available



on the redemption date, such Series H Highway Bonds shall continue to bear interest until paid at the
same rate as they would have borne had they not been called for redemption.”

Paying Agent, Bond Registrar and Authenticating Agent

The Bond Order appoints the Treasurer to act as the initial Paying Agent (the "Paying Agent"),
Bond Registrar and Authenticating Agent for the Series H Highway Bonds. As Paying Agent for the
Series H Highway Bonds, the Treasurer will be responsible for paying principal and interest required to
be paid on the Series H Highway Bonds (the "Bond Service Charges"). So long as the Series H Highway
Bonds are held in DTC’s book-entry system (or any successor securities depository’s book-entry system),
the Treasurer will make all payments of Bond Service Charges to DTC (or any successor securities
depository), or its nominee, and not to the Beneficial Owners of the Series H Highway Bonds. See
BOOK-ENTRY METHOD. The Bond Order also provides that the Treasurer may appoint one or more
Paying Agents other than himself to act as Paying Agent with respect to the Series H Highway Bonds.

.  As Bond Registrar, the Treasurer will maintain and keep at his principal office all books and
records necessary for the registration, exchange and transfer of the Series H Highway Bonds, and, as
Authenticating Agent, upon exchange or transfer of Series H Highway Bonds (unless the Series H
Highway Bonds to be exchanged or transferred are held in a book-entry system) will authenticate and
deliver new Series H Highway Bonds.

Security for the Series H nghway Bonds.

The Serles H nghway Bonds are-general obhgatlons of the State. The full faith and credit,
revenue, and taxing power of the State and the Highway User Receipts, all as described below, are
pledged to the timely payment of Bond Service Charges. Payment of Bond Service Charges on the Series
H Highway Bonds is not dependent on, or subject or related in any manner to, progress-on or the
completlon or operatlon of projects constltutmg highway capital 1mprovement prOJects

Pledged Excises and Taxes, Covenant. Bond Service Charges on the Series H nghway Bonds
are payable from and secured by (i) the pledge by the General Assembly of the full faith and credit,
revenue and taxing power of the State (except for net State lottery proceeds) in accordance with the Act,
(ii)-a pledge of all fees, excises, or license taxes relating to the registration, operation, or-use of vehicles
on the public highways or to fuels used for propelling those vehicles, but excluding statutory refunds and
adjustments ("Highway User Receipts") and (iii) moneys deposited in the State Highway Capital
Improvement Bond Service Fund (the "Bond Service Fund") and in any other Special Funds, including all
accounts in those: funds and all moneys deposited therein-and the investment: earnings thereon (the
"Special Funds") (collectively, and subject to the stated exceptions, thé “Pledged Excises and Taxes™).
The State pursuant to Section 151.01(M), Revised Code, covenants that so long as any of the Series H
Highway Bonds are outstanding the State and applicable officers and governmental agencies of the State,
including the General Assembly, shall maintain statutory authority for and cause to be levied, collected
and applied sufficient pledged excises, taxes, and revenues of the State in amounts sufficient to pay in a
tlmely fashlon Bond Service Charges on the Series H Highway Bonds. ;

, As to certain of the Pledged Exc1ses and Taxes, pursuant to Sectlon 9 of Article XII of the Ohio
Constitution; 50% of the State income, .estate and inheritance tax receipts must be returned to the county,
school _district, city, village or township in which such taxes originate. Additionally, Section 2 of
Article XII of the Ohio Constitution limits the amount of the aggregate levy: for all State and local
purposes of ad valorem property taxes, without a vote of the electors or municipal charter provision; to
1% of the property’s true value in money, and Section 5705.02; Revised Code further limits the amount of
such aggregate levy to 1% of the property’s tax valuation (presently 35% of its true or “market” value).
The State'itself currently does not levy any ad valorem taxes on real or tangible personal property.

o Except as noted above, the Pledged Excises and Taxes are as a-whole unhmlted as to amount- to.
the extent required to pay Bond Service Charges on the Serles H Highway Bonds. -

: Substltutlon of Fees, Exclses and Taxes Wlth respect to the Series H nghway Bonds the
Revised Code provides that the General Assembly may from time to time repeal or reduce any excise, tax,
or other source of revenue pledged to the payment of Bond Service Charges, and may: levy-any new or
increased excise, tax, or revenue source to meet the pledge to the payment of debt service on outstanding
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obligations of the State's full faith and credit, revenue, and taxing power. -However, this does not
authorize any impairment of the State's obligation to levy, charge, and collect sufficient pledged excises,
taxes, and revenues to pay debt service on such obligations outstanding in accordance with their terms.

No Diversion of Highway User Receipts. The anti-diversion provisions of Section 5a of Article
XII, Ohio Constitution, prohibit the use of Highway User Receipts for other than the cost of
administration of the laws levying such taxes; statutory refunds and adjustments; payments of Highway
Obligations (as defined in Highway Capital Improvement Bond Service Fund — Pledge); construction,
reconstruction, maintenance and repair of public highways and bridges and other statutory hlghway
purposes; and traffic enforcement and hospitalization of indigent persons injured in motor vehicle
accidents on the public highways. As described above, Highway User Receipts are not and cannot be
pledged to the payment of bonds or any other obhgatlons issued for purposes other than hlghway
purposes referred to in that section, or used for any non-highway related purposes

History of Highway User Receipts. The followrng table sets forth revenues from the Highway
User Receipts pledged for the Series H Highway Bonds and the nghway Obligations previously issued,
and shows by recent Fiscal Years the amounts available to service those obhgatlons issued for h1ghway

purposes.

Highway User .
: Receipts Available.
Fiscal . for Debt Service
1994 - $1,794,312,554.00 -
1995 1,823,505,307.00
1996 1,798,828,084.00
1997 . 2,008,000,009.00
1998 1,943,292,766.00
1999 2,018,460,794.00
2000 2,061,926,988.03 -
2001 ' 1,985,599,455.71
2002 ' - 2,046,550,861.54
2003 2 123,591 241 33

* The amounts shown as Highway User Receipts Available for Debt Serviee Requirements are shown after statutory deductions

The records of the Treasurer are - mamtamed on a cash rather than an accrual ba51s and
accordingly the amounts of the Highway User Receipts set: forth above reflect amounts collected durmg

the respective periods without regard to the period for which they were due and payable

The Ohio Building Authority, acting pursuant to Section 2i of Article VI, Oth Constltutlon and
acts of the General Assembly has issued special obligations for State highway transportation facilities the
owners or holders of which are not given the right to have excises or taxes levied by the General
Assembly to pay. such obligations (see STATE DEBT in Appendix A). Amounts due on these
obligations are paid from biennial appropriationis of Highway User Receipts remaining after the payment
of principal, interest and premlum if any ("Debt Charges") on the nghway Obhgatlons and the Series H

Highway Bonds.

Highway Capital Improvement Bond Servnce Fund — Pledge. The Bond Service Fund has
been established pursuant to Section 151.06, Revised Code, as -a trust fund in the State Treasury pledged
to the payment of principal, including any mandatory smkmg fund or redemption requirements, interest
and premium, if any, required to be paid on obligations issued pursuant to the Act including Highway
Obligations issued by the Treasurer or the Commissioners of the Sinking Fund of the State pursuant to
Chapter 5528 of the Revised Code (collectively the “Highway Obligations”), including the Series H
Highway Bonds. The Act provides that moneys in the Bond Service Fund are immediately subjeet to the
lien of that pledge without further action.



The Act provides that moneys in the Bond Service Fund shall be disbursed on the order of the
Treasurer; provided that no order is required for the payment when due of principal of or interest on the
Highway Obligations, including the Series H Highway Bonds.

The Act further provides that a sufficient amount of moneys of the State is committed and shall
be paid into the Bond Service Fund in each year for the purpose of paying the Debt Charges on the
Highway Obligations, including the Series H Highway Bonds, becoming due in that year. In addition, in
the event the balance in the Bond Service Fund is insufficient to pay when due the Debt Charges on the
Highway Obligations, Section 151.06, Revised Code, requires the transfer to the Bond Service Fund of
undistributed receipts derived from the Pledged Excises and Taxes sufficient for the payment of those
Debt Charges.

Constitational Authorization

Section 2m of Article VIII, Ohio Constitution, adopted by the electors on November 7, 1995, is
the constitutional amendment under which the Series H Highway Bonds are authorized to be issued. It
provides in pertinent part that the General Assembly may provide by law for the issuance of tax supported
Highway Obligations the holders or owners of which are given the right to have excises and taxes levied
by the General Assembly for the payment of the Debt Charges thereon. Section 2m further provides that
such Highway Obligations shall be incurred for the purpose of financing or assisting in the financing of
the cost of highway capital improvements of the State. Outstanding series of Highway Obligations, the
Series H Highway Bonds and any subsequently issued Highway Obligations have been, are and will be
issued pursuant to this constitutional authorization and implementing legislation. Section 2m further
provides that not more than $220,000,000 principal amount of Highway Obligations, plus the principal
amount of Highway Obligations that in any prior Fiscal Years could have been but were not issued within

the $220,000,000 fiscal year limit, may be issued in any Fiscal Year pursuant to Section 2m and that the
total principal amount of Highway Obligations outstanding under Section 2m may not exceed

$1,200,000,000; provided, however, that the principal amount of Highway Obligations issued to retire or
refund Highway Obligations previously issued shall not be counted against the fiscal year or total
issuance limitations to the extent that such principal amount does not exceed the principal amount of
Highway Obligations to be refunded. :

Section 2m further provides that each series of Highway Obligations issued under Section 2m
must mature in not more than 30 years from the date of issuance, or, if issued to retire or refund Highway
Obligations previously issued under Section 2m, within 30 years from the date the debt to be retired or
refunded was originally contracted.

Statutory Authorization

Section 2m of Article VIII, Ohio Constitution, is implemented by the General Assembly through
Chapter 151 of the Revised Code, with the adoption from time to time of laws authorizing the issuance of
Highway Obligations pursuant to Section 2m and appropriating the proceeds for purposes for which those
Highway Obligations may be issued. Authority to issue installments of Highway Obligations or other
obligations in amounts authorized by the General Assembly is conferred upon the Treasurer by Section
151.06, Revised Code.

The ‘Act provides that the proceeds of Highway Obligations, such as the Series H Highway
Bonds, are to be deposited in the Highway Capital Improvement Fund, created by Section 151.06,
Revised Code, to pay amounts charged to that Fund when due as estimated by the Director of the Office
of Budget and Management of the State (the "Office of Budget and Management" or "OBM").

The General Assembly has authorized the issuance of Highway Obligations pursuant to Section
2m of Article VIII in an aggregate principal amount not to exceed $420,000,000 in Fiscal Year 2004, plus
any carry-over from an unissued prior Fiscal Year authorization, the net proceeds of which are to be
deposited in the Highway Capital Improvement Fund. In total, the General Assembly has authorized
$1,770,000,000 of Highway Obligations, of which $1,135,000,000 has heretofore been issued and
$737,500,000 is outstanding, leaving a remaining statutory authorization of $635,000,000. The Treasurer
has determined, based on a certification of the Director of Transportation of the State, that Series H
Highway Bonds must be issued in an aggregate principal amount of approximately $160,000,000 in order
to assure sufficient moneys to the credit of the Highway Capital Improvement Fund to pay costs expected
to be charged to that Fund. Finally, the Treasurer has by the Bond Order authorized the issuance of the
Series H Highway Bonds in the aggregate principal amount of $160,000,000 for the purpose of making a
deposit in the Highway Capital Improvement Fund.



The Highway Capital Improvements Program

The proceeds of the Series H Highway Bonds, with other moneys from time to time in the
Highway Capital Improvement Fund, including proceeds of other Highway Obligations, will be applied to
the costs of highway capital improvements as provided in the applicable appropriation acts of the General
Assembly.

Specifically, Highway Obligations are issued for the purpose of paying costs of construction,
reconstruction, or other improvements of highways, including those on the state highway system and
urban extensions thereof, those within or leading to public parks or recreation aréas and those within or
leading to municipal corporations and shall include, without limitation, the cost of acquisition,
construction, reconstruction, expansion, improvement, planning and equipping thereof. -

The Series H Highway Bonds are the eighth series of Highway Obligations pursuant to Section
2m of Article VIII, Ohio Constitution, and its implementing provisions for the purpose of financing or
assisting in the financing of highway capital improvemeént projects. “After the issuance of the Series H
Highway Bonds, there will have been issued $1,295,000,000 aggregate original principal amount of
Highway Obligations pursuant to Section 2m of Article VIII, Ohio Constitution. No notes have been
issued or authorized to be issued by the Treasurer in anticipation of the issuance of thé Series H Highway
Bonds. Additional Highway Obligations are expected to be issued from time to time pursuant to Section
2m of Article VIII, Ohio Constltutlon 1ts 1mplementmg provisions and General Assembly authorlzatlons

Purpose and Application of Proceeds R

The Series H nghway Bonds are to be issued for the purpose of (1) paying the cost of hlghway
capital improvement projects, and (ii) paying certain other allowable costs related or incidental to the
“issuance of the Series H Highway Bonds. -

The Bond Order prov1des that the proceeds from the sale of the Serles H nghway Bonds shall be
allocated as follows:

(a) A portion of the proceeds to the Highway Capltal Improvement Bond Service Fund.

~(b) A portion of the proceeds to the State of Oh1o H1ghway Capital Improvements Bonds,
Series H Cost of Issuance Fund. o

(¢c) - The balance of the proceeds to the Highway Cap1ta1 Improvement Fund created pursuant
to Section 5528.53, Revised Code (the "Hrghway Capital Improvement Fund")



SOURCES AND USES OF FUNDS

The proceeds of the Series H Highway Bonds will be applied for the following uses and in the respective
estimated amounts:

Sources of Funds

. Par Amount of Series H Highway Bonds $160,000,000.00

Plus: Net Premium 14,761,211.40

Total Sources of Funds $174761211.40

Uses of Funds: :

Deposit to Highway Cap1ta1 Improvement Fund $160,000,000.00

Deposit to Bond Service Fund : 13,553,665.10
Costs of Issuance

(including Underwriters' Discount) 1,207,546.30

Total Uses of Funds . $174.761,211.40

- The proceeds of the Series H nghway Bonds deposited in the Highway Capltal Improvement
Fund, together with other moneys from time to time in the Highway Capital Improvement Fund,
1nclud1ng the proceeds of other Highway Obligations, will be applied to highway capital improvement
projects in accordance with the provisions of the Act, and the applicable Bond Order and any subsequent
orders of the Treasurer, as applicable. The nghway Capital Improvement Fund is not pledged to the
payment of Bond Service Charges on the Series H Highway Bonds. _

' BOND DEBT SERVICE

.. The following table sets forth for each Fiscal Year (July 1 through June 30) the amount scheduled
to be paid for principal and interest on the Series H Highway Bonds.

2005 , $16,000,000.00 $8,234,137.02 $24,234,137.02
2006 - o 16,000,000.00 - 6,280,407.50 22,280,407.50
2007 16,000,000.00 5,960,407.50 21,960,407.50
- 2008 . -16,000,000.00 , 5,322,707.50 - . 21,322,707.50
2009 - 16,000,000.00 4,611,207.50 < - ©20,611,207.50
2010 16,000,000.00 3,868,957.50 19,868,957.50
2011 16,000,000.00 3,104,357.50 19,104,357.50
2012 16,000,000.00 2,332,845.00 18,332,845.00
2013 16,000,000.00 1,556,025.00 17,556,025.00
2014 16,000,000.00 768,690.00 16,768,690.00

BOOK-ENTRY METHOD

General

The information in this section concerning DTC and DTC’s book-entry system has been obtained
from sources that the State and the Treasurer believe to be reliable, but neither the State nor the Treasurer
takes any responsibility for the accuracy or completeness thereof.

Direct Participants and Indirect Participants (each as defined below) may impose service
charges on book-entry interest owners in certain cases. Purchasers of book-entry interests should discuss
that possibility with their brokers.



The State and the Treasurer:

¢ Have no role in the purchase, transfer or sale of book entry interests. The rights. of book
entry interest owners to transfer or pledge their interests, and the manner of transferring
or pledging those interests, may be subject to applicable state law. Book-entry interest
owners may want to discuss with their legal advisers the manner of transferring or

.. pledging their book-entry interests. :

e . Have no responsibility or liability for any aspects of the records or notices relating to, or
payments made on-account of, book eniry interest ownership, or for maintaining,
supervising or reviewing any records relating to that ownership.

e Can not and do not give any assurances that DTC, Direct Participants, Indirect
Participants or others will distribute payments to book entry interest -owners of Bond
Service Charges on the Series H Highway Bonds paid to Cede & Co. as the registered
owner, or will give any redemption or other notices, to the book entry interest owners, or
that they will do so on:a timely basis, or that DIC. w111 serve and act in a-manner
described in this Official Statement L »

The Series H Highway Bonds will be 1ssued and issuable only as fully reglstered Bonds one for»
each respective maturity and interest rate per maturity, in the name of CEDE & Co. as nominee for The
Depository Trust Company, New York, New York (DTC), as registered owner of all the Series H
Highway Bonds. Those fully registered Series H Highway Bonds will be retained and immobilized in the
custody of DTC or its agent. For ease of reference in this discussion, reference to “DTC” includes when
apphcable any successor securities deposrtory and the nominee of the dep031tory o

For all purposes under the bond proceedings, DTC, or its nominee, will be and w1ll be cons1dered
by the Treasurer to be the owner or holder of the Series H nghway Bonds

Owners of book-entry interests in the Serles H Highway Bonds will nerther receive nor have the
right to receive physical delivery of bond certificates for the Series H Highway Bonds and will not be ‘or’
be considered to be, and will not have any rights as, registered owners ("Holders") of Series H Highway
Bonds under the bond proceedings.

DTC isa hmlted-purpose trust company orgamzed under the New York Bankrng Law a"banking
organization" within the meaning of the New York Banking Law, a member of the Federal Reserve
System, a "clearing corporation" within the meaning of the New York Uniform Commercial Code, and a
"clearing agency" registered pursuant to the provisions of Section 17A of the Securities Exchange Act of
1934. DTC holds and provides asset servicing for over 2 million issues of-U.S. and non-U.S. equity
issues, corporate and municipal debt issues, and money market instruments from over 85 countries that
DTC’s participants -("Direct Participants") deposit with DTC. DTC also facilitates the post-trade
settlement among Direct Participants of sales and other securities transactions in deposited securities;
through electronic computerized book-entry transfers and pledges between Direct Participants’ accounts.
This eliminates the need for physical movement of securities certificates. Direct Participants include both
U.S. and ‘non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, and
certain - other- organizations. DTC is a wholly owned subs1d1ary of The Depository Trust & Clearing-
Corporation -("DTCC"). DTCC, in turn, is owned by a number of Direct Participants of DTC and:
Members: of the National Securltres Clearlng Corporation ("NSCC"), Government Securities Cleating
Corporation: ("GSCC"), MBS Clearing Corporation ("MBSCC") and Emerging Markets Clearing
Corporation ("EMCC") (NSCC, GSCC, MBSCC, and EMCC, also subsidiaries of DTCC), as well as by
the: New: York Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of
Securitiés Dealers, Inc. Access to the DTC system is also available to others such as both U.S. and non-
U.S. securities brokers and dealers, banks, trust companies, and clearing corporations that clear through or
maintain a custodial relationship with a Direct Participant, either directly or indirectly ("Indirect
Participants"). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable to its
Participants are on file with the Securltles and Exchange Commission. More 1nformat10n about DTC can
be found at www.dtcc.com

Purchases of Series H Highway Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Series H Highway Bonds on DTC’s records. The

9




ownership interest of each actual purchaser of each Series H Highway Bond ("Beneficial Owner") is in
turn to be recorded on the Direct and Indirect Participants’ records. Beneficial Owners will not receive
written confirmation from DTC of their purchases. Beneficial Owners are, however, expected to receive
written confirmations providing details of the transaction, as well as per1od10 statements of their holdings,
from the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction.
Transfers of ownership interests in the Series'H Highway Bonds are to be accomplished by entries made
on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial
Owners will not receive certificates representing their ownership interests in Series H Highway Bonds,
except in the event that use of the book-entry system for the Series H Highway Bonds is discontinued.
See Revision of Book Entry System; Replacement Series H Highway Bonds.

To facilitate subsequent transfers, all Series H Highway Bonds deposited by Direct Participants
with DTC are registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as
may be requested by an authorized representative of DTC. ' The deposit of the Series H Highway Bonds
with DTC and their registration in the name of Cede & Co. or such other DTC nominee do not effect any
change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Series H
Highway Bonds; DTC’s records reflect only the identity of the Direct Participants to‘whose accounts such
Series H Highway Bonds are credited, which may or may not be the Beneficial Owners. The Direct and
Indirect Participants will remain respon31ble for keepmg account of their holdmgs on behalf of their
customers. : ; : oo

Conveyance of notices and other communications by DTC to Direct Participants, by ’Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners shall be governed by' arrangements among them, subject to any statutory or regulatory
requirements as may be in effect from time to time. Beneficial Owners of Series H Highway Bonds may
wish to take certain steps to augment the transmission to them of notices of significant events with respect
to the Series H Highway Bonds, such as tenders, defaults, and proposed amendments to the documents
relating to the Series H Highway Bonds. For example, Beneficial Owners of Series H Highway Bonds
may wish to ascertain that the nominee holding the Series H Highway Bonds for their benefit has agreed
to. obtain and transmit. notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to
provide their names and addresses to the Trustee as reglstrar and request that copies of notices be
provided directly to them. : :

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to
the. Series H Highway Bonds unless authorized by a Direct Participant in accordance with: DTC’s
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer as soon as possible
after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those
Direct Partlclpants to whose accounts the Series H Highway Bonds are credited on the record date
(identified in a hstmg attached to the Omnibus Proxy).

Dlstrlbuuons and interest payments on the Series H Highway Bonds will be made to Cede & Co.,
or such other nominee as may be requested by an authorized representative of DTC. DTC’s practice-is to
credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail information
from the Issuer or the Treasurer, on payable date in accordance with their respective holdings shown on
DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing instructions
and customary. practices, as is the case with securities held for the accounts of customers in bearer form or
registered in "street name," and will be the responsibility -of such Participant and not of DTC (nor its
nominee), the Treasurer or the State, subject to any statutory or regulatory requirements as may be in
effect from time to time. - Payment of dlstrlbutlons distributions, and interest payments to Cede & Co. (or
such other nominee as may be requested by an authorized representative of DTC) is the responsibility of
the State, disbursement of such payments to Direct Participants will be the responsibility of DTC, and
disbursement of such payments to the Beneficial Owners will be the respon31b111ty of Direct and Indirect
Participants. : :

DTC may discontinue providing its services as depository with respect to the Series H Highway
Bonds at any time by giving reasonable notice to the Treasurer. Under such circumstances, in the event
that a successor depository is not obtained, Series H Highway Bond certificates are required to be printed
and delivered.
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The Treasurer may decide to discontinue use of the system of book-entry transfers through DTC
(or a successor securities depository). In that event, Series H Highway Bond certificates will be printed
and delivered. See Revision of Book Entry System; Replacement Series H Highway Bonds.

Revision of Book Entry System; Replacement Series H Highway Bonds

The Bond Order provides for the issuance of fully registered Series H Highway Bond certificates
(“Replacement Series H Highway Bonds™) directly to Holders of Series H Highway Bonds other than
DTC in the event that DTC determines not to continue to act as securities depository for the Series H
Highway Bonds or the Treasurer determines to exit the: Series H Highway Bonds from a depository.
Upon occutrence of either of these events, the Treasurer may in his discretion attempt to have established
a securities depository book-entry relationship with another securities depository. If the Treasurer does
not do so, or is unable to do so, and after the Treasurer has made provisions for notification of the owners
of book-entry interests in Series H Highway Bonds by appropriate notice to DTC, the Treasurer and the
Bond Registrar (if other than the Treasurer) shall authenticate and deliver Replacement Series H Highway
Bonds of any one maturity and interest rate in the denomination of $5,000 principal amount or any
integral multiple thereof with respect to Series H Highway Bonds to or at the direction, and at the expense
(including printing costs), if the event is not the result of Issuer action or inaction, of those persons
requesting authentication and delivery. :

The Replacemen’c Series H Hvighway Bonds will be- exchangeable for Replacement Series H
Highway Bonds of authorized denominations, and transferable, at the principal office of the Bond
Reglstrar as authenticating agent, w1thout charge (except taxes or governmental fees)

TAX MATTERS

General

In the opinion of Bond Counsel, under existing law (i) interest on the Series H Highway Bonds is
excluded from gross income for federal income tax purposes under Section 103(a) of the Internal
Revenue Code of 1986, as amended, and is not an item of tax preference under Section 57 of the Code for
purposes of the alternative minimum tax imposed on individuals and corporations, and (ii) interest on the
Series H Highway Bonds, and any profit made on their sale, exchange or other disposition, are exempt
from the Ohio personal income tax, the net income base of the Ohio corporate franchise tax and municipal
and school district income taxes in Ohio. Bond Counsel will express no opmlon as to any other tax
consequences regardmg the Series H Highway Bonds.

The opinion on tax matters will be based on and will assume the accuracy of certain
representations and certifications, and continuing compliance with certain covenants, of the Treasurer to

be contained in the transcript of proceed’ings and which are intended to evidence and assure the foregoing,
including that the Series H Highway Bonds are and will remain obligations the interest on which is

excluded from gross income for federal income tax purposes. Bond Counsel will not mdependently
verify the accuracy of the representations and certlﬁcatlons made by the Treasurer. '

The Code prescribes a number of qualifications and conditions for the interest on state and local
government obligations to be and to remain excluded from gross income for federal income tax purposes,
some of which, including provisions for potential payments by the Tssuer to the federal government,
require future or continued compliance after issuance in order for the interest to be and to remain so.
excluded from the date of issuance. Noncomphance with these requirements could cause the interest on
the Series H Highway Bonds to be included in gross income for federal income tax purposes and to be
subject to federal income tax retroactively to the date of their issuance. The Treasurer has covenanted to
take actions required for the interest on the Series H Highway Bonds to be and to remain excluded from
gross income for federal i 1ncome tax purposes, and not to take any actions that would adversely affect that
exclusion.

Under Code provisions applicable only to certain corporations (as defined for federal income tax
purposes), a portion of the excess of adjusted current earnings (which includes interest on all tax-exempt
bonds, including the Series H Highway Bonds) over other alternative minimum taxable income, is
included - in alternative minimum taxable income which may be subject to a corporate alternative
minimum tax.- In addition, interest on the Series H Highway Bonds may also be subject to a branch
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profits tax imposed on certain foreign corporations doing business 1n the Umted States and to a tax
imposed on excess net passive income of certain S corporatlons :

Under the Code, the exclusion of interest from gross income for federal income tax purposes can
have certain adverse federal income tax c consequences on items of income, deductions or-credits for
certain taxpayers, including among them financial institutions, certain insurance companies, recipients of
Social Security and Railroad Retirement benefits,. those that are deemed to incur or continue indebtedness
to acquire or carry tax-exempt obligations and individuals. otherwise eligible for the earned income credit.
The applicability and extent of these or other tax consequences will depend upon the particular tax status
or other tax items of the owner of the Series H Highway Bonds or of book- -entry 1nterests Bond Counsel
will express no opinion regarding such consequences. : :

From time to time there are legislative proposals in Congress which, if enacted, could alter or
amend the federal tax matters referred to or adversely affect the market value of the Series H Highway
Bonds. It cannot be predicted whether or in what form any such proposal might be enacted or whether, if
enacted, it would apply to obligations, such as the Series H Highway Bonds (and book-entry interests in
those Series H Highway Bonds), issued prior to enactment.

. The discussion of tax matters in this Official Statement applies only- in the case of purchasers of
Series H Highway Bonds at their original issuance. It does not address any other tax consequences, such
as, among others, the consequence of the existence of any market dlscount to subsequent purchasers of
the Series H nghway Bonds.

The foregoing is not intended as a detailed or comprehensive description of all possible tax
consequences of purchasing or holding the Series H Highway Bonds. Persons considering the purchase
of Series H Highway Bonds should consult with their tax advisors as to the consequences of buying or
holding Series H Highway Bonds and their particular circumstances.

Original Issue Premium

, Each of the Series H H1ghway Bonds except certam of the Series H Highway Bonds maturing in
the years 2008 through 2014, are being sold to the public at a price greater than the principal amount-
payable at maturity or earlier call date (the "Premium Bonds™). As a result, the Premium Bonds will be
considered to be issued with amortizable bond premium (the “Bond Premium’ ’). A taxpayer who acquires
a book-entry interest in a Premium Bond in the initial public offering will be required to adjust his or her
basis in the Premium Bond downward as a result of the amortization of the Bond Premium, pursuant to
Section 1016(a)(5) of the Code. The amount of amortizable Bond Premium will be computed on the basis
of the taxpayer’s yield to maturity with compounding at the end of each accrual period. Rules for
determining (i) the amount of amortizable Bond Premium and (ii) the amount amortizable in a particular
year are set forth in Section 171(b) of the Code. No income tax déduction for the amount of amortizable
Bond Premium will be allowed pursuant to Section 171(a)(2) of the Code. The amortization of Bond
Premium may be taken into account as a reduction in the amount of tax-exempt income for purposes of
determining other tax consequences of owning the Premium Bonds.

HOLDERS OR OWNERS OF A BOOK-ENTRY INTEREST IN THE PREMIUM BONDS
SHOULD CONSULT THEIR TAX ADVISORS WITH RESPECT TO THE PRECISE
DETERMINATION FOR FEDERAL INCOME TAX PURPOSES OF THE TREATMENT OF BOND
PREMIUM UPON SALE OR DISPOSITION OF SUCH PREMIUM BONDS AND WITH RESPECT
TO THE STATE AND LOCAL TAX CONSEQUENCES OF OWNING AND DISPOSING OF THE
PREMIUM BONDS. ’ _ ',

Spec1a1 rules governmg the treatment of Bond Premium, which are applicable to dealers in tax-

exempt securities, are found at Section 75 of the Code. Dealers in tax- -exempt securities are urged to
consult their own tax advisors concerning the treatment of Bond Premium.

Original Issue Discount

Certain Series H Highway Bonds maturing in 2008 through 2014 (the "Discount Bonds").are/
being sold to the public at a price of less than 100% of their face amount. The following information,
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which has not been included in the opinion of Bond Counsel may be helpful to prospective purchasers of
the Discount Bonds.

Under present federal income tax law, original issue discount (i.e., the difference between the
issue price, as hereinafter defined, of a Discount Bond and the stated redemption price at maturity of such
Discount Bond) is treated as accruing (“accreted”) over the term. of such Discount Bond for purposes of
determining the adjusted basis, for federal income tax purposes, of the owner of a book-entry interest in a
Discount Bond but is not included in such owner’s gross income for federal income tax purposes.
Consequently, a purchaser of a book-entry interest in a Discount Bond in the initial offering at the
offermg price at which a substantial amount of the Discount Bonds were sold to the public (the “issue
price”) who holds such Discount Bond to its maturity would not realize any gain or loss for federal
income tax purposes upon payment of the stated redemption price of that Discount Bond at maturity.

In general, the amount of original. issue discount which is to be accreted in each “accretion
period” will equal (i) the issue price of that Discount Bond, increased by the amount of original issue
discount which has been accreted in all prior accretion perrods multiplied by (ii) the initial offering yield
of that Discount Bond reflected on the cover page of this Official Statement (determined on the basis of
compounding at the close of each accretion period and properly adjusted for the length of the accretion
period) minus interest actually paid during such accretion period: For these purposes, “accretion period”
means a six-month period (or shorter period from the date the Discount Bond was issued) which ends on a
day in the calendar year corresponding to the maturity date of that Discount Bond or the date six months
before such maturity date. The amount of original issue discount so accreted in a partlcular accretion
perlod will be considered to accrete ratably on cach day of the accretion perlod

~ PROSPECTIVE PURCHASERS OF A" BOOK-ENTRY INTEREST IN THE DISCOUNT
BONDS SHOULD CONSULT THEIR TAX ADVISORS AS TO THE TAX CONSEQUENCES OF
THE PURCHASE, SALE, TRANSFER, REDEMPTION, PAYMENT, OR OTHER DISPOSITION OF
THE DISCOUNT BONDS, INCLUDING, WITHOUT LIMITATION, MODIFICATIONS TO THE
METHOD FOR 'ACCRETING ORIGINAL ISSUE DISCOUNT FOR CERTAIN SUBSEQUENT
PURCHASERS, AND INCLUDING THE EFFECT OF ANY APPLICABLE STATE OR LOCAL
INCOME TAX LAWS.

- LITIGATION

" There is no litigation pendlng contestlng the Val1d1ty of the Serles H nghway Bonds or the
proceedings for their authorization, issuance, sale, execution and delivery. An opinion of the Attorney
General of the State to the effect that to. the best of his knowledge no litigation is pending contesting the
validity of the Series H Highway Bonds or the proceedings for the authorization, issuance, sale, execution
and delivery thereof will be delivered to the Underwriters at the tlme of original dehvery of the Series H
Highway Bonds.

The State is a party to various legal proceedings seeking damages or injunctive or other relief and
generally incidental to its operations, but unrelated to the Series H Highway Bonds or the security for the
Series H Highway Bonds. The ultimate disposition of these proceedings is not now determinable, but in
the opinion of the Attorney General will not have a material adverse effect on the Series H nghway
Bonds or the securlty for the Series H H1ghway Bonds A

LEGAL OPINIONS

Legal matters incident to the issuance of the Series H Highway Bonds and with regard to thelr
tax-exempt status (see "TAX MATTERS") are subject to the legal opinion of Calfee, Halter & Griswold
LLP, Columbus, Ohio, Bond Counsel. A signed legal opinion dated as of, and prem1sed on the transcript
of proceedings examined and the law in effect on, the date of original delivery of the Series H Highway
Bonds will be delivered to the Underwriters at the time of that original delivery.

The proposed text of the legal opinions.is included as Exhibit A hereto. The opinion will speak
only as of its date, and subsequent distribution of it by recirculation of this Official Statement or
otherwise shall create no implication that Bond Counsel has reviewed or expresses any -opinion
concerning any of the matters referred to in that opinion subsequent to its date.
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Bond Counsel has reviewed those portions of this. Official Statement under the captions “THE
SERIES H HIGHWAY BONDS”, “TAX MATTERS”, “ELIGIBILITY FOR INVESTMENT AND
AS PUBLIC FUNDS SECURITY” and “CONTINUING DISCLOSURE AGREEMENT”, and will
deliver to the Underwriters an opinion as to the fairness and accuracy of those portions.

Certain legal matters will be passed upon for the Underwriters by their counsel, Carlile Patchen &
Murphy LLP.

RATINGS

As noted on the cover page of this Official Statement, Moody's Investors Service, Inc.
(“Moody's”), Standard- & Poor's Rating Services, a Division of The McGraw-Hill Corporation, Inc.
(“Standard & Poor’s™), and Fitch, Inc. (“Fitch™), have assigned their ratings of “Aal”, “AAA” and
“AA+”, respectively, to the Series H Highway Bonds. The ratings when assigned and in effect from time
to time reflect only the views of the rating organizations. The explanation of its views and the meaning
and significance of the rating may be obtained from the rating agency assigning it. The State furnished to
each rating agency certain information and materials relating to the Series H Highway Bonds, the State
and the Treasurer, some of which may not have been included in this Official Statement. Generally,
rating agencies base their ratings on that information and materials, and on their own investigations,
studies, and assumptions.

There can be no assurance that a rating when assigned will continue for any given time, or that a
rating will not be lowered or withdrawn entirely by a rating agency if in its judgment circumstances so
warrant. Any downward change in or withdrawal of a rating may have an adverse effect on the
marketability or market price of the Series H Highway Bonds.

On December 19, 2001, Moody's announced that it had changed its "¢redit outlook™ from "stable"
to "negative" on eleven states including Ohio. A change in "outlook" is not a rating change, but does,
according to Moody's, convey that agency's assessment that there are developing trends or events that
could result iri a more intensive examination or rating review. :

On July 9, 2003, S&P revised its "outlook" on the State to "stable” from "negative". According
to S&P, this change in "outlook" is not a rating change, but does assess the potential direction of a long
term credit rating over the 1ntermed1ate to longer term,; a rating outlook of "stable" means that a rating is
not l1kely to change. :

FINANCIAL ADVISOR

Seasongood & Mayer, LLC, Cincinnati, Ohio, is serving as financial advisor to the Treasurer in
connection with the issuance and sale of the Series H Highway Bonds.

UNDERWRITING

Siebert Brandford Shank & Co., LLC, as representative of the Underwriters, has agreed in the
Bond Purchase Agreement, subject to certain conditions, to purchase the Series H Highway Bonds from
the Issuer at a price of $173,873,001.40 (consisting of the par amount thereof, plus net premium of
$14,761,211.40, less underwriting discount of $888,210.00), plus accrued interest to the date of delivery
of the Series H Highway Bonds. The Underwriters are obligated to purchase all the Series H Highway
Bonds if any are purchased. The Series H Highway Bonds may be offered and sold by the Underwriters
to certain dealers at prices lower than the public offering prices, and the public offering prices may be
changed from time to time. :

TRANSCRIPT AND CLOSING CERTIFICATES

A complete transcript of proceedings and no-litigation certificate (as described above) will be
delivered by the Treasurer when Series H Highway Bonds are delivered to the original purchaser. At that
time the Treasurer will furnish to the original purchaser a certificate relating to the accuracy and
completeness of this Official Statement, (including matters set forth in or contemplated by it), and to its
being a “final official statement” in the Treasurer's judgment for purposes of SEC Rule 15¢2-12 (the
“Rule”).
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CONTINUING DISCLOSURE AGREEMENT

The Treasurer has agreed, for the benefit of the holders and beneficial owners of Series H
Highway Bonds, in accordance with the Rule, to provide or cause to be provided such financial
information and operating data ("Annual Information"), audited financial statements and notices, in such
manner, as may be required for purposes of paragraph (b)(5)(i) of the Rule (“Continuing Disclosure
Agreement”), including specifically the following:

The Treasurer will provide, or cause to be provided, to each SEC-designated nationally
recognized municipal securities information repository (“NRMSIR”) and to the State Information
Depository (“SID”):

L 4

Annual Information for each Fiscal Year (beginning with Fiscal Year 2004) not later than the
90th day following the end of the Fiscal Year (or, if that is not a State business day, the next
State business day), consisting of annual financial information and operating data of the type
included in the table in the Official Statement under the heading History of Highway User
Receipts and in APPENDIX A of this Official Statement under the captions Fiscal Matters,
State Debts and Tax Levels and Tax Bases. The Treasurer expects that Annual
Information will be provided directly by the State (specifically, by OBM) and may be

- provided in part by cross-reference to other documents, such as the State's Comprehensive

Annual Financial Report ("CAFR"), and subsequent applicable final official statements.

When and if available, audited general purpose financial statements of the State for. each

- Fiscal Year. The Treasurer expects that those financial statements will be prepared, that they

will be available separately from the Annual Information, and that the accounting principles
to be applied in their preparation will, except as may otherwise then be stated, be as
described under and by reference in Appendix A - Accounts and Controls; Financial
Reports

The Treasurer will provide to each NRMSIR (or to the Munlclpal Securltles Rulemakmg Board),.
and to the SID, in a timely manner, notlce of: -

The occurrence of any of the followmg events, within the meanmg of the Rule with respect
to Serles H nghway Bonds if materlal

principal and interest payment delinquencies;

non-payment related defaults;

unscheduled draws on any debt service reserves reﬂectlng financial difficulties;
unscheduled draws on credit enhancements reflecting financial dlfﬁcultles

substitution of credit or liquidity providers, or their failure to perform;
adverse tax opinions or events affecting the tax-exempt status of Series H Highway

Bonds;

e modlﬁcatlons to nghts of holders or beneﬁmal owiers;

e defeasances; -

+ release, substltutlon or sale of property secunng repayment of Senes H nghway Bonds
and
* rating changes.

The failure to provide the Annuel Infofnxation Within the speciﬁed time. . | . e

Any change in the accountmg pr1n01ples applied in the preparation- of the annual ﬁnanc1a1
statements or in the Fiscal Year, any failure of the General Assembly to appropriate funds for
the purpose of paying costs to be incurred by the State in performing the Cont1nu1ng
Disclosure Agreement for the: applicable fiscal penod (biennium), and termmatlon of the
Continuing Disclosure Agreement. , ‘

There are no debt service reserves, or credit enhancements or credit or liquidity providers, for
Series H Highway Bonds, or any property (except the Special Funds) securing their repayment.
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The Treasurer reserves the right to amend the Continuing Disclosure Agreement and to obtain a
waiver of noncompliance with respect to any provision of the Agreement, as may be necessary or
appropriate:

* To achieve its compliance with any applicable federal securities law or rules.

* To cure any ambiguity, inconsistency or formal defect or omission.

+ To address any change in circumstances arising from a change in legal requirements, change
in law, or change in the identity, nature, or status of the Treasurer.

Any such amendment or waiver will not be effective unless the Continuing Disclosure Agreement
(as amended or taking into account the waiver) would have complied with the requirements of the Rule at
the time of the primary offering of Series H Highway Bonds, after taking into account any applicable
amendments to or official interpretations of the Rule, as well as any change in circumstances, and until
the Treasurer shall have received either:

+ A written opinion of bond or other qualified independent special counsel selected by the
Treasurer that the amendment or waiver would not materially impair the interest of holders
or beneficial owners of Series H Highway Bonds, or

" The written consent to the amendment, or waiver, by the holders of at least a majority of the
aggregate outstanding principal amount of the Series H Highway Bonds.

The Continuing Disclosure Agreement, by provision in the Bond Order, will be solely for the
benefit of the holders and beneficial owners of Series H Highway Bonds including holders of book-entry
interests in them. The right to enforce the provisions of that Continuing Disclosure Agreement may be
limited to a right of the holders or beneficial owners to enforce to the extent permitted by law (by
mandamus, or other suit, action or proceedings at law or in equity) the obligations and duties under it.

Any non-compliance with the Continuing Disclosure Agreement will not constitute an event of
default with respect to, or in any way impair the obligation of or security for, the Series H Highway
Bonds. The Obllgatlons of the Treasurer under the Continuing Disclosure Agreement are determined and
acknowledged to be an act specifically enjoined by the law as a duty resulting from an office, trust or
station within the meaning of Section 2731.01 of the Revised Code. .

The performance by the State, as the only obligated person with respect to Series H Highway
Bonds, of the Continuing Disclosure Agreement will be subject to the biennial appropriation by the
General Assembly of funds for those purposes.

The Continuing Dlsclosure Agreement will remain in effect only for such period that Series H
Highway Bonds are outstanding in accordance with their terms and the State remains an obligated person
with respect to those Series H Highway Bonds within the meaning of the Rule. . :

There has not been, and will not be as of the closing date, any instance in which the Treasurer has
failed to comply in all material respects with any previous continuing disclosure agreement for purposes
of the Rule. . , , . .

ELIGIBILITY FOR INVESTMENT AND AS PUBLIC FUNDS SECURITY

Provided that the matter as to a particular investor is governed by Ohio law, and subject to any
applicable limitations under other provisions of Ohio law, the Series H Hrghway Bonds are lawful
investments for banks, savings and loan associations, credit union share guaranty corporations, trust
companies, trustees, ﬁdu01ar1es insurance companies, (1nclud1ng domestic for life and domestic not for
life), trustees or other officers hav1ng charge of sinking and bond retirement or other special funds of the
State and its political subdivisions and taxing districts, the Commissioners of the Sinking Fund, the
administrator of workers' compensation subject to the approval of the workers' compensation board, and
State retirement systems (Teachers, Public Employees, Public School Employees, and Police and F1re)

The Act also provides that the Series H Highway Bonds are acceptable under Ohio law as
security for repayment of the deposit of public moneys.
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Owners of book-entry interest in the Bonds should make their own determination as to such
matters as the legality of investment in or the ability to pledge book-entry interests.

AVAILABLE STATE FINANCIAL INFORMATION

State financial reporting practices have been and are in accordance with generally accepted
accounting principles (GAAP basis). The State’s Comprehensive Annual Financial Report (CAFR) is
published on an annual basis. Each CAFR includes the State’s Basic Financial Statements (GBFS) for
that fiscal year as examined by the Auditor of State. The State has delivered the CAFR for Fiscal Year
2003 to each nationally recognized municipal securities information repository and to the Ohio State
Information Depository. The most recent CAFRs are accessible via: OBM’s home page on the Internet at
http://www.state.oh.us/obm under “Business Community -- Financial Reports”, and copies may be
obtained by contacting the State Debt Coordinator at OBM (30 E. Broad Street, 34th Floor, Columbus,
Ohio 43215, phone (614) 466-4034). The 1990 through 2002 CAFRs received the Government Finance
Officers Association Certificate of Achievement for Excellence in Financial Reporting.

CONCLUDING STATEMENT

All quotations in this ‘Official Statement from, and summaries and explanations of, the Ohio
Constitution, the Revised Code, the Bond Order, the Order of Award and any other documents or laws, do
not purport to be complete. Reference is made to the pertinent provisions of the Constitution, Revised
Code, Bond Order, the Order of Award and any other documents or laws for complete statements of their
provisions. Copies of the Bond Order and the Order of Award are available upon request from the Office
of the Treasurer of State, 9th Floor, 30 East Broad Street, Columbus, Ohio 43266-0421 (telephone (614)
466-3930).

To the extent that any statements in this Official Statement involve matters of opinion or
estimates, whether or not expressly stated to be such, those statements are made as such and not as
representations of fact or certainty, and no representation is made: that any of those statements will be
realized. Information in this Official Statement has been derived by the Treasurer from official and other
sources and is believed by the Treasurer to be reliable, but information other than that obtained from
official records of the State has not been independently confirmed or verified by the Treasurer, and its
accuracy is not guaranteed. This Official Statement is not to be construed as a contract or agreement
between the State of Ohio or the Treasurer and the purchasers or Holders of any of the Series H Highway
Bonds. »

This Official Statement has been prepared, approved, executed and delivered by the Treasurer in
his official capacity for and on behalf of the State.

STATE OF OHIO

Dated: February 11,2004 By: /s/ Joseph T. Deters
Treasurer of State
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‘ Appendix A
INFORMATION CONCERNING THE STATE OF OHIO

The following discusses. certain matters relating to State finances, debt, population, employment,
agriculture, resources, tax bases and related subjects. It has been provided by the State from its official
records, except for information expressly attributed to other sources, to summarize and describe current and
recent historical information. It is not intended to indicate future or continuing trends in the financial or other
positions of the State. No representation is-made that past experience, as might be shown by this financial and
other information, will necessarily continue in the future.

FISCAL MATTERS
General

Consistent with the constitutional provision that no appropriation may be made for a period longer than
two years, the State operates on the basis of a fiscal biennium for its appropriations and expenditures. Under
current law that biennium for operating purposes runs from July 1 in an odd-numbered year to June 30.in the
next odd-numbered year; for example, the current fiscal biennium began July 1, 2003 and ends June 30, 2005.
Within a fiscal biennium, the State operates on the basis of a July 1 to June 30 Flscal Year. (The biennium for
general capital appropriations purposes runs from July 1 in an even-numbered year to June 30 in the next even-
numbered year.) See Recent and Current Finances — Current Biennium for discussion of the recently
enacted 2004-05 biennial appropriations.

The Constitution requires the General Assembly to prov1de for raising revenue, sufficient to defray the
expenses of the state, for each year, and also a sufficient sum to pay the principal and interest as they become
due on the state debt.” The State is effectively precluded by law from ending a Fiscal ‘Year or a biennium in a
“deficit” position. State borrowing to meet-casual deficits or failures in revenues or to meet expenses not
otherwise provided for is limited by the Constitution to $750,000. : ‘

* Most State operations are financed through the general revénue fund (GRF). Personal income and sales-
use taxes are the major GRF sources. The last complete fiscal biennium ended June 30, 2003 with a GRF fund
balance of $52,338,000. The State also maintains a “rainy day” fund -- the Budget Stabilization Fund (BSF) —
generally funded by transfer from the Fiscal Year GRF surplus, if any, and which under current law and until
used is intended to carry a balance of approximately 5% of the GRF revenue for the preceding Fiscal Year.
See the discussion below under Recent and Current Finances — 2002-03 of the June 30, 2003 ending BSF
balance of $180,705,000 after prior approprlatlon for the 2002-03 biennium of the entire July I, 2001 BSF
balance of $1,015,595,000. .

‘The Revised Code provides that if the Governor ascertains that the available revenue receipts and balances
for the GRF ‘or other funds for the then current Fiscal Year will in all probablhty ‘be less than- the’
appropriations for ‘that Fiscal Year, he shall issue such orders to State agencies ‘as will prevent their
expenditures and incurred obligations from exceeding those revenue receipts and balances.” As discussed under
Recent and Current Finances, the Governor did implement this directive in both years of the 2002 03
biennium and some prior Fiscal Years.

Authority for appropriating State moneys -subject to appropriation rests in" the bicameral General
Assembly, which consists of a 99-member House of Representatives (elected to two-year terms) and a 33-
member Senate (elected to overlapping four-year terms). Members of both houses are subject to term limits,
with a maximum of eight consecutive years in either. The Governor has veto power, including the power to’
make line-item vetoes in bills making appropriations. Vetoes may be overridden by a three-fifths vote of each
house. ~ ~

Listed in the tables below under Recent Receipts and Disbursements are the major categories of State
revenue sources, including taxes and excises, and the amounts received from those categories. - There is no
present constitutional limit on the rates of those State levied taxes and excises, except for taxes on intangible
property. '

At present the State itself does not levy ad valorem taxes on real or tangible personal property. Those:

taxes are levied by political subdivisions and local taxing districts. The Constitution has since 1934 limited the
amount of the aggregate levy of ad valorem property taxes on particular property, without a vote of the electors
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or municipal charter provision, to 1% of true value in money, and statutes limit the amount of that aggregate
levy without a vote or charter provision to 10 mills per $1 of assessed valuation -- commonly referred to in the
context of Ohio local government finance as the "ten-mill limitation."

The Constitution directs or restricts the use of certain revenues. Highway fees and excises, including
gasoline taxes, are limited in use to highway-related purposes. Not less than 50% of the receipts from State
income taxes and estate taxes must be returned to the originating political subdivisions and school districts.
State net lottery profits are allocated to elementary, secondary, vocational and special education program
purposes including application to debt service on obligations issued to ﬁnance capltal facilities for a system of
common schools. :

Constitutional amendments relating to taxation, revenues, expenditures, debt or other subjects may be
proposed by action of three-fifths of the members elected to each house of the General Assembly or by
initiative petition signed by electors numbering at least 10% of the total number of votes last cast for the office
of governor. Adoption of a proposed amendment requires approval by a majority of electors voting on it at a
statewide election. . '

The Ohio Constitution expressly provides that the General Assembly has no power-to pass laws i 1mpa1r1ng
the-obligation of contracts. :

The State has enacted legislation allocating its anticipated share of the proceeds of the national tobacco
settlement. A comprehensive allocation has been made through Fiscal Year 2012 and a partial allocation has
been made thereafter through Fiscal Year 2025. (In light of the constitutional two-year limitation on
appropriations, those allocations are subject to the General Assembly making biennial appropriations to fund
them, and those allocations themselves are subject to adjustment by the General Assembly.) As currently
allocated and except for Fiscal Years 2002 through 2004, none of the moneys is to be applied to existing
operating programs of the State. (As discussed below under Recent and Current Finances — 2002-03 and
Current Biennium, there has been and is to be a use of a portion of settlement moneys to assist in addressing
the State’s recent GRF revenue shortfall situation.) Under current allocations, the main portion of the moneys
in future bienniums is to go to assist in the financing of elementary and secondary school capital facilities.
Other amounts are targeted for new programs for smoking cessation and other health-related purposes,
biomedical research and technology transfer, and assistance to the tobacco growing areas in the State.

Accounts and Controls; Financial Reports

Wlth each ofﬁce performmg specific functions relating to State expenditures, the Ofﬁce of Budget and
Management (OBM) and the Treasurer of State account for and report on the State’s fiscal affairs.

OBM maintains records of the appropriations made by the General Assembly, and its Director certifies the
availability of unencumbered appropriations as a condition of contract validity. OBM fiscal functions include
the development and oversight of operating and capital budgets as well as the review, processing, and,
reporting of financial transactions for most state departments and agencies (excluding, among others, higher
education institutions). The OBM Director’s certification is required for all expenditure vouchers before the
Auditor of State may issue State warrants. Upon certification, OBM updates its accounting records to reflect
the level of vouchered expenditures.

The Treasurer of State maintains the cash and investments that comprise the State treasury, and invests
State funds. The Treasurer redeems the warrants issued by the Auditor of State when presented for payment
by finangial institutions and monitors the amounts and the timing of payments to determine the State’s. cash
flow position for investment purposes.

State financial reporting practices have been and are in accordance ‘with generally accepted accounting
principles (GAAP basis). Each Comprehensive Annual Financial Report (CAFR) includes the State’s Basic
Financial Statements (BFS) for that Fiscal Year as examined by the Auditor of State. The State has delivered
the CAFR for Fiscal Year 2003 to each natlonally—recogmzed municipal securities mformanon repository and
to the Ohio State Information Depository. The most recent CAFRs are accessible via OBM’s home page on
the Internet at http://www.state.oh.us/obm under “Media”, and copies may be obtained by contacting the State
Debt Coordinator at OBM, 30 E. Broad Street, 34™ Floor, Columbus, Ohio 43215, phone (614) 466-4034. The
1990 through 2002 CAFRs received the Government Finance Officers Assoc1at10n Certificate of Achlevement
for Excellence in Financial Reporting. :
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The BFS are presented in accordance with a fund classification system prescribed by the Governmentat
Accounting Standards Board. The GAAP basis financial statement presentation is comprehensive in scope and
includes organizations and activities defined within Ohio’s reporting entity that are not subject to the State’s
appropriation process. The “General Fund” as reported in the BFS includes more than just the GRF; it also
encompasses the Budget Stabilization Fund and those’ reimbursement-supported funds that account for
activities administered by State agencies and departments and for which special revenue or proprietary fund
classifications are considered inappropriate.

OBM also has published The Ohio Budgetary Financial Report for FisCal Year 2003. The most recent
Budgetary Financial Reports are ‘accessible via OBM’s home’ page on the Intefnet at
http://www.state.oh.us/obm under “Media”, and copies are available upon request to OBM.

In accordance with State law, financial statements and analyses (with supporting schedules) of State
agencies’ fransactions, based on official records maintained by OBM, are incorporated into the Governor’s
Executive Budget. That budget, along with other information, is the subject of extended hearings and reviews
in the General Assembly during the biennial appropriation process. See Recent and Current Fmances -
Current Biennium regardlng the recently enacted 2004-05 biennial appropriations. :
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Recent Receipts and Disbursements

The following summary statements, prepared by OBM and based on its records, include: (i) governmental
and proprietary appropriated funds, cash receipts and cash disbursements, and (ii) GRF cash basis activity.

Governmental and Proprietéxry Appropriated- Funds
Summary Statement of Cash Receipts and Disbursements

The following summary presents all Fiscal Year cash transactions for the governmental and proprietary
funds. These encompass the General Fund (which includes the GRF), as well as special revenue, debt service,
capital projects, and enterprise and internal service fund types, all as defined and included in each BFS.

SUMMARY STATEMENT
GOVERNMENTAL AND PROPRIETARY APPROPRIATED FUNDS

($ in 000,000)
Cash Receipts
SOURCE OF RECEIPTS : Fiscal Year . S
1999 2000 2001 2002 2003
Taxes:
Personal INCOME .....oeveveververieneeierieiereeeeerereereneseesesnesessenes $7,173.8 $8,084.6 $8,119.3 $8,157.1 $8,256.5
Sales and USE......ovicvererereieriniinieeeerneesseesessessessnessesserees 5,840.0 6,227.2 6,250.7 6,357.1 6,715.6
Corporate Franchise..........ccccccoviiiiniinninnns 1,150.3 1,029.9 973.0 774.4 808.3
Gasoline 1,370.7 1,404.9 1,307.3 1,383.3 1,456.2
Public UtIHHES (&) veveeereeeeeeiinreneieeerieeeescresreeeveneeneneenes 670.6 675.3 712.3 8692 ' 8786
CIGATELE .eeeiieriee it eeeee e et e ae e st 290.6 287.7 282.5 281.3 599.9
Foreign Insurance ... 278.8 260.2 232.3 230.2 233.8
Highway USE ..oocveieiieieiiiinireecctet et 64.3 66.9 75.3 69.4 71.4
BSEALE wooveiieiereeee e et ereee s sse s e aasbe e asesreareasarens 1414 140.0 166.0 116.3 160.8
Alcoholic BEVerages.........cooveverrecriencerccccnciencrnineinns 54.5 56.0 55.7 56.4 57.3
Liquor Gallonage........cccceveeeveeereiininiiineniennnencnies 27.6 28.5 29.0 293 29.7
Domestic Insurance Franchise 77.6 88.7 109.4 132.5 160.3
OhET vt ettt eeeae e sraere e sraenes 46.7 522 553 500 67.1
TOtA]l TAXES 1eoveeureeraiverirririeieitessessassesseeseesessarsessossessassessassanns 17,186.9 18,402.1 18,368.1 18,506.5 19,435.5
Licenses, Permits and Fees..... 1,086.3 1,352.9 1,356.9 1,699.5 1,757.5
Sales, Services and Charges 1,533.6 1,544.9 1,436.4 1,502.0 1,466.5
Federal Government ............... 8,516.2 9,207.5 10,794.0 11,633.7 12,975.6
OLher(D) . cveeeeeeereece et 2,245.2 2,481.3 2,714.0 3,741.4 0 3,230.6
Proceeds from Sale of Bonds and NOtes.........cocoevercerncsiorienne 1.274.8 1.104.0 1.110.8 1.231.0 ~1.481.5
Total Cash ReCEIPLS ....evvvververeerenmecniiincriececren e $31,843.0 $34,092.7 $35,780.2 $38314.1 $40,347.2

(a) Includes the kilowatt-hour excise tax imposed beginning in May of Fiscal Year 2001.
(b) Includes investment income in all Fiscal Years, tobacco settlement receipts beginning in Fiscal Year 2000 and in Fiscal Years 2002
and 2003 transfers from the BSF to the GRF.

Cash Disbursements

FUND TYPE
General Fund: .
General Revenue Fund(c).......ocecveereerncrennieecrnnenenens $18,018.3 $19,243.6 ~ $21,144.2 $21,627.4 $22,653.3
General Services Fund(d)...... 496.0 578.3 565.0 1,081.3 1,186.1
Budget Stabilization Fund 0.0 0.0 - 0.0 5343 131.8
Special Revenue Fund(e)............ 10,162.3 11,044.8 12,423.5 14,536.0 ~ 15,088.0
Capital Projects FUnd(f).......cococeeoveereeninerciennnccreesceninncens 1,021.5 1,057.6 864.8 4485 ° 4914
Debt Service FUnd(g)......cccoeeveereerirereeieirieccreeieccenescsceenes 248.0 281.2 383.3 4343 486.0
Enterprise Fund 1,109.7 1,320.6 1,198.1 1,175.3 1,148.6
Internal Service Fund........ccoceeeveviivenioieeneinieccc e 2569 2730 275.0 0.0 0.0
Total Cash DiSDUISEIMENtS .....cceeveerrveieeriereerereerrereeereseesennes $31,312.7  $33,799.1 $36,853.9 $39,837.1 $41,185.2

(¢) Includes balances in the Education Improvement Fund for Fiscal Years 1998 and 1999.

(d) Includes the Internal Service Fund, beginning in Fiscal Year 2002.

(e) * Includes local government support disbursements.

(f) Includes amounts disbursed from proceeds of general obligation bonds, and of certain other obligations issued by the Ohio Public
Facilities Commission, Ohio Building Authority and the State Treasurer.

(g) Includes the several bond retirement funds for bonds secured by a pledge of taxes and excises.
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General Revenue Fund -- Summary Statement of Cash Basis Activity

The following statement portrays all GRF cash activity.

SUMMARY STATEMENT
GENERAL REVENUE FUND CASH BASIS ACTIVITY

($ in 000,000)
' Fiscal Year
1999 2000 2001 2002 2003
Beginning Cash Balance......c...cococoeivcenisenennnenernnn., trereeaeaseenanes $1,649.0 81,5125  $1,506.2 $817.1 $619.2
Cash Receipts:
Taxes: ) . . . )
Personal Income..... et T 6,4168. 7,232.0 72634 . 7304.1 1 7,420.7
Sales and USE ....oooeeeeieieieieceeeececee et 5,545.3 5,913.7 5,935.6 6,038.0 6,397.9
Corporate Franchise ........cocimenininiiinreioncivieneiniennnnne - -1,084.1 -969.4 915.3 712.3 747.2
Public UIHES(2) ivevvvieeeereriereeceeeeeiseeeerers e ssense s : © 637.6 642.1 663.3 583.4 558.5
CHGATEIE ...l ettt e sve s eaeas - 10.290.6 287.7 282.5 281.3 599.9
Foreign Insurance... 271.6 2523 2206 2143 216.4
Other ....c.ocoveeiiennne. RO RO e - 306.6 320.6 3688 - - 3409 3713
. y ' 15,617.8 . 15,649.5 15 474.3 16,317.8
3,729.5 4,527.9 4,387.2 5,061.4
337 0 329 3L 33.7
122.6 153.4 - 79.0 14.3
110.9 181.7. 9824 . . .504.8

19,614.5  20,545.4 20,954.0  21,932.0

Cash Disbursements:

©

@

©

Current : : e ] . . - S
Primary,. Secondary and Other Educatlon(c) oo iia et 4,715.9 5,068.4 5,512.9 6,044.7 6,236.1
Higher Education(d)........ccoceevevveruevrcnnrinvennnne 1,938.9 2,076.3 2,194.2. -2,113.0- . 2,088.1
Public Assistance and Medicaid 6,476.8 6,898.2 8,033.1 8,102.9 8,848.9

- . Health and Human Services........... 1,021.6 1,071.3 1,059.0 1,056.3 . - 1,0654
Justice and Public Protection................. 1,472.0 1,618.4 1,673.1 1,668.0 1,673.9
Environmental Protection and Natural Resources............ 105.0 - 1196 116.7 . . 1025 100.1
TIANSPOTEALION ..vvvvvvereereereenernessssssessessnessesessssssssasssssensosens 335 1392 375 433 31.7
General Government ; 256.8 2639 . 273.5 264:0 :247.5
Community and Economic Development...............c.c...... 1179 . 1346 153.0: 140.2 1374
Tax Relief(e) and Other ..., 1,028.7 . 1,082.0 1,1459  1,1902 13156

Capital Outlay........ [ 9.8 17.4 50.8 0.0 . 0.0

" Debt Service(f) : 8400 8543 8945 202.3 908.6
Total Cash Disbursements.........ccccocveeiveecreeeeieneiieiecinenss 18,016.9 19,243.6 21,144.2 21,627.4 22,653.3

Cash Transfers: , ' ' o
TransSfers-in(g) ....ceeerieriveereierereerseeseiosesssesnsesssssnsnsnsnsnrnnnnnins 00 1701 436.2 763.9 508.5 517.5
Transfers out(h).......... eerenenanas . _(1,184 9 (813.4) (854.2) . {33.0) (189
o Total Cash Transfers (Net) oo ' (414 8) (377.2) (90.3) 4755 498.6
Endlng :Cash Balance............. Lot irsee e snssenesnessenevessonsasivens $1,512.5  $1,506.2 $817.1. $619.2 $396.5
(4 * Includes the kilowatt-hour excise tax imposed beginning in May of Fiscal Year 2001. ' ‘ '
(b)." Includes fines and penalties, rental receipts, refunds and certain intrastaté transfers, and in Fiscal Year 2002 $534 3 million from the

* BSF and $183.9 million from tobacco settlement receipts and in Fiscal Year 2003 $131.8 million from the BSF and $165:0 million
from tobacco settlement receipts.

. Mainly subsidies to local school districts. -

Mainly subsidies to colleges:and universities. Higher education institutions maintain their own discrete funds and accounts:

The State ‘currently reimburses taxing subdivisions for the 10% property. tax rollback granted to owners of real property (12.5% to

homeowners), for partial real property tax exemptions for the elderly and handicapped, and for a portion of revenue reductions

resulting from exempted (or reduced tax value) tangible personal property This program's cost to the State is deterrnined by total

L property taxes levied on the local level.

®

(®

()

ebt sérvice on general obhgatmns lease-rental obhgatlons and certam other State debt paid from the GREF. Excludes hrghway—
- related debt, and OBA-issued obligations for Department of Transportation and Department of Public Safety facilities and a Bureau
of Workers Compensation facility, debt service on which is paid from non-GRF sources. ‘

Includes transfers from liquor profits, from the Income Tax Reduction Fund in Fiscal Years 1998-2001, in Fiscal Year 2002 $48.4
million from the BSF, $100 million from the Family Services Stabilization Fund, and $105.7 million from tobacco settlement
receipts, and in Fiscal Year 2003 $115.4 million from the BSF and $115.5 million from tobacco settlement receipts.

Includes transfers to the BSF in Fiscal Years 1998 to 2001, and to the Income Tax Reduction Fund in Fiscal Years 1998 to 2000.
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Recent and Current Finances

Introductory Information

The summary statements above identify receipts from specific taxes and excises that are sources of
significant amounts of revenue to the State, and particularly to the GRF. As noted, there are constitutional
limitations on the use of some taxes and excises, and mandated allocations of portions of some others. As the
statements portray, a substantial amount of total State-level revenue is distributed to local governments and
school districts under ongoing programs, including local property tax relief.

Economic activity in Ohio, as in other industrially-developed states, tends to be slightly more cyclical than
in some other states and in the nation as a whole. The GRF ending (June 30) biennial fund balance is reduced
during less favorable national economic periods and then increases during more favorable economic periods.
Recent biennium-ending GRF balances were:

Biennium , Fund Balance L . Cash Balance
1992-93 $111,013,000 : $393,634,000
1994-95 928,019,000 ©1,312,234,000

~1996-97 : 834,933,000 1 1,367,750,000
1998-99 . 976,778,000 1,512,528,000
2000-01 219,414,000 817,069,000

. 2002-03 52,338,000 396,539,000

Actions have been and may be taken by the State during less favorable economic periods to ensure
resource/expenditure balances (particularly in the GRF), some of which are described below. None of those
actions were or are being applied to appropriations or expenditures needed for debt service or lease payments
relating to any State obligations.

The appropriations acts for the 2004-05 biennium include all necessary appropriations for debt service on
State obligations and for lease payments relating to lease obligations issued by the Ohio Building Authority
and the Treasurer of State, and previously by the Ohio Public Facilities Commission.

- The following is a selective general discussion of State finances, particularly GRF receipts and
expenditures, for recent and the current bienniums. As evidenced by actions discussed, the State
administrations and both houses of the General Assembly have been and are committed to and have taken and
are taking actions that ensure a balance of GRF resources and expenditures.

Recent Bienniums
1992-93

State and national fiscal uncertainties necessitated several actions to achieve positive GRF ending
balances. An interim appropriations act was enacted effective July 1, 1991 that included appropriations for
both 'years of the biennium for debt service and lease rental payments on State obligations payable from the
GRF, even though most other GRF appropriations were made for only one month. The general appropriations
act for the entire biennium was then passed on July 11, 1991. Included in the- GRF resources approprlated was
a transfer of $200,000,000 from the BSF to the GRF.

To address a projected Fiscal Year 1992 imbalance, the Governor ordered most State agencies to reduce
GRF spending in the final six months of that Fiscal Year by a total of $184,000,000, the entire $100,400,000
BSF balance and additional amounts from certain other funds were transferred to the GRF, and other revenue
and spending actions were taken.

Steps to ensure positive biennium-ending GRF balances for Fiscal Year 1993 included the Governor
ordering selected GRF spending reductions totaling $350,000,000 and tax revisions that produced additional
revenue of $194,500,000. As a first step toward BSF replenishment, $21,000,000 from the GRF ending
balance was dep031ted in the BSF.
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1994-95

Expenditures were below those authorized, primarily as the result ,of lower than expected Medicaid
spending, and tax receipts (primarily auto sales/use) were significantly above estimates. Transfers from the
biennium-ending GRF fund balance included $535,200,000 to the BSF:and $322,800,000 to other funds,
including a family services stabilization fund in anticipation of possible federal programs changes.

1996-97

From a higher than forecasted mrd blennrum GRF fund balance, - $IOO 000 000 was transferred for
elementary and secondary school computer network purposes-and $30, OOO 000 to a new State transportatron
infrastructure fund. Approximately $400,800,000 served as a basis for temporary 1996 personal.income tax
reductions aggregating that amount. .Of the GRF biennium- endlng fund ba}ance $250,000,000 was directed to
school buildings, $94,400,000 to the school computer network, $44, 200 000 to school textbooks and
instructional materials and a distance learning program, $34,400,000 to the BSF and $262 900, 000 to the State
Income Tax Reduction Fund (ITRF). ; .

~1998-99

GRF appropriations of approxrmately $36 bllhon provided for srgnrﬁc nt increases in funding for prrmary
and secondary education. Of the first Fiscal Year (ended on June 30, 1998? énding fund balance of over $1.08
billion, approximately $701,400,000 was transferred to the ITRF, $200, 000, 000 into public school assistance
programs, and $44,184, 200 into the BSF. Of the GRF biennium-ending fund balance, $325,700,000 was

transferred to school building assistance, $293,185,000 to the ITRF, $85,400,000 to SchoolNet (a program to
supply. computers for classrooms), $4 600,000 to interactive video distance learnmg, and $46,374,000 to the
BSF. : v ; PR . o

2000-01

The State’s financial situation varied substantially in the 2000-01 biennium. The first Fiscal Year of the
biennium ended with a GRF cash balance of $1,506,211,000 and a fund balance of $855,845,000. A transfer
of $49,200,000 from that balance increased the BSF to $1,002,491,000 (or 5% of GRF revenue for the
preceding Fiscal Year). An additional $610,400,000 was transferred to the State Income Tax Reduction Fund.

In the middle of the second year of the biennium, the State enacted supplemental appropriations of
$645,300,000 to address shortfalls in its Medicaid and disability assistance programs. The State’s share of this
additional funding was $247,600,000, with $125,000,000 coming from'Fiscal Year 2001 GRF spending
reductions and the remainder from available GRF moneys. The reductions were implemented by OBM prior
to March 1, 2001 by a1 to 2% cut applymg to most State departments and;agencies.. Expressly excluded from
the reductrons in addition to debt service and lease rental payments relatmg to State obligations, were
elementary and secondary education. . ; R

In March 2001, new lowered revenue estimates for Fiscal Year 2001 and for Fiscal Years 2002 and 2003
were announced. Based on indications that the Ohio economy contrnued to be. affected by the national

economic downturn, GRF revenue estimates for Frscal Year 2001 were reduced by $288 000,000. In addition,

OBM projected higher than previously anticipated Medicaid expend1tures] ; Among the more significant steps

taken to ensure the positive GRF ending fund balance at June 30, 2001 We| e lfurther spending reductions (with
the same exceptions mentioned above for debt service and educatron) and authorrzatron to transfer from the

BSF to the GRF amounts necessary to ensure an endlng GRF fund balance of $188,200,000. The State ended
Fiscal Year 2001 with a GRF fund balance of $219 414,000, making that transfer unnecessary.
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2002-03

Ongoing and rigorous consideration was given by the Governor and the General Assembly to revenues and
expenditures  throughout Fiscal Years 2002-03, primarily as a result of continuing economic conditions.
Budgetary pressures during this period were primarily due to continuing lower than previously anticipated
levels of receipts from certain major revenue sources. :

Consideration came in four general time frames — the June 2001 biennial appropriation act, late fall and
early winter 2001, late spring and summer 2002, and late winter/spring 2003. Significant remedial steps
included authorization to draw down and use the entire BSF balance, increased cigarette taxes, and use of
tobacco settlement moneys previously earmarked for other purposes.

The biennial GRF appropriations act passed in June 2001 provided for biennial GRF expenditures of
approx1mately $45.1 billion without increases in any major State taxes. Some of the major program funding
increases over the original appropriations for the preceding 2000-01 biennium were: Medicaid, 29%; primary
and secondary education, 17%; adult and juvenile corrections, 6.2%; mental health and mental retardation,
2.8%; and higher education, 2.4%.

That original appropriations act provided for the following uses of certain reserves, aimed at achieving
F 1scal Year and biennium ending positive GRF fund balances, based on then current estimates and projections:

‘Transfer of up to $150,000,000 from the BSF to the GRF for mcreased Medicaid costs. -

An additional $10,000,000 transfer from the BSF to an emergency purposes fund. ‘

“Transfer to the GRF in Flscal Year 2002 of the entire $100,000,000 balance in the Famlly Services
Stabilization Fund.

-~ Necessary GRF debt- service ‘and lease rental appropriations for the biennium were requ'ested' ih“the
Governor’s proposed budget, incorporated in the related appropriations bills as introduced, and included in the
versions as passed by the House and the Senate and in the act as passed and signed. The same was true for
separate appropriations acts that included lease-rental appropriations for certain OBA-financed projects for the
departments of Transportation and Public Safety, and Bureau of Workers® Compensation.

The Ohio economy continued to be negatively affected by the national economic downturn and by national
and international events, and in October 2001 OBM lowered its GRF revenue estimates. Based on reduced
revenue collections in certain categories (particularly personal income taxes and, at that time, sales taxes),
OBM then projected GRF revenue shortfalls of $709,000,000 for Fiscal Year 2002 and $763,000,000 for
Fiscal Year 2003. Executlve and legislative actions were taken based on those new estimates, including:

- . The Governor promptly ordered reduced appropriations spending by most State agencies (expressly
-excepted were appropriations for or relating to debt service on State obligations), and limits on hiring
and major purchases. Reductions were at the annual rate of 6% for most State agencies (including
higher education institutions), with lesser reductions for correctional and other institutional agencies,
and with exemptions for primary and secondary education and the adjutant general.

~®  December 2001 legislation, the more significant aspects of which included:

o Authorizing transfer of up to $248,000,000 from the BSF to the GRF during the current blenmum
This was in addition to the $160,000,000 in transfers from the BSF provided for in the original
appropriations act (and would reduce the BSF balance to approximately $604,000,000).

o Reallocating to the GRF a $260,000,000 portion of tobacco settlement receipts in Fiscal Years
2002 and 2003, intended to be replenished from settlement receipts in Fiscal Years 2013 and
2014,

o Reducing appropriation spending authorizations for the legislative and judicial branches.

Making certain tax-related changes (including accelerating the time for certain payments).

o Authorizing Ohio’s participation in a multi-state lottery game, estimated to generate $41,000,000
in Fiscal Year 2003. This participation has begun, although litigation has sought, to date
unsuccessfully, to enjoin the authorization on State constitutional grounds.

O

Continuing economic conditions, among other factors, then led OBM in the spring of 2002 to project a
higher than previously estimated GRF revenue shortfall. Among areas of continuing concern were lower than
anticipated levels of receipts from personal income and corporate franchise taxes. These updated GRF
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shortfall estimates were approximately $763,000,000 in Fiscal Year 2002 and $1.15 billion in Fiscal Year
2003. Further executive and legislative actions were taken for Fiscal Year 2002 to ensure a positive GRF fund
balance for Fiscal Year 2002 and the biennium. In addition to further administrative and management steps,
such as additional restraints on spending, those actions included legislation providing for among other things:

o Authorization of additional transfers to the GRF from the BSF of its entire previously unappropriated
balance ($607,000,000) as needed in Fiscal Years 2002 and 2003, and of $50,800,000 of unclaimed
funds to the GRF.

¢ $50,000,000 reduction in the'Fisc‘al Year 2002 ending GRF balance (to $100,000,000 from its
previously budgeted level of $150,000,000).

e Increased cigarette tax by 31¢ per ‘pack (to a total 55¢ a pack), estimated by OBM to produce
approximately $283,000,000 in Fiscal Year 2003.

o Transfers to the GRF of $345,000,000 from tobacco settlement money received in Fiscal Years 2002
and 2003. That amount had previously been earmarked and appropriated for elementary and
secondary school facilities construction; moneys for that purpose will instead by provided by way of
$345,000,000 in additionally authorized general obligation bonds.

e Extension of the State income tax to Ohio-based trusts (a “sunset” provision ends this tax December
31, 2004), and exemption of certain Ohio business taxes from recent federal tax law “economic
stlmulus changes” by modlfymg existing State law tie-ins to the federal tax base. The combination

" was and is estimated by OBM to produce approx1mately $283,000,000 in Fiscal Year 2003.

¢ Seclective addltlonal appropriation cuts for certain departments.

Certain other prov151ons of the legislation were aimed at the future, rather than the 2002-03 b1enmum
including the indexing of State income tax brackets to the Gross Domestic Product beginning in July 2005.

As shown in the summary statements above (under Fiscal Matters), several categories of Fiscal Year
2002 GRF tax receipts were below those in the prior Fiscal Year. Overall, total GRF tax receipts were 1.1%
below those in Fiscal Year 2001. Fiscal Year 2002 nevertheless did end with positive GRF balances of
$108,306,000 (fund) and $619,217,000 (cash). This was accomplished by the remedial steps described above,
including significant transfers from the BSF ($534,300,000) and from tobacco settlement moneys
($289,600,000). The Fiscal Year ending BSF balance was $427 904,000, with that entire balance appropriated
for GRF use if needed in Fiscal Year 2003.

On July 1, 2002, the first day of the Fiscal Year 2003, the Governor issued an executive order dlrectmg a

total of approx1mately $375,000,000 in GRF spending cutbacks for Fiscal Year 2003 (based on prior
appropriations) by agencies and departments in his administration, as well as limitations on hiring, travel and

major purchases. - This cutback order reflected and was consistent with prior budget balancing discussions
between the Governor and General Assembly. Annual cutbacks ranged generally from 7.5% to 15%, with
allocation of amounts and manners determined by the OBM Director in consultation with the affected agencies
and departments. Excluded from those cutbacks were clementary and secondary education, higher education,
alcohol and drug addiction services, and the adjutant general. Also expressly excluded were appropriations for
debt service including lease rental contracts and all State ‘office bulldmg rent, and ad valorem property tax
relief payments (made to local taxing entltles)

Based on contlnumg reduced revenue collectlons (partlcularly, personal income taxes and sales tax
receipts for the holidays) and projected add1t1onal Medicaid spending of $40,000, 000, OBM in late January
announced an additional GRF shortfall of $720,000,000 for Fiscal Year 2003. The Governor ordered
immediate additional reductions in appropriations spendmg intended to generate an estimated $121,600,000 of
GRF savings through the end of the Fiscal Year (expressly excepted were appropriations for or relating to debt
service on State obligations). The Governor also proposed for the General Assembly’s prompt consideration
the following additional revenue enhancements, transfers and expenditure. reductions for Fiscal Year 2003
requiring legislative-authorization to achieve the indicated financial effects as estimated by OBM:
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* A 2.5% reduction in local government fund distributions to most subdivisions and local libraries,
producing an estimated $30,000,000 savings. This reduction is in addition to the prior local
-government fund distribution adjustments noted below.

¢ Transfers to the GRF from unclaimed funds ($35,000,000) and various rotary funds ($21,400,000).

* A one-month acceleration in sales tax collections by vendors filing electronically, to produce
$286,000,000.

* Anadditional increase in the cigarette tax of 45 cents per pack (to a total of $1.00 a pack), to produce
approximately $140,000,000.

e A doubling of the current taxes on spirituous llquor and beer and wine, to net an additional
$18,700,000.

The Governor proposed enactment of these legislative authorizations by March 1, 2003 in order to produce
the indicated financial effects by the June 30 end of the Fiscal Year and b1enn1um The General Assembly
gave its final approval on February 25 to legislation authorizing the first three elements (see above) of the
Governor’s proposal, but that legislation did not include the proposed addltlonal taxes on cigarettes and
spirituous liquor and beer and wine.

OBM projected at the time that the Governor’s proposal to the General Assembly and the additional
expenditure reductions ordered by the Governor in January, coupled with the previously authorized transfer to
the GRF of the then available and unused balance in the BSF, would result in a positive GRF fund balance at
June 30, 2003. To offset the General Assembly’s enactment of legislation that did not include the proposed
additional taxes on cigarettes and liquor, beer and wine, the Governor on March 25 ordered additional
reductions in GRF appropriations spending aggregating $142.5 million for the balance of Fiscal Year 2003.
Included were reductions (generally at-an annualized rate of 2.5%) of $90.6 million in State foundation and
parity aid to school districts and an additional $9.3 million in Department of ‘Education’ administration
spending, $39.2 million in instructional support to higher education institutions, and other selected reductions
totaling $3.4. million. The Governor also identified approximately $20 million in excess -food stamp
administration funds available to offset the need for further expenditure reductions. Expressly excepted from
those reductions were appropriations for or relating to debt service on State obligations.

Based on the Administration’s continuing monitoring of revenues, and as an anticipated step in ‘the then
ongoing 2004-05 biennial budget and appropriations process, OBM reported revised revenue estimates to the
General Assembly on June 11, 2003. Those estimates revised Fiscal Year 2003 revenues downward by an
additional $200,000,000 over OBM s-January 2003 adjusted baseline, based primarily on updated income and
sales tax receipts through May 31. The Governor and OBM addressed this additional Fiscal Year. 2003
revenue shortfall through additional expenditure controls and by drawing upon $193,000,000 of federal block
grant aid made available to the State prior to June 30 under a federal law effective on May 28, 2003.

The State ended the 2002-03 biennium with a GRF fund and cash balances of $52 338,000 and
$396,539,000, respectively, and a balance in the BSF of $180,705,000.

Additional approprla’uons actions durlng the biennium, affectmg most subdivisions and local libraries in
the State, relate to the various local government assistance funds. The original appropriations act capped the
amount to be distributed in Fiscal Years 2002 and 2003 to essentially the equivalent monthly payment amounts
in Fiscal Years 2000 and 2001. Subsequent legislation amended the level to the lesser of those prior Fiscal
Year amounts or the amount that would have been d1str1buted under the standard formula

Current Biennium

The GRF appropriations bill for the Flscal Year 2004-05 b1enmum (beginning July 1, 2003) was passed by
the General Assembly on June 19, 2003 and promptly signed (with selective vetoes) by the Governor June 26.
Necessary GRF debt service and lease-rental appropriations for the entire biennium were requested in the
Governor’s proposed budget, incorporated in the related appropriations bill as introduced and in the bill’s 7
versions as passed by the House and the Senate, and in the Act as passed and signed. (The same is true for the
separate transportation and public safety and Bureau of Workers’ Compensation appropriations acts containing
lease-rental appropriations for certain OBA-financed ODOT, DPS and BWC projects.)
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The Act provides for total GRF biennial expenditures of approximately $48.8 billion. Those authorized
GRF expenditures for Fiscal Year 2004 are approximately 5.8% higher than the actual Fiscal Year 2003
expenditures (taking into account Fiscal Year 2003 expenditure reductions), and for Fiscal Year 2005 are
approximately 3.5% higher than for Fiscal Year 2004. The following are examples of increases in authorized
GRF biennial expenditures compared with actual 2002-03 expenditures in major program categories: primary
and secondary education 5.1%; higher education 4.4%; mental health and mental retardation 4. 1%, Medlcald
19.9%; and adult and juvenile corrections 5.7%.

The above expenditure levels reflect among other expenditure controls in the Act: Medicaid cost
containment measures including pharmacy cost management initiatives, limited expenditure growth for
institutional services and 1mp1ementat10n of managed care for higher-cost populations; continued phase-out of
certain tangible personal property tax relief payments‘to local governments; the closing by consolidation of
three institutional facilities during the biennium; adjustments in eligibility guidelines for subsidized child care
from 185% to 150% of the federal poverty level and freezing certain reimbursement rates; no compensation
increases for most State employees in Fiscal Year 2004 and limited one-time increases in Fiscal Year 2005;
and continued limitation on local government assistance fund distributions to most subdivisions. and local
libraries to the lesser of the equivalent monthly payments in Fiscal Years 2000 and 2001 or the amount that
would have been distributed under the standard formula. :

- The GRF expenditure authorizations for the biennium also reflect and are supported by revenue
enhancement actions contained in the Act including: ‘

e A one-cent increase in the State sales tax (fo six percent) for the blenmum (expiring June 30, 2005),
projected to generate approximately $1.25 billion in each Fiscal Year to which it applies. On
December 15, 2003, initiative petitions were filed with the Ohio Secretary of State proposing an
earlier reduction (back to five percent) of the State sales tax. If the Secretary of State certifies the
sufficiency of the petition signatures for this initiative, the proposal will be forwarded for General
Assembly action within four months. If the General Assembly takes no action, or acts to reject or,
passes the law in amended form, the petitioners may collect additional signatures to submit the
proposal to the voters at the November 2004 general election, with the proposed early reduction to
take effect 30 days thereafter if approved by the voters.

e Expansion of the sales tax base to include dry-cleaning/laundry services, towing, personal care and
other services, and satellite television, projected in the aggregate to produce approximately
$69,000,000 annually. (The inclusion of satellite television in the sales tax base, projected to produce
approximately $21,000,000 annually, is subject to a legal challenge.)

. 'Moving local telephone companies from the public utility tax base to the corporate franchise and sales
tax, projected to produce approximately $29,000,000 annually.

e Elimination of the sales tax exemption for WATS and 800 telecom services coupled with the
enactment of a more limited exemption for call centers, projected to produce approx1mately
$64,000,000 annually.

e Adjustments in the corporate franchise tax through the adoption of the Uniform Division of Income
for Tax Purposes Act (UDITPA) for apportionment of business income among states, and an increase
in the corporate alternative minimum tax, projected in the aggregate to produce approx1mately
$35,000,000 annually.

The ‘Act also authorizes the OBM Director to transfer into the general revenue fund on or before June 30,
2004 up to $242,800,000 of proceeds received from the national tobacco settlement. In addition, the Act
reflects the draw down during the biennium of an additional $582,000,000 of federal block grant and Medicaid
assistance aid made available to the State under a federal law effective May 28, 2003.

Litigation pending in the Ohio Court of Claims contests the Ohio Department of Human Services (ODHS,
now Ohio Department of Job and Family Services) former Medicaid financial eligibility rules for married
couples when one spouse is living in a nursing facility and the other resides in the community. ODHS
promulgated new eligibility rules effective January 1, 1996. ODHS appealed an order of the federal court
directing it to provide notice to persons potentially affected by the former rules from 1990 through 1995, and
the Court of Appeals ruled in favor of ODHS; plaintiff’s petition for certiorari was not granted by the U.S.
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Supreme Court. As to the Court of Claims case, it is not possible to state the period (beyond the current Fiscal
Year) during which necessary additional Medicaid expenditures would have to be made. Plaintiffs have
estimated total additional Medicaid expenditures at $600,000,000 for the retroactive period and, based on
current law, it is estimated that the State's share of those additional expenditures would be approximately
$240,000,000. The Court of Appeals has certified the class action and notice has been sent to the members of
the class. Trial for liability only was completed in the Court of Claims in January 2003 and all post-trial briefs
have been filed with that Court.

Cash Flow

Because GRF cash receipts and dlsbursements do not precisely comc1de temporary GRF cash flow
deﬁc1en01es often. occur in some months, particularly the middle months, of a Fiscal Year. . Statutory
provisions provide for effective management by permitting the adjustment of payment schedules (as was done
during some prior Fiscal Years) and the use of the Total Operating Fund (TOF). The State has not done and
does not do external revenue anticipation borrowing.

The TOF includes the total consolidated cash balances, revenues, disbursements and transfers of the GRF
and several other specified funds (including the BSF). The TOF cash balances are consolidated only for the
purpose of meeting cash flow requirements, and, except for the GRF, a positive cash balance must be
maintained for each discrete fund included in the TOF. The GRF is permitted to incur a temporary cash
deficiency by drawing upon the available consolidated cash balance in the TOF. The amount of that permitted
GRF cash deficiency at any time is hmlted by statute to 10% of GRF revenues for the then precedmg Fiscal
Year , -

The State has planned for and has encountered some monthly GRF cash flow deficiencies in all recent
Fiscal Years. For example, GRF cash flow deficiencies have ranged from occurring in 11 months in Fiscal
Year 2003 to four months in Fiscal Years 1995, 1997 and 2000. The highest GRF end-of-month cash flow
deficiencies were $1,152,152,000 in 2001, $1,449,546,000 in 2002 and $1,623,028,000 in 2003. GRF cash
flow deficiencies have been and are expected by OBM to remain within the TOF limitations discussed above.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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STATE DEBT

~ The incurrence or assumption of debt by the State without a popular vote is, with limited exceptions,
prohibited by the State Constitution. The State may incur debt to cover casual deficits or to address failures in
revenues or to meet expenses not otherwise provided for, but limited in amount to $750,000. The Constitution
expressly precludes the State from assuming the debts of any county, city, town or township, or of any
corporation. (An exception in both cases is for debts incurred to repel invasion, suppress insurrection, or
defend the State in war.) The Constitution provides that “Except the debts above specified . . . no debt
whatever shall hereafter be created by, or on behalf of the state.”

By 17 constitutional amendments approved from 1921 to present, Ohio voters have authorized the
incurrence of State general obligation (GO) debt and the pledge of taxes or excises to its payment. All related
to the financing of capital facilities, except for three that funded bonuses for veterans and one that funded coal
technology research and development. Currently, tax supported general obligation debt of the State is
authorized to be incurred for the following purposes: highways, local infrastructure, coal development, natural
resources, higher education, common schools, and conservation. Although supported by the general obligation
pledge, highway debt is backed by a pledge of and has always been paid from the State’s motor fuel taxes and
other highway user receipts that are constitutionally restricted in use to highway related purposes.

State special obligation debt, the owners or holders of which are not given the right to have excises or
taxes levied by the General Assembly to pay principal and interest, is authorized for specified purposes by
Section 2i of Article VIII of the Constitution. Debt service payments are subject to biennial appropriations by
the General Assembly pursuant to leases or agreements entered into by the State.

The Ohio Building Authority (OBA) issues special obligations for facilities to house branches and
agencies of State government and their functions, including: State office buildings and facilities for the
Department of Administrative Services and others (DAS), the Department of Transportation (ODOT) and the
Department of Public Safety (DPS); juvenile detention facilities for the Department of Youth Services (DYS)
and other governmental entities; Department of Rehabilitation and Correction (DRC) prisons and correctional
facilities including certain local and community-based facilities; office buildings for the Bureau of Workers'
Compensation (BWC) and Department of Natural Resources (DNR); Ohio Arts and Sports Facilities
Commission (ASFC) facilities; and school district technology and security facilities. The Treasurer (replacing
the Ohio Public Facilities Commission (OPFC) for the purpose) issues obligations for mental health and parks
and recreation purposes, and has previously issued obligations for certain elementary and secondary school
facilities. Debt service on obligations issued under Section 2i is paid from GRF appropriations, with the
exception of debt issued for ODOT and DPS facilities which is paid from highway user receipts and for BWC
facilities which is paid from the BWC Administrative Cost Fund.

A 1999 constitutional amendment provides an annual debt service “cap” applicable to future issuances of
State general obligations and other State direct obligations payable from the GRF or net State lottery proceeds.
Generally, new bonds may not be issued if future Fiscal Year debt service on those new and the then
outstanding bonds of those categories would exceed 5% of the total estimated GRF revenues plus net State
lottery proceeds during the Fiscal Year of issuance. Those direct obligations of the State include, for example,
special obligation bonds issued by the Ohio Building Authority and the Treasurer of State, and previously by
the OPFC, that are paid from GRF appropriations, but exclude bonds such as highway bonds that are paid from
highway user receipts. Pursuant to the amendment and implementing legislation, the Governor has designated
the OBM Director as the State official to make the 5% determinations and certifications. Application of the
cap may be waived in a particular instance by a three-fifths vote of each house of the General Assembly and
may be changed by future constitutional amendments.

In addition to its issuance of highway bonds, the State has also financed selected highway infrastructure
projects by entering into agreements that call for payments to be made from federal transportation funds
allocated to the State. Payments by the State under those agreements are subject to biennial appropriations by
the General Assembly. OBM estimates the highest future Fiscal Year payments under those current
arrangements to be $79,602,448. In the event of any insufficiency in those anticipated federal allocations to
make payments on State bonds, the payments are to be made from any lawfully available federal moneys
appropriated to ODOT for the purpose, and in the case of continued insufficiency the ODOT Director is to
request a General Assembly appropriation for the purpose.
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Economic Development and Revitalization. A statewide economic development program assists the
financing of facilities and equipment for industry, commerce, research and distribution, including technology
innovation, by providing loans and loan guarantees. The law authorizes the issuance of State bonds and notes
secured by a pledge of portions of the State profits from liquor sales. The General Assembly has authorized
the issuance of these obligations with a general maximum of $500,000,000 to be outstanding at any one time
(excludlng bonds issued to meet guarantees, if any). The aggregate amount from the liquor profits to be used
in any Fiscal Year in connection with these bonds (except for bonds issued to meet guarantees) may not exceed
$45,000,000. The total of unpaid guaranteed loan amounts and unpaid principal of direct loans may not
exceed $800,000,000. A 1996 issue of $168,740,000 of taxable bonds refunded outstanding bonds and
provided additional loan moneys for facilities and equipment. $101,980,000 of taxable forward purchase
bonds were issued in 1998 to refund, as of 2006, term bonds of the 1996 issue stated to mature in 2016 and
2021. The State, in July 2003, issued $50,000,000 in bonds for Innovation Ohio projects and in November
2003, issued $50,000,000 in bonds for research and development projects. Pursuant to a 2000 constitutional
amendment referred to below under Additional Authorizations, the State has issued a first series of
$50,000,000 of bonds for revitalization purposes that are also payable from State liquor profits. The maximum
annual debt service on all state bonds payable from State liquor profits is $26,777,576 in Fiscal Year 2009.

Certificates of Participation. State agencies also have participated in office building and non-highway
transportation projects that have local as well as State use and benefit, in connection with which the State has
entered into lease-purchase agreements with terms ranging from.7 to 20 years. Certificates of Participation
(COPs) have been issued that represent fractionalized interests in or are payable from the State’s anticipated
payments. The number and amount of COPs issued in connection with those agreements have varied and will
continue to vary. OBM estimates the highest future Fiscal Year payments under those agreements, which are
primarily made from GRF appropriations, to be $4,603,524. Payments by the State aré subject to biennial
appropriations by the General Assembly with the lease terms subject to renewal if appropriations are made.
Generally, the OBM Director’s approval of such agreements is required, pamcularly if COPs are to be
pubhcly—offered in connection with those agreements

Revenue Bonds. Certain State agencies issue revenue bonds that are payable from revenues from or
relating to revenue producing facilities, such as those issued by the Ohio Turnpike Commission. By judicial
interpretation, such revenue bonds do not constitute “debt” under the constitutional provisions described
above. The- Constitution authorizes State bonds for. certain housing purposes (issued by the Ohio Housing
Finance Agency) to which tax moneys may not be obligated or pledged. See the discussion of expanded
housing finance authority, and permitted pledges to it, below under Additional Authorizations. -

(THIS SPACE INTENTIONALLY LEFT BLANK)
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() Debt service paid-from federal transportatlon grants apportioned fo the State (Title 23 of the U.S. Code)

The following table presents a summary of State debt obligations as of February 1, 2004, including the
Series H Bonds. The General Assembly has appropriated sufficient moneys to meet debt service requirements
for the current biennium (endmg June 30, 2005) on all of the obligations included in this and accompanying
tables.

Obligations Payable from the GRF

Authorized by
General Assembly

General Obligations '
Coal Development(c) $150,000,000
Infrastructure(d) 2,040,000,000
Natural Resources(f) 287,000,000
Common School Facilities 1,983,000,000
Higher Education Facilities 1,798,000,000
Conservation(f) 100,000,000
Special Obligations
DRC Prison Facilities $1,828,000,000
DYS Facilities 257,000,000
DAS Facilities(g) 1,461,000,000
ASFC Facilities 384,000,000
DNR Facilities 12,160,000
Higher Education Facilities 4,817,590,000
Mental Health Facilities 1,315,000,000
Parks & Recreation Facilities 313,000,000
Elementary & Secondary Education 333,640,000 .

Obligations Payable from Non-GRF Sources

Highway User Receipts
G.O. Highway(h)
G.O: Highway(i)

ODOT Facilities 155,800,000
DPS Facilities 143,000,000
Net Liquor Profits ‘
Economic Development(j) . n.a.
Revitalization Projects(k) 100,000,000
Other "

ODOT Highway-Infrastructure(l) . . .n.a.
BWC Facilities(m) 214,255,000

Authorized by

GeneralAssgmbly

$1,745,000,000
1,770,000,000

Excludes réfunding bonds; includes bonds refunded. .
Excludes bonds refunded; includes refunding bonds.
Not more than $100,000,000 may be outstanding at any time.

Issued(a)

$137,000,000
1,919,986,136
240,000,000
1,590,000,000
1,100,000,000
100,000,000

$1,602,100,000
232,000,000
1,288,300,000
323,690,000
12,160,000
4,817,590,000
1,237,085,000
264,900,000
333,640,000

‘Is'su'ed(a)' -

$1,745,000,000

1,295,000,000
155,800,000
123,200,000

268,740,000
50,000,000

597,250,000

214,255,000 .

Outstanding(b)

- $35,710,000
1,251,910,146(e)
177,795,000
1,508,010,000(e)
991,230,000
95,315,000

$865,425,346
177,835,000
780,920,000
193,545,000
4,775,000
1,168,545,000
279,680,000
100,885,000
116,115,000

Outstanding(b)

$43,500,000 -
897,500,000 .-

" 50,520,000
80,510,000

236,550,000
© 47,590,000

| 472,415,000
142,500,000

Not more than $120,000,000 may be issued in any Fiscal Year, and the total issued may not exceed $2.4 billion.

Includes $226,300,000 in adjustable rate bonds for infrastructure and $67,000,000 in adjustable rate bonds for common schools.

Not more than $50,000,000 may be issued in any Fiscal Year and not more than $200,000,000 may be outstandmg at any time. :
Primarily for State office buildings in Columbus, Cleveland, Akron and Toledo, and a State computer center in Columbus. Debt
service for the Akron and Toledo office buildings is supported in part by payments from local government agencies using portions of °

those facilities.
Authority to issue expired in 1996

Not more than $220,000,000 may be issued in any year and not.more than $1.2 billion may be outstanding at any time.
Revenue obligations issued for economic development assistance programs established under Chapter 166 of the Ohio Revised Code, ..
including the Innovation Ohio and research and development programs. Not more than $500, 000 000 may be outstandmg at any time.
(k) Net hquor profits are statutorily designated as the source of payment of debt service:

(m) Debt service pa1d from approprlatxons from the BWC Administrative Cost Fund.
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The following table shows the principal amount of those obligations that are scheduled to be
outstanding as of July 1 of the indicated years, including the Series H Bonds:

Obligations Payable from the GRF - Non-GRF Obligations
Special Highway User Net Liquor
Year Education(a) Other GO(b) Obligations(c) Receipts(d) Profits(e)
2005 $2,355,865,000  $1,437,795,046 $3,152,583,238 $766,920,000 $272,020,000
2010 1,781,575,000 883,153,762 1,311,125,000 155,005,000 217,035,000
2015 1,082,990,000 377,953,600 366,460,000 8,075,000 - 142,085,000
2020 403,120,000 68,245,000 50,185,000 1,530,000 49,880,000

(a) Includes obligations for common schools and higher education capital facilities.

(b) Includes natural resources, coal development, infrastructure improvement and conservation general obligation bonds.
(c) Includes lease-rental obligations for various state capital facilities.

(d) Includes general obligations for highways and lease-rental obligations for ODOT/DPS facilities.

(¢) Includes revenue obligations for economic development purposes and special obligations for revitalization purposes.: *

The following tables show certain historical debt information and comparisons. These tables include only '
outstanding obligations of the State for which debt service is paid from the GRF.

L : , Outstanding Debt
Principal Amount ' ‘Outstanding Debt " As % of Annual -

Year Outstanding (as of July 1) Per Capita Personal Income
1980 - .. $1,991,915,000 $184 . - 1.83% -
1990 - 3,707,054,994 - ’ 341 S 1.82
1999~ 6,007,699,710 v ' 534 1.96
2000 6,308,680,025 o 556 1.96
2001 6,570,863,174 S - 578 o . . 2.01
2002 7,086,317,648 620 2.11
2003 7,559,386,132 662(a) 2.25(b).

, : . " Total GRF Revenue ‘ Debt Service Debt Service:
Fiscal . DebtService - and Net State as % of GRF Revenue  as % of Annual
Year Payable " Lottery Proceeds and Lottery Proceeds © Personal Income

- 1980 $187,478,382 - $4,835,670,223 T 3.88% 0.17%
1990 488,676,826 12,230,681,298 4.00 : 0.24
‘1999 843,207,365 19,736,607,701 4.27 0.28
2000 871,313,814 20,711,678,217 - 421 -0.27
2001 918,248,422 21,921,275,724° 4.19. 0.28
2002 926,142,216 22,072,703,100 420 . 028
2003 959,489,678 23,055,920,100 4.16 0.29(b) =

(a) Based on july 2002 population éstimate.
(b)" Based on 2002 personal income data.

Additional Authorizations

Only a portion of State capital needs can be met by direct GRF appropriations, and so additional State
borrowing for capital purposes has been and will continue to be required. Capital appropriations for the 2003-
04 capital biennium provided for the following additional GRF-supported borrowings for the various purposes,
all of which are reflected in the preceding tables:

General Obligation , )
¢ $1,033,000,000 for capital improvements for elementary and secondary public schools.
e $586,690,000 for higher education capital facilities projects, including $50,000,000 for research and
- technology development facilities.
$240,000,000 for local infrastructure projects.
o $15,000,000 for natural resources facilities.
$50,000,000 for conservation purposes.
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Special Obligation

$25,000,000 for prisons and local jails.

* $5,000,000 for DYS facilities.

$68,000,000 for DAS facilities.

$43.,000,000 for ASFC facilities (including both arts and sports facﬂltles)
$34,000,000 for mental health facilities (including local projects).
$22,000,000 for parks and recreation facilities.

$50,000,000 for revitalization purposes.

Currently applicable or proposed constitutional authorizations are:

o 2000 — authorizes the issuance of State bonds for land conservation and .revitalization purposes

(including statewide brownfields clean-up). For each of the two purposes, the amendment authorizes
not more than $50,000,000 in principal amount to be issued in any Fiscal Year and not more than
$200,000,000 to be outstanding at any time. The bonds for conservation purposes are general
obligations, and those for revitalization purposes are special obligations payable from revenues and
receipts designated by the General Assembly (currently a portion of the State’s net liquor profits).

1999 — authorizes State general obligation debt to pay costs of facilities for a system of common
schools throughout the state and for state-supported and state-assisted institutions of higher education.
The amendment also provides for the 5% direct obligation debt service cap described above.

1995 — authorizes additional highway bonds and extended the local infrastructure bond program. For
the latter, it authorized an additional $1.2 billion of State full faith and credit obligations to be issued
over 10 years, with not more than $120,000,000 to be issued in any Fiscal Year. The highway finance
portion authorizes not more than $1.2 billion to be outstanding at any time and not more than
$220,000,000 to be issued in any Fiscal Year.

1994 — pledges the State's full faith and credit and taxing power to meet certain guarantees under the
State's tuition credit program, a program that provides for the purchase of tuition credits, for the benefit
of State residents, which are guaranteed to cover a specified amount when applied to the cost of higher
education tuition. Under the amendment, to secure the tuition guarantees, the General Assembly shall
appropriate money sufficient to offset any deficiency that occurs in the trust fund, at any time necessary
to make payment of the full amount of any tuition payment or refund required by a tuition payment
contract. (A 1965 constitutional provision that authorized, but did not require, State student loan
guarantees payable from available state moneys has never been implemented, apart from a “guarantee
fund” approach funded essentially from program revenues.)

1990 — authorizes greater State and political subdmsxon participation in the provision of individual and
family housing. This supplements the prev1ous “constitutionally authorized loans-for-lenders.and other
housing assistance programs, financed in part with State revenue bonds. The amendment authorizes
the General Assembly to provide for State assistance for housing in a variety of ways, including State
borrowing for the purpose by the issuance of obligations secured by a pledge of all or such portion of
State revenues or receipts as it authorizes (but not by a pledge of the State’s full faith and credit).

1985 — authorizes the issuance of general obligation debt to finance grants or make or guarantee loans
for research and development of coal technology that will encourage the use of Ohio coal. - Those
grants or loans are available to any individual; association, or corporation doing business in the State,
or to any educational or scientific institution located in the State. Not more than $100 million may be
outstanding at any time.
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ECONOMY AND EMPLOYMENT

Although manufacturing (including auto-related manufacturing) in Ohio remains an integral part of the
State’s economy, the greatest growth in Ohio’s economy in recent years has been in the non-manufacturing
sectors. In 2000, Ohio’s economic output as measured by gross state product (GSP) totaled $373 billion,
ranking it seventh among all states. The State ranks third within the manufacturing sector as a whole ($89
billion) and third in durable goods ($60 billion). As a percent of Ohio’s 2000 GSP, manufacturing was
responsible for 24%, with 19% attributable to the services sector and 16% to the finance, insurance and real
estate sector. Ohio is the eighth largest exporting state with 2001 merchandise exports totaling $27 billion.
The State’s leading export products are machinery (including electrical machinery) and motor vehicles, which
together accounted for nearly 60% of that total.

Payroll employment in Ohio, in a diversifying employment base, showed a steady upward trend until
1979, then decreased until 1982. It increased through 1991, decreased slightly in both early 1992 and late
1993, but otherwise has increased steadily through 2000. Growth in recent years has been concentrated among
non-manufacturing industries, with manufacturing employment tapering off since its 1969 peak. The "non-
manufacturing”- sector employs approximately 81% of all non-farm payroll workers in Ohio. The growth in
employment and changing mix of employment sectors nationally and in Ohio are shown in the following
tables. : : : '

Ohio Nonfarm Payroll Jobs by Iﬁdustry Type
Not Seasonally Adjusted (in 000)

1970 1980 1990 2000 2002*

Natural Resources & Mining .............. 21 31 18 13 12
CONSITUCHION..evveeeeciirereeeireeeeieeieeecesnae 164 167 195 246 236
Manufacturing...........ccoooveeeneee. 1,410 1,264 1,112 - -1,083 885
Trade, Transportation & Public Utilities* 998 1,180 1,390 1,599 1,064
Information™ ..........c.ooovveevicievienererennen. n.a. n.a. ’ n.a. oma. o 101
Financial Activities .......ooveveeeureuennn.. 154 204 256 308 308
Services....ooueieivrivirinnn. 568 831 1,189 < 1,592 1,554
Leisure & Hospitality* n.a. na. - n.a. n.a. 487
Government ............. erens _566 _690 122 oo 785 799
TOTAL ..ot 3,881 4,367 4,882 5,625 5,446

Source: U.S. Department of Labor, Bureau of Labor Statistics, National and State Current Employment Statistics.”
* Reflects a change in the basis for industry classification from the 1987 Standard Industrial Classification System (SIC) to
the 2002 North American Industry Classification System. :

B Distribution of Nonfarm Payroll Jobs by Industry Type (%)

1970 1980 1990 2000 2002*

Ohic US  Ohio US. Ohic US. Ohio US. Ohio US.

- ~‘Natural Resources & Mining.............. 05 09 0.7 1.1 04 06 02 04 02 . 04
Construction......... et : 42 5.1 38 48 4.0 47 44 5.1 43 52
Manufacturing .........c.cccouvvvieiiviionnnnnn. - 363 273 290 224 228 174 192 140 163 117
Trade, Transportation & Public Utilities* 25.7 27.6 27.0 282 28.5 53 28.4 283 195 19.6
Information™®.........c.ovveivieieceieenenn na. n.a. n.a. na. na. n.a. na. -na. 1.9 2.6
Financial Activities 4.0 5.1 4.7 57 52 6.1 55 58 56 6.0
Services ; - 14.6 16.3 19.0 19.8 244 255 283 30.7 285 288
Leisure & Hospitality*...........cccou....... : n.a. na. n.a. . na. na. - na. na. na. 89 92
GOVErNMENt ........cvocvevvereereeiereiererennans 14.6 17.7 15.8 18.0 148 16.7 14.0 157 14,7 16.5

Source: U.S. Department of Labor, Bureau of Labor Statistics, National and State Current Employment Statistics. The distribution
percentages are as calculated by OBM. :
* Reflects change in the bases for industry classification from the 1987 Standard Industrial Classification System (SIC) to the 2002
North American Industry Classification System (NAICS).
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Ohio and U.S. unemployment rates have been as follows: .
Average Monthly Unemployment Rates (Seasonally Adjusted)

Year Ohio U.S.
1980.....00 1 8.4% 1%

1985 8.9 12

1990 5.7 : 5.5

1995 4.8 . 5.6

1998 . 43 .. 45

1999 43 ., 4.2

2000 T 40 ° 40

2001 4.2 47

2002 5.7 5.8

2003 5.6 5.7

6.1 5.8

6.2 5.8

6.3 6.0

6.1 6.1

6.3 6.4

6.3 . 6.2

.......... 5.8° 6.1

September vorvees 9.8 6.1

October......... 5.6 6.0

November 5.7 5.9

December 6.0 57

Source: Ohio Department of Job and Family Services; Labor Market Information.

The following are . the private sector employers that had the highest number of full-time equivalent
employees (estimated and rounded) in Ohio in 2002:

OHIO'S TOP 25 PRIVA’I_‘E SECTQR EMPLOYERS - 2002

‘ Estimated Employment ’
Company ' Headcount Sector :
Wal-Mart Stores, Inc. 37,000 _ ~Retail General Merchandlser N
Kroger Company 29,000 Retail Food Stores. '
Cleveland Clinic Health System 23,700 Health
General Motors Corporation 21,350 Motor Vehicles
Delphi Automotive 20,300 - ~Motor Vehicles Parts
General Electric Company : 20,300 ’ Aerospace/Electrical Equipment
Ford Motor Company 17,800 : Motor Vehicles
University Hospitals Health System . 17,070 .. . Health
Ohio Health : 15,000 ' Health
‘Proctor & Gamble Company 15,000 , Soaps and Cosmetics:
Meijer,. Inc, . . 14,970 . Retail General,Merchandiser-
Honda Motor Company : 14,000 : Motor Vehicles: -1
_ Umted Parcel Service of America, Inc. 13,500 o Air, Freight and Package Dehvery
. Bob Evans. Farms, Inc. 13,300 . Restaurants . .
Health Alllance of Greater Clncmnatl L 13,140 e Health ,
" Banc One Corporatlon . 13,000 Financial Services
Nationwide Insurance S 12,400 ' Insurance o
National City-Corp. s - 12,050 ' - Financial Services
ProMedica Health Systems .- 12,000 Health '
DaimlerChrysler.Corporation © o 11,000 .Motor Vehicles .
KeyCorp ; . 10,700 - Financial Services -
SBC 10,500 Telecommunications
FirstEnergy Corporation 9,500 Electric Utilities
Whirpool Corporation 9,400 Consumer Products
Airborne Express 8,100 Air, Freight and Package Delivery

Note: Boldface indicates headquartered in Ohio.
Source: Ohio Department of Development, Office of Strategic Research.
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POPULATION

Ohio’s 2000 decennial census population of 11,353,140 indicated a 4.7% population growth over 1990 and
ranked Ohio seventh among the states in population. The following tables show selected census figures.

Ohio Population — Total and by Age Group

Rank Decennial

Among Growth 1-19 20-64 65 and
Year Total States Rate Years Years Over
1970 10,657,500 6 9.7% 4,124,400 5,539,600 993,500
1980 10,797,600 6 1.4 3,502,900 6,125,200 1,169,500
1990 10,847,100 7 0.5 3,141,000 6,299,100 1,407,000
2000 11,353,100% 7 4.7 3,216,000 6,629,400 1,507,800

* Census population estimate July 2002 is 1 1,421,300.
Source:  U.S. Bureau of Census Web Site, State Population Estimates, Population and Reports, Demographic Profiles.

Population of Ohio Metropolitan Areas(a)

1970 1980 1990 2000
Cleveland.......ccoceevevveenennnns 2,063,729 1,898,825 2,202,069(b) 2,250,871
CinCinnati.......ccoceevveererreerenn. 1,106,821 1,100,983 1,526,092(c) 1,646,395
Columbus...... e 1,017,847 1,093,316 1,345,450(d) 1,540,157
Dayton ....... 852,531 830,070 951,270(e) 950,558
Akron..... 679,239 660,328 657,575 - 694,960
Toledo....cveeeeuennennnn. 643,443 656,940 614,128 618,203
Youngstown-Warren........... 537,124 531,350 600,895(%) 594,746
Canton......ccocveeeerennnenn .. 393,789 404,421 394,106 - 406,934
Lorain-Elyria....cccccocoemnnens 256,843 274,909 - (by - (b)
Hamilton-Middletown ........ 226,207 258,787 291,479 332,807
Lima...occovininrierieccniiineniens 210,074 218,244 154,340 . 155,084
Mansfield........ccoorvevierennans 129,997 131,205 174,007(%) 175,818
Steubenville ........ccecvverrnnenne. 96,193 91,564 142,523(g) 132,008

(8) SMSAsin 1970 & 1980, MSAs in 1990 and 2000 (PMSA’s for Cleveland, Cincinnati, Akron, and Hamilton-Middleton).
(b) Lorain-Elyria included with Cleveland. ' o

(c) Includes 12 counties (two in Indiana and six in Kentucky).

(d) Newark added.

(e) Springfield added.

(f) Includes three counties.

(g) Weirton added; includes two counties in West Virginia.

Source: U.S. Bureau of the Census Web Site, Metropolitan Area Population Estimates.

AGRICULTURAL AND RESOURCES BASES

With 14.8 million acres (of a total land area of 26.4 million acres) in farmland and an estimated 78,000
individual farms, agriculture combined with related agricultural sectors is an important segment of Ohio’s
economy. Ohio’s 2000 crop production value of $2.86 billion represented 3.1% of the U.S. total value. Ohio
ranks in the top five states in the production of soybeans, wheat, corn, tomatoes, eggs, swiss and cottage
cheese, milk sherbet, and mushrooms. In 2000, Ohio’s agricultural sector output (consisting of crops, animal
and dairy, and services and forestry) totaled $5.5 billion with agricultural exports (primarily soybeans, feed
grains and wheat, and their related products) estimated at a value of $1.1 billion.

The availability of natural resources, such as water and energy, is of vital nationwide concern. Ohio has
large quantities of these important natural resources. With Lake Erie and the Ohio River on its borders, and
many lakes and streams throughout the State, water is readily available for all uses.. Additionally, Ohio has
sizable coal resources, ranking seventh among the states in coal reserves and ninth in coal production.

[Source: Statistical Abstract of the United States, 2002, Section 18 Natural Resources.]
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STATE EMPLOYEES AND RETIREMENT SYSTEMS

The following table shows the number of regular State employees, computed on an average monthly/Fiscal
Year basis from OBM records. The figures do not include employees who are not paid by State warrant, such
as state university employees. For comparative national figures, see “Government Payrolls” in the table of
“Comparative Government Statistics” below. Census data for 2000 shows Ohio as having the eighth lowest
cost per capita for state personal services payroll among all states.

Number of Regular State Employees (Average Monthly)
Fiscal Year Fiscal Year

The State engages in collective bargaining with six employee unions representing 21 bargaining units and
generally operates under three-year agreements most of which were recently renegotiated and ratified, and
expire in March-through June 2006. :

The State has established five public retirement systems to provide retirement, disability retirement, and
survivor benefits. The Public Employees Retirement System (PERS), the largest of the five, covers both State
and local public employees. The State Teachers Retirement System (STRS) and School Employees
Retirement System (SERS) primarily cover school district and public higher education employees. The
Highway Patrol Retirement System (HPRS) covers State troopers and the Police and Fire Pension Fund
(PFPF) covers local safety forces.

These retirement systems were created by and operate pursuant to State law. The General Assembly has
the power to amend the format-and benefit levels, impose or revise contribution rates or amounts, or to make
other changes. The systems are not currently subject to the funding and vesting requirements of the federal
Employee Retirement Income Security Act (ERISA). Federal law requires new hires to participate in the
Medicare program, with matching employer and employee contributions, each now 1.45% of the wage base.
Otherwise, State employees covered by a State retirement system are not currently covered under the federal
Social Security' Act. Congress has from time to time considered legislation. relating to retirement funds of
public bodies and to other aspects of public employee retirement. :

The State is required to make an employer contribution based on a percent of salary for each State
employee that is an active member of a state retirement system. Currently, about 96% of State employees are
members of PERS, 2.5% are in HPRS and 1.5% are in STRS. The State’s employer contributions to those
systems totaled $676,590,000 in the 2000-01 biennium, $776,120,000 in the 2002-03 biennium and are
estimated to be $796,900,000 in the 2004-05 biennium. The State also has funded and continues to fund
subsidies to the systems (most for specific' groups ‘of retirants) to pay for new or additional benefits mandated
by law and not otherwise funded. The aggregate subsidies were $52,519,877 in the 2000-01 biennium,
$52,639,584 in the 2002-03 biennium, and are appropriated at $54,500,000 for the 2004-05 biennium.

The following table presents summary- State and local membershlp and financial data for each of the
retirement systems for the most recent year reported by thé partlcular system (not mcludmg assets of liabilities
for post-employment healthcare benefits ($ in millions)):

PERS . STRS - SERS PEPE HPRS

: as of 12/31/02° *"+ 6/30/03 6/30/02 12/31/02 12/31/02
Active Members......cocceeeeieenee 365,424 7 179,944 120,254 T 28328 ° 1,548
Retirants and Beneficiaries 141,019 108,294 67,772 23,413 11,231
Employer/Employee Contributions (% of Salary)(a)........ 13.3/8.5(b) 14.0/9.3 14.0/9.0 (b) 24.5/10.0
Active Member Payroll ........ccccevevcvennicnnniinicnnnienns $11,207.1 - * $9,206.1 $2,175.6 $1,534.3 $79.0
Actuarial Accrued Liability (AAL) ..o $50,872.0 -$65,936.3 $9,986.3 $9,785.8 1 $663.1
Value 0f ASSELS (€) cuoovevereeieerieeenerreeeeesmreeresrensresinsens $43,706.0 © :$48,899.2 $8,879.0 $9,076.5 $527.6
Unfunded Actuarial Accrued Liability (UAAL) .......... $7,166.0 $17,037.1 $1,107.3 $709.3 $135.5
Funding Ratio (Assets to AAL (%)) ..coovvervnvenienieinnene 85.9 74.2 88.9 92.8 79.6

(a) For PERS, STRS, and SERS the maximum employer and employee contribution rates under law are 14% and 10% respectively.

(b) State employee rates. PERS local is 13.55/8.5% and law enforcement is 16.7/10.1%. Police is 19.5/10% and fire 24/10%.

(c) Recognizes the cost of assets adjusted for realized and unrealized gains and losses amortized over a four-year period, except for
PFPF which values assets under a five-year expected market value technique.

Sources: Retirement systems' comprehensive annual financial reports and annual actuarial valuations.
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TAX LEVELS AND TAX BASES

The variety of taxes and excises levied by the State is indicated in several tables in this Official Statement.
Census figures for 2001 showed that Ohio then ranked 34th in state taxes per capita. As examples of rates of
major taxes, the State sales tax is currently levied at the rate of 6% see Recent and Current Finances —
Current Biennium. The highest potential aggregate of State and permissive local sales taxes is currently 9%,
and the highest currently levied in any county is 8%. The State gasoline tax was raised two-cents per gallon
effective July 1, 2003 to 24¢ per gallon, and is authorized to increase up to two cents in each of the next two
years to a maximum of 28¢ per gallon (one cent of this tax is specifically directed to local highway-related
infrastructure projects).

Two major tax bases in the State, personal income (taxed by the State and municipalities, and, with voter
approval, by certain school districts) and real and tangible personal property (taxed by local governments), are
described below. .

Personal Income

Current State personal income tax rates, applying: generally to federal adjusted gross income, range from
0.743% on $5,000 or less with increasing bracketed base rates and percentages up to a maximum on incomes
over $200,000 of $11,506 plus 7.5% on the amount over $200,000. Reflecting amounts transferred from
Fiscal Year ending GREF balances to the Income Tax Reduction Fund, reductions in personal income tax rates
for each of the 1996 through 2000 tax years were 6.61%, 3.99%, 9.34%, 3.63% and 6. 93%, respectively.
Based on Fiscal Years 2001 through 2003 financial results, no transfers were made to.the Income Tax
Reduction Fund for those years

Under. current law, beginning in July 2005 the State income tax brackets will be. 1ndexed to Gross
Domestic Product ﬁgures

The Constitution requires 50% of State income - tax. recelpts to be returned to the pohtrcal subd1v1310ns or
school districts i in which those receipts originate. There is no present constltutmnal limit on income tax rates.

. Municipalities and school districts may also levy certain income taxes.  Any.municipal rate (applying
generally to. wages and salaries and net business income) over 1%, and any school district income tax
(applying. generally to the State income tax base for individuals and estates), requires voter approval. - Most
cities and: villages levy a-municipal income tax.. The highest mun1c1pal rate in 2002 was 2.85%. A school
district income tax is currently approved in 127 districts. < . S

Since 1960 the ratio of Ohio to U.S. aggregate personal income has dechned with Ohio's ranking among
the states ‘moving from fifth in 1960 and 1970 to eighth in 1990, increasing to seventh in 1994 through 2001
and moving back to eighth in 2002. This movement, portrayed below, in significant measure reflects “catching
up” by several other states and a trend in Ohio toward more service sector employment. -

Personal Income (Total $ in Billions) Lo
Ohio Percent . Ohio Rank -

. oo : ) o U.S, S T Ohio of US. © = Among States

1970 Total ..o ’ §8345 $43.7 5.2% 5

- ‘per capita w4095 4,101 : 100.1 16

1980 Total.............. .0 2,3139- 109.1 y 4.7 6

‘ per caplta 10,183 10,103 99.2 21

1990 Total .............. 4,885.5 ) 204.1 ) 42 7
: per capita - 19,572 18,788 96.0 21
2000 Total.............. 8,398.9 319.6 3.8 7

] per capita. 29,760 28,130 94,5 20
2002 Total ......cooeeeee. - 89223 335.8 3.8 8
; per capita 30,941 29,405 95.0 21

Note: District of Columbia included in U.S. total, excluded in ranking.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Property

The following table lists, for informational purposes only, the non-exempt real and tangible personal
property tax base in the State and taxes levied on that base (on a calendar year basis). Only local taxing
subdivisions, and not the State, currently tax the real and tangible personal property included in this table.

Reported figures for 2001 show that these property taxes represent 3.59% of Ohio personal income.

Assessed Percent of Taxes
Value (a) True Value (b) Charged
1970 Real(C) .o $24,817,430,805 31.2% $1,175,288,092
Tangible(d) ..o 4 10,393,488,318 54.1 © 58,830,992
Public Utility(c).c.ccovrrrrrnnnin 5,140,995,900 82.0 223,864,399
1980 56,457,842,607 27.1 2,343,384,488(¢)
Tangible(d)......coooreeererinnninnnn. 15,649,200,844 39.2 765,047,826
Public Utility(c).....cccoverrerrrnne 8,670,052,613 83.3 411,321,235
1990  Real....cooeennes 93,857,482,000 35.0 4,593,147,000(e)
Tangible(d) .. 18,473,055,000(f) 28.0 1,149,643,000(f)
Public Utility(c)(g) ....ccoovvrenenee. 12,934,191,000 88.6 799,396,000
2000  Real....cnnne. 167,857,657,350 35.0 8,697,809,112(e)
Tangible(d)............. 23,298,302,564(f) 25.0 1,720,740,378(f)
Public Utility(c)(g) . " 13,635,709,860 67.0 967,674,709
2001  Real.oeeicneee 173,975,282,762 35.0 9,183,387,507(e)
Tangible(d)............. 24,046,239,068(f) 25.0 1,802,487,778(f)
Public Utility(c)(g) . 9,717,399,920(h) 49.8 715,307,242
2002 Real...ienens 186,756,854,520 35.0 9,807,854,076(e)
Tangible(d)............. 23,296,013,406(f) © 250 1,768,343,517(f)
Public Utility(c)(g) ..ovvvvererirnne +10,069,184,268(h) 50.0 746,058,859

(a) Increases in assessed value of "Real" are in part products of reappraisals.

(b) Regular annual reductions for "Tangible” (except for most public utility tangible) were scheduled until 25% was reached in 1993. The
Constitution permits separate-classes of land and improvements (one class being residential and agncultural the second being all other uses)
for certain taxation purposes. :

(¢) Excludes public utility real property.

(d) " Includes machinery, inventories, fixtures; excludes pubhc utility.

(e) Includes the statutory 10% rollback (12.5% for owner-occupied residences since 1984) and elderly/handlcapped partlal exemption amounts;
paid by the State to local taxing entities to compensate for statutory reductions in local tax collections..

(H A new exemption took effect in 1984. State reimbursement of resulting local revenue losses is not 1ncluded in "Taxes Charged".

(g) Beginning in 1990, the true value of most public utility property is based on annual composite allowances that vary according to the type and

age of property.
(h) Beginning in 2001, the statutory assessment rate for electric and gas utilities decreased from 88% to 25%.

Source: Ohio Department of Taxation.

Recent State legislation schedules reductions in the assessed (tax) Valuatlon of genéral categories of
tangible personal property. Effective for collection year 2002, the assessed valuation of electric utility
production equipment decreased from 100% and natural gas utility property from 88% of true value, both to

25%; makeup payments in varying and declining amounts are to be made through 2016 to taxing subdivisions
by the State from State resources. Effective in 2002, the assessed valuation of personal property constituting
“inventory” is being reduced over time from the rate of 24% of true value to zero; annual adjustments are to be
made through 2007 based on certain historic collection figures and beginning in 2008 the rate is to be reduced
annually in 1% increments.

Property tax relief payments by the State to local subdivisions totaled $2.17 b11110n in the 2000-01
biennium, $2.44 billion in the 2002-03 biennium, and are appropriated at $2.69 billion for the 2004-05
biennium.

SCHOOLS AND MUNICIPALITIES
Schools

Litigation, similar to that in other states, has been pending in Ohio courts since 1991 questioning the
constitutionality of Ohio’s system of school funding and compliance with the constitutional requirement that
the State provide a “thorough and efficient system of common schools”. On December 11, 2002, the Ohio
Supreme Court, in a 4-3 decision on a motion to reconsider its own decision rendered in September 2001,
concluded (as it had in its 1997 and 2000 opinions in that litigation) that the State did not comply with that
requirement, even after again noting and crediting significant State steps in recent years.
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In its prior decisions, the Court stated as general base threshold requirements that every school district
have enough funds to operate, an ample number of teachers, sound and safe buildings, and equipment
sufficient for all students to be afforded an educational opportunity.

With particular respect to funding sources, the Court concluded in 1997 and 2000 decisions that property
taxes no longer may be the primary means of school ﬁmdlng in Ohio.

On March 4, 2003, the plarntrffs filed with the original trial court a motion to-schedule and conduct a
conference to address compliance with the orders of the court in that case, the State petitioned the Supreme .
Court to issue a writ prohibiting that conference on compliance, and the trial court subsequently petitioned the
Supreme Court for guidance as to the proper course to follow. On May 16, 2003, the Supreme Court granted
that writ and ordered the dismissal of the motion before the trial court. And on October 20, 2003 the United
States Supreme Court declined to accept the plaintiff’s subsequent petition requesting further review of the
case.

The General Assembly has taken several steps, including significantly increasing State funding for public
schools, as discussed below. In addition, at the November 1999 election electors approved a constitutional
amendment authorizing the issuance of State general obligation debt for school buildings and for higher
education facilities (see discussion under State Debt).  December 2000 legislation addressed certain mandated
programs and reserves, characterized by the plaintiffs and the Court as “unfunded mandates.”

Under- the current financial structure, Ohio’s 612 ‘public school districts and 49 joint vocational school
districts receive a major portion (but less than 50%) of their operating moneys from ‘State subsidy
appropriations (the primary portion of which is known as the Foundation Program) distributed in accordance
with statutory formulas that take into account both local needs and local taxing capacity. The Foundation
Program amounts have steadily increased in recent years, including small aggregate increases even in those
Fiscal Years in which appropriations cutbacks were imposed. - : : .

~School districts also rely upon receipts from locally voted taxes. In part because of provisions of some
State laws, such as that partially limiting the increase (without further vote of the local electorate) in voted
property tax collections that would otherwise result from increased assessed valuations, some school districts
have expressed varying degrees of difficulty in meeting mandated.and discretionary increased costs. -Local
electorates have largely determined the total moneys available for their schools. Locally elected boards of
education and their school admmlstrators are responsible for managmg school programs and budgets within
statutory requirements.

The State’s present school subsidy formulas are striictured to encourage both program quality and local
taxing effort. Until the late 1970’s, although there were some temporary school closings, most local financial
difficulties that arose were successfully resolved by the local districts themselves by some combination of
voter approval of addltlonal property tax levies, adjustments in program offerings, or other measures. For
more than 20 years, requirements of law and levels of State funding have sufficed to prevent school closings
for ﬁnancral reasons, which in any case are prohibitéd by current law.,

- To broaden the potential local tax revenue base, local school districts also may submit for voter approval
income taxes on the district income of individuals and estates. Many districts have submitted the questron and
income taxes are currently approved in 127 districts. ' '

Original State basic aid appropriations for the 1992-93 biennium of $9.5 billion provided for 1.5% and
4.8% increases in the two Fiscal Years of the biennium over appropriations in the preceding biennium. The
reduction in appropriations spending for Fiscal Year 1992 (discussed under: Fiscal Matters—Recent
Bienniums) included a 2.5% overall reduction in annual Foundation Program appropriations, and a 6%
reduction in other primary and secondary education programs. The reductions were in varying amounts, and
had varying effects, with respect to individual districts; there were no reductions for the 172 districts with the
lowest per pupil tax valuations. Foundation payments were excluded from the Governor's Fiscal Year 1993
cutback order.
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Subsequent blenmal school funding State approprlatrons from the ‘GRF and Lottery Profits Education Fund
(but excluding federal and other special revenue funds) were:

o 1994-95 — $8.9 billion prov1ded for 2.4% and 4. 6% increases, respectively, in State ard in the blennlum s
.two Fiscal Years. » ;

e 1996-97 — $10.1 billion representing a 13.6% increase over the precedmg biennium total.

e 1998-99 — $11.6 billion (18.3% over the previous biennium). s

e 2000-01 —$13.3 billion (15% over the prev1ous biennium).

o 2002-03 - $15.2 billion (17% over the previous biennium before the expendlture reductlons dlscussed
under Fiscal Matters — 2002-03).

" State appropriations for the purposé;rnade for the 2004-05 ’bienniurrl were $15.7 billibn'(3 3% ever the
previous biennium), and represented an increase of 0.01% in Fiscal Year 2004 oover 2003 and 2. 2% i 1n Fiscal
Year 2005 over 2004 when compared to orrgmal State approprratlons

Those total State 2004-05 biennial appropriations excluded non-GRF and federal appropriations,  but
include appropriations from the GRF and the lottery profits education fund (LPEF). The amount of lottery
profits transferred to the LPEF totaled $686,020,000 in Fiscal Year 2000, $655,036,000 in Fiscal Year 2001,
$635,150,000 in Fiscal Year 2002, and $671,352,000 in Fiscal Year 2003. Ohio participation in the multi-state
lottery commenced in-May 2002. A constitutional provision requires that net lottery profits be paid into LPEF
to be used solely for the support of elementary, secondary, vocational and special education purposes,
including application to debt service on general obligation bonds to finance common school facilities.

In response to the 1997 Ohio Supreme Court decision holding certain provisions for local school district
borrowing unconstitutional, the General Assembly created the school district solvency assistance program.
Beginning in Fiscal Year 1999, local school districts in fiscal emergency status as certified by the Auditor of
State could apply for an advancement of future year Foundation Program distributions. The amount advanced
was then deducted, interést free, from the district’s foundation payments over the following two-year period.
Six school districts received a total of approximately $12,100,000 in solvency assistance advancements during
Fiscal Year 1999, with another six districts receiving a total of approximately $8,657,000 in Fiscal Year 2000.
This solvency assistance program was held to be not in compliance with the Constitution by the Supreme
Court. In Fiscal Year 2001 four districts received approximately $3,800,000 under a restructured solvency
assistance program. The program was further modified in December 2000 to allow districts that experience an
unforeseen catastrophic event to apply for a grant. In Fiscal Year 2002, three districts received catastrophic
grants totaling $2,569,970 and one district received a solvency advance in the amount of $421,000. In Fiscal
Year 2003, three districts received solvency advances in the amount of $8,742,000 and no districts recelved
catastrophic grants. :

Legislation was enacted in 1996 to address school districts in financial straits. It is similar to that for
municipal "fiscal emergencies" and “fiscal watch” discussed below under Municipalities, but is particularly
tailored to certain school districts and their then existing or potential fiscal problems. There are currently five
school districts in fiscal emergency status and seven in fiscal watch status. New legislation has-créatéd-a third,
more preliminary, category of “fiscal caution.” A current listing of school districts in each status is on the
Internet at http://www.auditor.state.oh.us. ‘ '

Federal courts have ruled that the State shared joint liability with the local school districts for segregation
in Cincinnati, Cleveland, Columbus, Dayton and Lorain. Subsequent trial court orders. directed that some
remedial costs be shared by the State and the respective local districts. For that purpose, recent approprratlons
decreasing in each biennium, were $100,800,000 in 1998-99, $23,700,000 in 2000-01, and $1,000,000 in
2002-03. All cases were settled prlor to the end of Fiscal Year 2003 and there isno further State hablhty

Munlclpahtles

Ohio has a mixture of urban and rural population, with-approximately. three-quarters-urban. There are 943
incorporated cities and villages (municipalities with populations under 5,000) in the State. - Five cities have
populations of more than 100,000 and 16 cities exceed 50,000 in population.

A 1979 act established procedures for identifying and assisting those few cities and villages experiencing
defined "fiscal emergencies”. A commission composed of State and local officials, and private sector
members experienced in business and finance appointed by the Governor, is to monitor the fiscal affairs of a
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municipality facing substantial financial problems That act requires the municipality to develop, subject to
approval and monitoring by its commission, a financial plan to eliminate deficits and cure any defaults and
otherwise remedy fiscal emergency conditions and to take other actions required under its financial plan. It
also provides: enhanced protection for.the municipality’s bonds and notes and, subject to the act’s stated
standards and controls, permits the State to purchase hmlted amounts of the municipality’s short-term
obligations (used only once, in:1980). S S T -

As noted in the discussion above under Fiscal Matters —2002-03 and Current Biennium, the amount of
distributions in those bienniums to most local governments,-including municipalities, from the several State
local government revenue assistance funds were and generally capped at the. equlvalent monthly amounts in
Fiscal Years 2000 and 2001.

The fiscal emergency legislation has been amended to extend its potentlal apphcatron to countres (88 in
the State) and townships. This extension is on an "if and as needed" basis and is not aimed at particularly
identified existing fiscal problems of those subd1v151ons There are currently fiine municipalities and one
township in fiscal emergency status and seven munrclpahtres in ﬁscal watch status A current 11st1ng in each
status is on the Internet at http //WWW aud1tor state.oh.us." -

COMPARATIVE GOVERNMENT STATISTICS

The followmg table prepared by OBM, sets forth- selected comparatrve Ohio and US. statlstrcs (from
federal government sources, not ver1ﬁed by the State) for 2001 '

Selected State Government Statistics - 2001
Comparatlve Ohio and U.S.

United | o Ohio Rank

_ _ _States .~ Ohio - Among States
Government Revenues: o - - o i
General Revenues (MillioNs) .ol it $1,049,296.3 $38,195.7 8
per capita......... et ' 3,685.1 -+ 3,353.4 C38
Taxes (millions).... 559,679.1 19,617.9 . - 8
§015 oz 111 RO SOOI e ettt et teeene o 1,9656. - - 1,722.4 34
Per Capita: v _ o » S o :
SALES TAXES .vvvvvrvererennssnrarerinssessessesssnssssessssssscssssassessarsssionssnnsissens . 629.8 . . 5520 32
Personal INCOME tAXES .....uuvveernermrsereiererneesseesseeesnrannes reeeeereraaren . 7308 . 7292 22
Corporate INCOME tAXES ..voviersininierisiieriaeeiereerereriereseerebeeensseaens 1113 58.2° 38
Government Expendltures :
Total Expenditure (mlllrons) ............................................................. $1,184,146.1 $47,880.1 6 .
PEr CaPIta ... i Gl e 4,158.6 42037 23
Direct Expenditure (millions)..... 833,822.9 ’ 33,2859 6
PEr-Capita. iieeeicreaareeenea e 2,928.3 . Coe 29224 0 127,
Payments to other Government Units, (mrlhons) ..... creseeeieene - 350,3232 - 14,594.2 6.
PEL CAPILA ...ceereeurrreeereareraeereereneseosraenerasicnsasssesiacensenssnesens 1,230.3 . .. 1,281.3 10 |
Personal SErvice PayToll ........oooviveeeeeeeeereeeoeiereresesseeosenesereesseeesseen $154,551.2 $5,186.8 8
PET Capita™ ....oovvreereerererrierenns SOOI OO 5503 456.9 44
Debt: ) . :
Outstanding Debt {Year End in mrlhons) . $576.6 '$18,748.3 9.
' per capita....... e e e e e v 2,024.9 - 1,646.0 33
State Government Assets: A e :
Cash and Securities, All Funds (millions) $2,537,488.5 $156,985.7 4
PEE CAPILA . c.cvivrrniriniieiteientte et vantenennes e enereesiannsbonbonnensd e 8.911.5 13,782.8 5

* Personal services payroll statistics are for calendar year 2000. :
Source: U.S. Bureau of the Census, Federal, State, and Local Governments, State Government Finances 2001. -
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EXHIBIT A

(Text of Legal Opinion)

To: Siebert Brandford Shank & Co.,LLC -
New York, New York

As Representative of the several Underwriters named in Annex A to the
" Bond Purchase Agreement, dated February 11, 2004, with the State of
‘Ohio, acting by and through the Treasurer of State of Oh1o

We have examined the transcrlpt of proceedmgs (the “Transcrlpt”)
relating to the issuance and sale of $160,000,000 General Obligation Highway Capital
Improvements Bonds, Series H (the “Bonds™), issued by the State of Ohio (the “State”),
acting by and through the Treasurer of State (the “Issuing Authority™), for the purpose of
(i) financing the cost of highway capital improvements, and (ii) paying the costs of
issuance of the Bonds. We have also examined a conformed copy of a signed and
authenticated Bond of the first maturity. - :

. The Bonds are issued under authority of and pursuant to Section 2m of
Article VIII of the Ohio Constitution, Chapter 151 of the Ohio Revised Code, particularly
Sections 151.01 and 151.08 thereof, other authorizations by the Ohio General Assembly,
and an order of the Issuing Authonty given on February 11, 2004 (the “Order”).

 Based on this exarnmatlon ‘we are of the op1mon that under the law in
effect on the date of this opinion:

1. The Bonds are valid and legally binding general obligations of the
State, and the full faith and credit, revenue and taxing power of the State (except for
those fees, excises and taxes excluded under the Order and described in the next
Succeeding opinion paragraph) are pledged to the payment of the principal of and interest
and any premium on (collectively, the “Debt Service”) the Bonds. :

2. The Debt Service, together with principal of and interest and any
premium on bonds or other obligations heretofore or hereafter issued pursuant to Section
2m of Article VIII of the Ohio Constitution and Chapters 151 and 164 of the Ohio
Revised Code, as amended (collectively, the “Obligations”), are payable from and
secured by the pledge of all excises, taxes and other sources of revenue of the State,
except “net state lottery proceeds,” as defined in.Section 151.03 of the Ohio Revised
Code, but including the fees, excises or license taxes relating to the registration,
operation or use of vehicles on the public highways or to fuels used for propelling such
vehicles, all referred to in Section S5a of Article XII of the Ohio Constitution (such
excises, taxes and other sources of revenue of the State, excluding the stated exception,
collectively, the “Pledged Excises and Taxes”).

3. The State covenants in Section 151.01(M) of the Ohio Revised
Code and in the Order that it and the applicable officers and agencies of the State,
including the General Assembly of the State, will, so long as any Obligations are
outstanding in accordance with their terms, maintain statutory authority for and cause to
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be levied, collected and applied sufficient Pledged Excises and Taxes so that the same
will be sufficient in amounts to pay Debt Service on the Bonds when due. Except as
provided in Section 2 of Article XII of the Ohio Constitution with respect to ad valorem
taxes on real and tangible personal property, the Ohio Constitution does not at present
impose any limitation upon the amount or rate of Pledged Excises and Taxes which may
be levied to pay Debt Service on the Bonds. Provision has been made by law for the
appropriation and setting aside each year in the Highway Capital Improvement Bond
Service Fund (as defined in Section 151.06 of the Ohio Revised Code) of a sufficient
amount of the Pledged Excises and Taxes, without other or further appropriation, to pay
when due Debt Service on the Bonds.

4. Interest on the Bonds is excluded from gross income for federal
income tax purposes under Section 103(a) of the Internal Revenue Code of 1986, as
amended (the “Code”), and is not treated as an item of tax preference under Section 57 of
the Code for purposes of the alternative minimum tax imposed on individuals and
corporations under Section 55 of the Code. Interest on, any transfer of, and any profit
made on the sale, exchange or other d1spos1t10n of the Bonds are exempt from the Ohio
personal income tax the Ohio corporation franchise tax (to the extent computed on the
net income basis), and income taxes 1mposed by municipalities or other political
subdivisions in Ohio. .

~ We-express no opinion regarding other tax consequences caused by the
receipt or accrual of interest on the Bonds.

' In giving the foregoing op1n1on with respect to the treatment of the interest
on the Bonds and the status of the Bonds under the federal tax laws, we have assumed
and relied upon compliance with the covenants of the State and the Issuing Authority and
the accuracy of the representatlons and certifications of the State and the Issuing
Authority contained in the Transcript. The accuracy of those representations and
certifications, which we have not independently verified, and the compliance of the State
and the Issumg Authority with those covenants may be necessary for the interest on the
Bonds to be and remain excluded from gross income for federal income tax purposes and
for the other tax effects stated above , ,

Portions of the interest on the Bonds earned by corporations (as defined
for federal income tax purposes) may be subject to the corporate alternative minimum tax
that is imposed under the Code on a portion of the excess of the corporation's adjusted
cutrrent earnings over its other alternative minimum taxable income. In addition, interest
on the Bonds may be subject to the branch profits tax imposed under Section 884 of the
Code on certain foreign corporations doing business in the United States and to the tax
imposed on the excess net passive income on certain S corporations under Section 1375
of the Code.

Respectfully submitted,
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