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STATE OF OHIO

COMBINED BALANCE SHEET - ALL FUND TYPES, ACCOUNT GROUPS
AND DISCRETELY PRESENTED COMPONENT UNITS

JUNE 30, 1998

(amounts expressed in thousands)

GOVERNMENTAL FUND TYPES

SPECIAL DEBT CAPITAL
GENERAL REVENUE SERVICE PROJECTS
ASSETS AND OTHER DEBITS
Cash Equity with Treasurer. . . .............ouuueeeiee e, $ 2,981,408 $ 2,709,399 $ 80,507 $ 551,031
Cash and Cash Equivalents . ... .......... ... . . ... i 11,291 27,392 2,175 -
INVESIMENLS. . . . . —_— 99,554 94,354 13,975
Collateral on Lent Securities . . . ... i 2,280,277 2,065,216 61,413 420,144
Deposit with Federal Government. . .. ....................ciion... —_— —_— —_— —_—
Receivables:
TAXES . o ot 759,377 191,244 176 —
Intergovernmental . . ........ .. ... ... 516,203 262,131 — —
Premiums and ASSESSMENIS . . .. ..o vttt — — — —
Investment Trade. . .. ........ . . — — — —
Loans, Net . .. ... ... 14,823 383,438 5,200 127,985
OIREY . o e 18,130 47,153 864 2,595
Due from Other FUNS . .. ...... ... ... e e 13,113 22,853 1,239 2,340
INVENLONIES. . . . . . e 1,835 35,226 — —
FOoOod Stamps. . . .. ..o —_— 197,425 —_— —_—
Deposit with Deferred Compensation Plan . . ........................ — — — —
Advances to Other FUnNds . . .......... ... .. — — — —
Restricted Assets:
Cash Equity with Treasurer . . ............ . i — — — —
Cash and Cash Equivalents. . . ............ ... ....c.cciuoo... — — — —
INVESIMENLS . . . ..o —_— —_— —_— —_—
Dedicated Investments. . ... ... . — — — —
Collateral on Lent Securities . .. .............c..cuueineiiaeon.. — — — —
Other Receivables . . . ......... ... s — — — —
Fixed Assets (net of accumulated depreciation) . .. ................... — — — —
Other ASSEIS . . . .. oo e e 794 7,107 — —
Amount Available in Debt Service Fund . . .. ............ .. ... ...... — —_— — —
Amount to be Provided for General Long-Term Obligations. .. .......... — — — —
TOTAL ASSETS AND OTHERDEBITS . ................... $ 6,597,251 $ 6,048,138 $ 245,928 $ 1,118,070
LIABILITIES, FUND EQUITY AND OTHER CREDITS
Liabilities:
Accounts Payable . . ............. o $ 101,334 $ 212995 $ — 90,435
Medicaid Claims Payable . .. ............ ... ... 525,696 — — —
Accrued Liabilities . . . . ... ... ... 113,940 67,459 802 42
Obligations Under Securities Lending. . .. ............ ... ... .. ...... 2,280,277 2,065,216 61,413 420,144
Intergovernmental Payable . . ... ......... ... . . . . ... 216,752 385,136 — —
Investment Trade Payable . ......... ... .. ... ... . ... .. ... ........ — — — —
Dueto Other FUNDS. . . ... ... ... e 39,851 10,277 - 2,056
Deferred ReVENUES. . . . . ... e e 62,545 269,331 — —
Benefits Payable . . . . ...... ... . . .. . . — — — —
Refund and Other Liabilities . .. ............ ... i, 595,009 70,460 1,170 -
Liability for Escheat Property .. ......... ... — — — —
Liability for Deferred Compensation . ... ........... ... ... — — — —
Liabilities Payable from Restricted Assets .. ........................ — — — —
Advances from Other Funds . . ............ .. .. .. — 114,629 — —
General Obligation Bonds. . .............. ... — — — —
Revenue Bonds and NOteS . . . ... — — — —
Special Obligation Bonds ... .......... . ... — — — —
Certificates of Participation . ... ............. ... . — — — —
Other General Long-Term Obligations .. ........................... — — — —
Total Liabilities . . . . ....... ... .. 3,935,404 3,195,503 63,385 512,677
Fund Equity and Other Credits:
Investment in General Fixed ASSetS . .. ... — — — —
Contributed Capital . . . ........... . — — — —
Reserved Retained Earnings .. ............ ...t — — — —
Unreserved Retained Earnings. . .. ............ oo — — — —
Fund Balances:
Reserved for:
Debt SEIVICe. . . . ..o 1,370 — 176,745 —
Encumbrances. . . . ... 525,312 2,636,152 - 883,787
Budget Stabilization . . ........... ... 862,707 —_— —_— —_—
Noncurrent Portion of Loans Receivable . . . ...................... 13,996 258,102 5,199 127,047
Pension and Other Postemployment Benefits . . . .................. — — — —
Unemployment Benefits. . ............ ... — — — —
External Investment Pool Participants . .. ........................ — — — —
Restricted Fund Balances . . .......... .. ... .. ... .. ... ......... — — — —
OBREr . o e 114,655 63,283 — 42,051
Unreserved/Designated . . .. ............ . i, 945,574 — — —
Unreserved/Undesignated (Deficits) . ... ......................... 198,233 (4,902) 599 (447,492)
Total Fund Equity and Other Credits . . . .......... .. ... ... 2,661,847 2,852,635 182,543 605,393

TOTAL LIABILITIES, FUND EQUITY AND OTHER CREDITS $ 6,597,251 $ 6,048,138 $ 245,928 $ 1,118,070

The notes to the financial statements are an integral part of this statement.



PROPRIETARY FIDUCIARY
FUND TYPES FUND TYPES ACCOUNT GROUPS
TOTAL TOTAL
GENERAL GENERAL PRIMARY REPORTING
INTERNAL TRUST AND FIXED LONG-TERM GOVERNMENT COMPONENT ENTITY

ENTERPRISE SERVICE AGENCY ASSETS OBLIGATIONS (memorandum only) UNITS (memorandum only)
$ 172,195 § 55862 $ 189,047 $ — $ —  $ 6,739,449 $ 241 § 6,739,690
3,157,143 158 151,633 — — 3,349,792 199,151 3,548,943
15,979,393 1,772 112,588,950 — — 128,777,998 3,894,558 132,672,556
3,648,664 42,565 984,345 — — 9,502,624 — 9,502,624
— — 2,000,059 — — 2,000,059 — 2,000,059
— — 159,371 — — 1,110,168 — 1,110,168
6,021 1,773 35 — — 786,163 25,672 811,835
1,274,314 — — — — 1,274,314 — 1,274,314
1,002,701 — — — — 1,002,701 — 1,002,701
— — — — — 531,446 1,931,373 2,462,819
248,724 37,207 35,394 — — 390,067 416,829 806,896
2,085 42,521 8,448 — — 92,599 437,634 530,233
24,185 20,572 — — — 81,818 43,764 125,582
— — — — — 197,425 — 197,425
— — 1,025,872 — — 1,025,872 9,863 1,035,735
— — 114,629 — — 114,629 — 114,629
22,153 — — — — 22,153 — 22,153
154 55 — — — 209 3,532 3,741
— 47,319 — — — 47,319 16,426 63,745
1,708,831 — — — — 1,708,831 — 1,708,831
1,225,785 — — — — 1,255,785 — 1,255,785
20,480 — — — — 20,480 — 20,480
277,955 27,674 2,826 3,660,405 — 3,968,860 8,241,499 12,210,359
52,695 304 403,720 — — 464,620 722,232 1,236,852
— — — — 178,115 178,115 — 178,115
— — — — 7,427,730 7,427,730 — 7,427,730
$ 28,853,478 $ 277,782 $ 117,664,329 $ 3,660,405 $ 7,605,845 $ 172,071,226 $ 15,992,774 $ 188,064,000
$ 141,647 $ 28,431 $ 1,024 $ —  $ —  $ 575,866 $ 197,826 $ 773,692
— — — — — 525,696 — 525,696
47,899 10,349 289 — — 240,780 695,682 936,462
3,648,664 42,565 984,345 — — 9,502,624 — 9,502,624
— 2,584 76,020 — — 680,492 1,634 682,126
2,119,164 — 132,411 — — 2,251,575 — 2,251,575
2,278 3,895 34,329 — — 92,686 437,634 530,320
449,482 794 — — — 782,152 175,511 957,663
12,900,986 — 24,932 — — 12,925,918 — 12,925,918
1,981,269 — 107,725,201 — — 110,373,109 133,350 110,506,459
— — 71,779 — — 71,779 — 71,779
— — 1,029,285 — — 1,029,285 9,863 1,039,148
2,873,848 — — — — 2,873,848 — 2,873,848
— — — — — 114,629 — 114,629
— — — — 1,568,183 1,568,183 — 1,568,183
197,470 34,677 — — 236,805 468,952 2,282,815 2,751,767
— — — — 4,831,558 4,831,558 — 4,831,558
— — — — 18,615 18,615 14,145 32,760
— — — — 950,684 950,684 — 950,684
24,362,707 123,295 110,079,615 — 7,605,845 149,878,431 3,948,460 153,826,891
— — — 3,660,405 — 3,660,405 7,423,813 11,084,218
— 46,114 — — — 46,114 — 46,114
181,587 148 — — — 181,735 — 181,735
4,309,184 108,225 — — — 4,417,409 1,165,290 5,582,699
— — — — — 178,115 — 178,115
— — — — — 3,945,251 — 3,945,251
— — — — — 862,707 — 862,707
— — — — — 404,344 — 404,344
— — 588,684 — — 588,684 — 588,684
— — 2,286,657 — — 2,286,657 — 2,286,657
— — 4,499,046 — — 4,499,046 — 4,499,046
— — — — — — 2,622,969 2,622,969
— — 114,629 — — 334,618 — 334,618
— — — — — 945,574 322,500 1,268,074
— — 95,698 — — (157,864) 509,742 351,878
4,490,771 154,487 7,584,714 3,660,405 — 22,192,795 12,044,314 34,237,109
$ 28,853,478 $ 277,782 $ 117,664,329 $ 3,660,405 $ 7,605,845 $§ 172,071,226 $ 15,992,774 $ 188,064,000




STATE OF OHIO

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES

ALL GOVERNMENTAL FUND TYPES AND EXPENDABLE TRUST FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 1998

(amounts expressed in thousands)
GOVERNMENTAL FUND TYPES

The notes to the financial statements are an integral part of this statement.

SPECIAL DEBT
GENERAL REVENUE SERVICE
REVENUES:
INCOMe TaXeS. . ... 6,107,084 $ 721,158 —
Sales TaXES . . . .ot 5,277,997 282,405 —
Corporate and Public Utility Taxes . . . ............ ... ....... 1,862,497 106,693 —
Motor Vehicle Fuel Taxes. . .............c.. . iiiiiiuninnn. — 1,355,223 44,725
Unemployment Taxes. . .......... .. — — —
Other TAXES . . .o oo e e 844,815 45,736 —
Licenses, Permitsand Fees . ... ............ . ... iiiiin.. 96,411 767,452 19,985
Sales, Servicesand Charges.. ... ..., 38,947 37,144 —
Federal Government. . . ........... .. . .. 3,436,650 4,916,722 —
Investment Income . .. ........ . .. . .. ... 381,574 124,106 15,227
Other. . o o 161,077 534,219 968
TOTAL REVENUES . . ... .. ...\ 18,207,052 8,890,858 80,905
EXPENDITURES:
CURRENT:
Primary, Secondary and Other Education .. .................. 4,427,167 1,500,304 —
Higher Education Support. . .. ... 338,714 15,816 —
Public Assistance and Medicaid. . .......................... 6,372,816 2,089,392 —
Health and Human Services. . ... ........... . ... e 1,006,636 1,478,540 —
Justice and Public Protection . . ...............c..uuiiiiiin.. 1,457,183 413,324 —
Environmental Protection and Natural Resources . ............. 114,018 201,504 —
Transportation. . . . . ... ... 32,992 1,461,138 —
General Government ... .......... ... 509,364 115,911 —
Community and Economic Development .. ................... 103,276 285,809 —
INTERGOVERNMENTAL . . . . . ..ottt e 982,955 1,752,844 —
CAPITAL OUTLAY . . . o o e e e et 38,806 212,371 —
DEBTSERVICE . . ... ... .. e et 1,831 — 1,020,587
TOTAL EXPENDITURES .. ... ..., 15,385,758 9,526,953 1,020,587
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES . . .. ...... ... . ... 2,821,294 (636,095) (939,682)
OTHER FINANCING SOURCES (USES):
Bond Proceeds. . . ...... ... ... — 86,848 —
Refunding Bond Proceeds . . . .......... ... ... ... ... ....... — — 339,431
Payment to Refunded Bond Escrow Agents. .. ................ — — (338,895)
Capital Leases . . ... e 4,737 8,983 —
Operating Transfers-in . . .......... ..., 180,176 1,915,726 867,125
Operating Transfers-out . . .. ......... ... (1,142,014) (983,017) (36,763)
Operating Transfers to Component Units. . ................... (1,520,432) — —
TOTAL OTHER FINANCING SOURCES (USES). . . .. ............ (2,477,533) 1,028,540 830,898
EXCESS (DEFICIENCY) OF REVENUES AND OTHER FINANCING
SOURCES OVER (UNDER) EXPENDITURES
AND OTHER FINANCING USES . . . ... ..., 343,761 392,445 (108,784)
FUND BALANCES, JULY 1(asrestated) . . .............cccouuvuuunn. 2,319,058 2,458,836 291,327
Increase (Decrease) for Changes in Inventories ... ............ (972) 1,354 —
Residual Equity Transfers-out . ......... ... ... .. ... ....... — — —
FUND BALANCES,JUNE 30............................ 2,661,847 $ 2,852,635 182,543




FIDUCIARY
FUND TYPE

TOTAL
CAPITAL EXPENDABLE (memorandum
PROJECTS TRUST only)

— $ — $ 6828242
— — 5,560,402
— — 1,969,190
— — 1,399,948
— 705,380 705,380
— — 890,551
— — 883,848
— — 76,091
— 10,995 8,364,367
33,616 145,004 699,527
3,215 57,937 757,416

36,831 919,316 28,134,962

— — 5,927,471
— — 354,530
— — 8,462,208
— 666,138 3,151,314
— — 1,870,507
— — 315,522
— — 1,494,130
— 25,980 651,255
808 — 389,893
— — 2,735,799
997,169 — 1,248,346
— — 1,022,418

997,977 692,118 27,623,393

(961,146) 227,198 511,569

784,461 — 871,309
— — 339,431
— — (338,895)
— — 13,720

259,707 — 3,222,734

(260,942) — (2,422,736)
— — (1,520,432)

783,226 — 165,131

(177,920) 227,198 676,700

788,460 2,269,786 8,127,467
— — 382
(5,147) — (5,147)

605393 $ 2,496,984 $ 8,799,402




STATE OF OHIO

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCES - BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)
GENERAL, SPECIAL REVENUE, DEBT SERVICE AND CAPITAL PROJECTS FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 1998

(amounts expressed in thousands)

GENERAL FUND SPECIAL REVENUE FUNDS
VARIANCE VARIANCE
FAVORABLE FAVORABLE
BUDGET ACTUAL (UNFAVORABLE) BUDGET ACTUAL (UNFAVORABLE)

REVENUES:
Income Taxes ... .. $5645198 $6212543 § 567,345 $ 733545 § 733545 § —
Sales Taxes .......cccccccovvvvueevencnnnns . 5,169,600 5,265,523 95,923 281,499 281,499 —

Corporate and Public Utility Taxes ..........ccccceveeueen. 1,806,201 1,869,598 63,397 107,051 107,051 —
Motor Vehicle Fuel Taxes .........ccccoceeveeeeeeeseennne. —_ —_ —_ 1,348,701 1,348,701 —_
Other Taxes . 831,545 842,599 11,054 46,242 46,242 —
Licenses, Permits and Fees .............cccccccoveecenenen. 134,328 103,351 (30,977) 939,725 939,725 —
Sales, Services and Charges ...........c..cccccccevceecue. 31,706 33,285 1,579 33,039 33,039 —
Federal Government . 3,844,151 3,373,017 (471,134) 4,809,913 4,809,913 —
Investment INCOME ...........coecvevceiiiiieeeeeeee 91,948 137,152 45,204 115,676 115,676 —
(@ 1= U 314,686 352,152 37,466 754,822 754,822 —
TOTAL REVENUES ..........cccooovveiieieaeieeees 17,869,363 18,189,220 319,857 9,170,213 9,170,213 —
BUDGETARY EXPENDITURES:
CURRENT:
Primary, Secondary and Other Education ............... 4,545,392 4,516,190 29,202 1,727,252 1,688,123 39,129
Higher Education Support ....................... . 1,871,114 1,863,219 7,895 16,764 14,096 2,668
Public Assistance and Medicaid 6,749,354 6,379,031 370,323 2,546,229 2,054,708 491,521
Health and Human Services ...... . 1,073,096 1,052,016 21,080 1,987,825 1,581,515 406,310
Justice and Public Protection ................ccceceeeveucen. 1,482,416 1,445,502 36,914 520,412 454,464 65,948
Environmental Protection and Natural Resources ... 136,921 131,292 5,629 272,067 224,235 47,832
Transportation ..............cccccccoecocecceocnieceeceeeees 42,259 42,186 73 1,931,186 1,536,769 394,417
General Government ............cccccceeeveeennne 420,232 386,197 34,035 132,139 117,437 14,702
Community and Economic Development .... 139,363 135,042 4,321 375,260 295,191 80,069
INTERGOVERNMENTAL .........ccoovveeeeeiaannnns 1,008,892 985,011 23,881 1,966,473 1,936,046 30,427
CAPITAL OUTLAY ... 45,857 33,451 12,406 937,974 696,126 241,848
DEBT SERVICE ............ccccveieeeeeeeeeee 801,266 762,132 39,134 26,534 23,303 3,231
TOTAL BUDGETARY EXPENDITURES ............... 18,316,162 17,731,269 584,893 12,440,115 10,622,013 1,818,102
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) BUDGETARY EXPENDITURES .... (446,799) 457,951 904,750 (3,269,902) (1,451,800) 1,818,102
OTHER FINANCING SOURCES (USES):
Bond Proceeds .............coceeeeiesceeisiieiiesieeeeen —_ —_ —_ 86,848 86,848 —
Operating Transfers-in ... 73,531 476,468 402,937 1,900,388 1,900,388 —
Operating Transfers-out .... . (268,142) (660,560) (392,418) (928,286) (928,286) —
Encumbrance ReVersions ...........cccccoevveeeceenceennaes — 74,232 74,232 514,623 514,623 —
TOTAL OTHER FINANCING SOURCES (USES) ... (194,611) (109,860) 84,751 1,573,573 1,573,573 —
EXCESS (DEFICIENCY) OF REVENUES AND
OTHER FINANCING SOURCES OVER
(UNDER) BUDGETARY EXPENDITURES
AND OTHER FINANCING USES.......................... (641,410) 348,091 989,501 $ (1,696,329) 121,773 § 1,818,102
UNRESERVED, UNDESIGNATED BUDGETARY
FUND BALANCES (DEFICITS), JULY 1 ................ 337,992 337,992 — (215,975)
Decrease (Increase) in Budgetary Designations ...... (288,862) (288,862) — —
UNRESERVED, UNDESIGNATED BUDGETARY
FUND BALANCES (DEFICITS), JUNE 30 .............. (592,280) 397,221 989,501 (94,202)
Budgetary Designations, June 30 .............ccccccc...... 1,914,273 1,914,273 — —
BUDGETARY FUND BALANCES
(DEFICITS), JUNE 30 ................cccune... $ 1,321,993 $2,311,494 § 989,501 $ (94,202

The notes to the financial statements are an integral part of this statement.



DEBT SERVICE FUNDS CAPITAL PROJECTS FUNDS

VARIANCE VARIANCE
FAVORABLE FAVORABLE
BUDGET ACTUAL (UNFAVORABLE) BUDGET ACTUAL (UNFAVORABLE)
$ — $ — $ — $ — $ — $ —
44,549 44,549 — — — —
19,983 19,983 — — — —
7,095 7,095 — 33,391 33,391 —
106,669 106,669 — 10,856 10,856 —
178,296 178,296 — 44,247 44,247 —
— — — 871 802 69
— — — 2,318,599 1,194,499 1,124,100
262,339 231,151 31,188 — — —
262,339 231,151 31,188 2,319,470 1,195,301 1,124,169
(84,043) (52,855) 31,188 (2,275,223) (1,151,054 1,124,169
352 352 — 784,675 784,675 —
24,673 24,673 — 48,525 48,525 —
— — — (48,565) (48,565) —
_ _ — 34,566 34,566 —
25,025 25,025 — 819,201 819,201 —
$ (59,018 (27,830) $ 31,188  $ (1,456,022) (331,853) $ 1,124,169
108,464 (84,425)
80,634 (416,278)

$ 80,634 $ (416,278)



STATE OF OHIO

COMBINED STATEMENT OF REVENUES, EXPENSES AND CHANGES

IN RETAINED EARNINGS

ALL PROPRIETARY FUND TYPES

AND DISCRETELY PRESENTED COMPONENT UNIT
FOR THE FISCAL YEAR ENDED JUNE 30, 1998

(amounts expressed in thousands)

PROPRIETARY
FUND TYPES
TOTAL
PRIMARY
GOVERNMENT
INTERNAL (memorandum
ENTERPRISE SERVICE only)
OPERATING REVENUES:
Charges for Sales and Services. . .. ........................ $ 2,656,351 $ 258,167 $ 2914518
Premium and Assessment Income. . ........................ 1,827,617 — 1,827,617
Investment Income. . .. ........... . . . . . 3,629,488 — 3,529,488
Other. . . 30,176 12,854 43,030
TOTAL OPERATING REVENUES . . ... ..., 8,043,632 271,021 8,314,653
OPERATING EXPENSES:
Costs of Sales and Services. . ... ...... ... ... 286,170 99,443 385,613
Administration. . . ... ... 177,898 162,974 340,872
Premium Dividend Credits and Rebates. . .................... 3,625,086 — 3,625,086
Bonuses and Commissions . . ... ............ i, 137,846 — 137,846
Prizes . . . . 1,244,715 — 1,244,715
Benefitsand Claims . .. ........... .. ... 2,027,923 — 2,027,923
Depreciation . . .. .... ... ... . . 33,929 9,992 43,921
Other. . . 417,443 13,414 430,857
TOTAL OPERATING EXPENSES . . . ......... ... ... ..., 7,951,010 285,823 8,236,833
OPERATING INCOME (LOSS) . . . ..o o oe e 92,622 (14,802) 77,820
NONOPERATING REVENUES (EXPENSES):
Investment Income. . ............ . . . . . . 77 3,417 3,494
Interest EXpense. . . . ... — (2,026) (2,026)
Federal Grants . . . ... — — —
Other. . . (2,977) (1,442) (4,419)
TOTAL NONOPERATING REVENUES (EXPENSES) . . ........... (2,900) (51) (2,951)
INCOME (LOSS) BEFORE OPERATING TRANSFERS. . .............. 89,722 (14,853) 74,869
OPERATING TRANSFERS:
Operating Transfers-in . . .......... ..., 29,657 37,412 67,069
Operating Transfers-out . . .. ......... ... (836,979) (30,085) (867,064)
TOTAL OPERATING TRANSFERS . . ... ..., (807,322) 7,327 (799,995)
NETINCOME (LOSS) . . . . oottt e e e e et et e (717,600) (7,526) (725,126)
RETAINED EARNINGS, JULY 1 (asrestated). . .. .................... 5,208,371 115,899 5,324,270
RETAINED EARNINGS, JUNE 30. ....................... $ 4,490,771 § 108,373 $ 4,599,144

The notes to the financial statements are an integral part of this statement.




COMPONENT

UNIT
TOTAL
OHIO REPORTING
WATER ENTITY
DEVELOPMENT (memorandum
AUTHORITY only)

$ 102,517 $ 3,017,035

— 1,827,617
40,303 3,569,791
1,555 44,585
144,375 8,459,028
71,897 457,510
4,491 345,363
— 3,625,086

— 137,846

— 1,244,715
— 2,027,923

53 43,974

— 430,857
76,441 8,313,274
67,934 145,754
— 3,494

— (2,026)
40,673 40,673
923 (3,496)
41,596 38,645
109,530 184,399
— 67,069

— (867,064)

— (799,995)
109,530 (615,596)
1,055,760 6,380,030

1,165290 § 5,764,434




STATE OF OHIO

COMBINED STATEMENT OF CASH FLOWS

ALL PROPRIETARY FUND TYPES AND DISCRETELY PRESENTED COMPONENT UNIT

FOR THE FISCAL YEAR ENDED JUNE 30, 1998

(amounts expressed in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Operating INCOME (LOSS).....ccccuueueeeeiiiiiie e

Adjustments to Reconcile Operating Income (Loss) to
Net Cash Provided (Used) by Operating Activities:

INVeStMENt INCOME .........eeeeeeeeeeeeeeeeeeeee e
DEPreciation ..............ooueeeiiiiiieee e
Provision for Uncollectible ACCoOUNtS ........cccceeeeeeeeeeeeeceeeeeaaann.
Amortization of Premiums and Discounts .............cccceeeeeeeeeenn..
Amortization of Bond Issuance COSItS...........cccccceeeveeeeeeeaac....
Interest on Bonds, Notes and Capital Leases ........................
Interest Received 0N LOAns.............cceeeueeeeeeeeeeeeieeieieeeeannnnn,
Miscellaneous Nonoperating (Revenues) Expenses ..............

Decrease (Increase) in Assets:

Intergovernmental Receivables .................coocueeroeececccneiiieieeee
Premiums and Assessments Receivable .............coccoeeeceeicenncenaan.
Other RECEIVADIES ..........c.coeeeeeieieeeeee e
Due from OtREr FUNQS .........cccueeeeeeeeeeeeeeeeee e

Inventories ...................
Other Assets
Increase (Decrease) in Liabilities:

Accounts Payable ..ot
Accrued Ligbillties ...
Intergovernmental Payable .................c.ccccoovrciiiniiciiiiniiceeeeee
Due to Other FUNAS ............cccooiiiiiiiiiiiiicccicccicc
Deferred REVENUES ............ccccceeiuciiiiiiciciccicieesce e
Benefits Payable ..............c.cccemeioueiiiiiieieeeeeeee e
Refund and Other Liabilfies .............ccooceeioeioieiieeeeeeeeeeeee e
Liabilities Payable from Restricted ASSELSs ...........c.ccccoeeercerceeccreennne.

NET CASH FLOWS PROVIDED (USED) BY

OPERATING ACTIVITIES ..............ccooeiiicicic e

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:

Operating TranSfers=in ..........cccooueeeeuieeeeeeeeeeeeeeeeeeeeeeaaaanns
Operating TransSfers-0ULt ..............cceeeeeeeeeeeciieeeeeaaaaeeeeenn
Bond ProCeEAS ........eeuueeeeeeeeeeeeeeteeee e
Federal Grants ............ueeeeeeeeeeeeeeeeeeeeeeeeeeteee e
Retirement of Revenue Bond Principal .............cccccovveeveeeee.
INTEIeSt PaiQ ...t
Bond and Note Issuance COSIS .........cccueeeeeeeeeeeesciieieaaaeennn.

NET CASH FLOWS PROVIDED (USED) BY

NONCAPITAL FINANCING ACTIVITIES..............................

The notes to the financial statements are an integral part of this statement.

TOTAL
PRIMARY

INTERNAL GOVERNMENT
ENTERPRISE SERVICE (memorandum only)
92,622 $ (14,802) $ 77,820
(3,529,488) — (3,529,488)

33,929 9,992 43,921
(2,442) — (2,442)

101,051 — 101,051
11,381 — 11,381
(620) (393) (1,013)
672,004 — 672,004
121,217 967 122,184
15 (4,306) (4,291)

(1,237) 1,583 346
4,109 88 4,197
109,899 6,389 116,288
648 (421) 227

— 2,584 2,584

2,262 1,857 4,119
3,889 (51) 3,838
43,946 — 43,946
119,250 — 119,250
(36,155) — (36,155)
(2,253,720) 3,487 (2,250,233)
29,235 37,412 66,647
(836,979) (30,085) (867,064)
(807,744) 7,327 (800,417)




COMPONENT
UNIT

OHIO
WATER
DEVELOPMENT

TOTAL
REPORTING
ENTITY

AUTHORITY (memorandum only)
$ 67934 $ 145,754
(40,303) (3,569,791)
53 43,974
— (2,442)
— 101,051
1,039 1,039
70,858 82,239
(102,517) (102,517)
1,904 1,904
— (1,013)
— 672,004
305 122,489
(500) (4,791)
— 346
— 4,197
160 116,448
— 227
500 3,084
4,119
— 3,838
— 43,946
— 119,250
— (36,155)
(567) (2,250,800)
— 66,647
— (867,064)
342,242 342,242
40,673 40,673
(142,592) (142,592)
(68,046) (68,046)
(3,880) (3,880)
168,397 (632,020)

(continued)



STATE OF OHIO

COMBINED STATEMENT OF CASH FLOWS
ALL PROPRIETARY FUND TYPES AND DISCRETELY PRESENTED COMPONENT UNIT
FOR THE FISCAL YEAR ENDED JUNE 30, 1998

(amounts expressed in thousands)
(continued)

TOTAL
PRIMARY
INTERNAL GOVERNMENT
ENTERPRISE SERVICE (memorandum only)
CASH FLOWS FROM CAPITAL AND RELATED

FINANCING ACTIVITIES:

Principal Payments on Bonds and Capital Leases.................. (21,467) (2,736) (24,203)

INterest Paid .............ccceeeeuveeeeeeeeeiiie e essaa e (11,381) (2,264) (13,645)

Principal Receipts on Capital Leases ...........cccccoceevvcevennue... — 4,853 4,853

Acquisition and Construction of Capital ASSets ..........c.c.cc...... (12,208) (3,417) (15,625)

Proceeds from Sales of Fixed ASSEtS ......ccceeeeeccueeeeeeeecnnnnn 1,127 11 1,138

NET CASH FLOWS PROVIDED (USED) BY
CAPITAL AND RELATED FINANCING ACTIVITIES........... (43,929) (3,553) (47,482)
CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from the Sales and Maturities of Investments ........ 33,357,663 174,374 33,632,037

Purchase of INVeStMeNts .............ccocueeeecceeeeeeciieeeessiieeaeeans (29,417,255) (179,699) (29,596,954)

Investment Income Received .............ccccoeeeeeeeeveeevreerrrrnnenn. 1,258,596 3,518 1,262,114

Borrower Rebate and Agent Fees...........ccccccooieiieiciicnccnn. (68,818) — (68,818)

Loan Principal Repayments Received ............cccccocvoeevicunnnnn. — — —

Loan DisSburSements ...........oeeeeeeeeeeiiieeeeeaee e — — —

Loan Interest RECEIVEQ..............ceeeeeeeeiaaaeeeeeeeeeeeeeaan — — —

NET CASH FLOWS PROVIDED (USED) BY
INVESTING ACTIVITIES ..........cooooeeeeeeeeeeeoeereeaseee e 5,130,186 (1,807) 5,128,379
NET INCREASE (DECREASE)

IN CASH AND CASH EQUIVALENTS............................ 2,024,793 5,454 2,030,247
CASH AND CASH EQUIVALENTS, JULY 1 (as restated) ...... 1,326,852 50,621 1,377,473
CASH AND CASH EQUIVALENTS, JUNE 3G ................. $ 3,351,645 $ 56,075 $ 3,407,720
NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES

Increase in Contributed Capital -

Fixed Assets Donated from Other Funds..............cccceeee...... $ $ 5147 $ —

Fixed Assets Acquired Under Capital Leases......................... 17,500

Cash and Cash Equivalents in the Component Units Column on the Combined Balance Sheet include:

Proprietary-Ohio Water Development Authority...................... $ 10,331
Colleges and UniVersities.............ueweueeeeeeeeseciiiiieaaeeeeeeeanens 192,593
Total ... $ 202,924

The notes to the financial statements are an integral part of this statement.



COMPONENT

UNIT
OHIO TOTAL
WATER REPORTING
DEVELOPMENT ENTITY
AUTHORITY (memorandum only)
— (24,203)
— (13,645)
— 4,853
(47) (15,672)
— 1,138
(47) (47,529)
7,911,770 41,443,807
(8,068,579) (37,665,533)
39,489 1,301,603
— (68,818)
89,902 89,902
(233,958) (233,958)
96,551 96,551
(164,825) 4,963,554
2,958 2,033,205
7,373 1,384,846
$ 10,331 $ 3,418,051
$ — $ 5,147

17,500



STATE OF OHIO

STATEMENT OF CHANGES IN PLAN NET ASSETS
PENSION TRUST FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 1998

(amounts expressed in thousands)

STATE HIGHWAY PATROL RETIREMENT SYSTEM

(for the year ended December 31, 1997)

POST-
PENSION EMPLOYMENT TOTAL
ADDITIONS:
Contributions:
EMPIOYEL ...ttt $ 12,237 $ 2,543 $ 14,780
EMPIOYEES ... 6,147 — 6,147
Other COoNtribULIONS ..........uvvueeeeeeeeeeeeeeeeeeieeeeee e 226 5 231
Total ContribULIONS ..........ccuueeeeeeeeeeeeeeeeeeeeeeceeeeeeieaeas 18,610 2,548 21,158
Investment Income:
Net Appreciation in Fair Value of Investments ........................ 52,627 9,177 61,804
INEEIESE ...ttt 11,799 2,058 13,857
DIVIAENAS ...ttt 3,752 654 4,406
Other Investment INCOME .........ccccceeeeeeeeeeeeeciieeeeeee e, 625 109 734
68,803 11,998 80,801
Less: Investment EXPENSE ..........ccccuoevceeeiiiciiieeecieee e 2,644 461 3,105
Net Investment INCOME ...........coueeeeeeeeeeeeeeeeiieeeeeiieeaen, 66,159 11,637 77,696
TOTAL ADDITIONS ............ooeeeeeeeeeeeeeeeeeee e 84,769 14,085 98,854
DEDUCTIONS:
Benefits and Claims .............uuueueeeeeeeeeeeiieeeeecittieee e 18,683 2,499 21,182
Refunds of Employee Contributions ...............cccccccoeeinvceneennnee. 232 — 232
Administrative EXPENSES ........c.eeeiiieueeeiesiiee e 704 124 828
TOTAL DEDUCTIONS ... 19,619 2,623 22,242
NET INCREASE (DECREASE) ..o 65,150 11,462 76,612
FUND BALANCE RESERVED FOR EMPLOYEES' PENSION
AND POSTEMPLOYMENT HEALTHCARE BENEFITS
JANUARY T oottt ettt e e e e e e ettee e e e e e e eeeaaenaes 434,763 77,309 512,072
DECEMBER 37 ..........ooeeeeeeeeeeeeeeeeeeeeeeeeeeeee e $ 499,913 3 88,771 $ 588,684

The notes to the financial statements are an integral part of this statement.



STATE OF OHIO

STATEMENT OF CHANGES IN NET ASSETS
INVESTMENT TRUST FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 1998

(amounts expressed in thousands)

STAROHIO
OPERATIONS:
INVESTMENE INCOME.....c.c.eeeeeeeeeeeeeee ettt e e e $ 244,620
Expenses:
AQMUNISTrALION FOES.....ccooveeeeeeeeeee ettt e e 1,127
Custodian and Transfer Agent Fees and Related Expenses....................... 827
ManagemeENnt FEES...........cueeeeee e 441
(01 = N 170
TOLAI EXPEINISES. ...ttt ettt aaaaaaens 2,565
Net INVESIMENT INCOME .......cooueeeeeeeeeeeeeeee ettt eeeaas 242,055
Dividends to Shareholders from Net Investment Income...............cccccccouvvenne.. (242,055)
INCREASE (DECREASE) FROM OPERATIONS ........ ..ot —
CAPITAL SHARE TRANSACTIONS
(dollar amounts and number of shares are the same):
SNAIES SOIU.......c.ccooeeeeeeeeeeeeeeeeeee ettt 17,089,772
Less: Shares REABEMEM............couuueeeeeeeeeeeeeeeeeeeeeeee et 16,303,597
INCREASE FROM CAPITAL SHARE TRANSACTIONS ...........cccvvvviiiiinaann.. 786,175
NET ASSETS HELD IN TRUST FOR POOL PARTICIPANTS
JULY 1 (@S reStated) ............ccoeuueeeeeeeeeee ettt et eaaeeas 3,712,871

The notes to the financial statements are an integral part of this statement.

v $ 4,499,046



STATE OF OHIO

STATEMENT OF CHANGES IN FUND BALANCE
DISCRETELY PRESENTED COMPONENT UNITS - COLLEGE AND UNIVERSITY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 1998

(amounts expressed in thousands)

COMPONENT
UNITS
REVENUES AND OTHER ADDITIONS:

Unrestricted Current Fund ReVENUES ...........coeeueeeeeeeeeeerieeaeaans $ 2,859,714

Local Appropriations-Restricted ...............ccooeiivvoeiiesciieaeniee 14,584

Federal Grants and Contracts-Restricted ...........cccceeevveevveeveennne. 456,729

State Grants and Contracts-Restricted ............ccccceveeeeeeeeeeenca... 103,439

Local Grants and Contracts-Restricted ................cccceveeeeeeiec... 5,847

Private Gifts, Grants and Contracts-Restricted .......................... 336,442

Endowment Income-ReStricted .............veeeeeeeeeeeeieeeeieeeeeeennnnn. 31,977

Investment INcome-ReSHICE ...........ceeeeeeeeeeeeeeeiieeeieeeeieeeee, 293,422

Interest on Loans Receivable ................eeeeeeeeeeeeeeeeeeiieeeaeeennnnn. 5,066

Investment in Plant-Adaitions ..............eeeeeeeeueeeeieiiiieeeeeeiieeaenn, 640,741

(012 1= AN 12291

TOTAL REVENUES AND OTHER ADDITIONS ...........c.ccveveieennnn 4,760,252
EXPENDITURES AND OTHER DEDUCTIONS:

Educational and General Expenditures .............cccccceveccevvennnnnnn. 3,788,287

Auxiliary Enterprises EXpenditures .............ccccoceeuveoeneenccneneenne. 521,759

Hospital EXPENITUIES ...........oeeiiiiiiiiieiieeeeeeee e 562,279

Indirect CoSts RECOVEIEQ ..........ceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeae, 74,829

Grant Refunds and AQUSIMENTS ...........cccceeeeneceeeiiiiieaeeiee 894

Loan Cancellations and Writ€-0ffS ...........veeeeeeeeerveeeiieiiieenae, 4,532

Administrative and Collection COStS ..........cccccooeeeeeeeeeeeieeiaaeaaa. 1,843

Expended for Plant FACIltIES .............ccuuueeeeeieeciiiiiieaeeeeeeeae 236,529

Retirement of INAEbIEANESS ..........ceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee, 55,784

Interest on INAebteadnNESS ..........couueeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeea 39,376

Investment in Plant-Dequctions ..............ceeeeeeeeeueeeeeeeeeeieeeeeeennnn, 184,608

(011 1= AN 14,296

TOTAL EXPENDITURES AND OTHER DEDUCTIONS .................... 5,485,016
TRANSFERS:

Operating Transfers from Primary Government ..............c.......... 1,620,432
NET INCREASE (DECREASE) FORTHE YEAR...........ccoeveeeieae e 795,668
FUND BALANCE AND OTHER CREDITS, JULY 1 (as restated) ............ 10,083,356
FUND BALANCE AND OTHER CREDITS, JUNE 30 ........... $ 10,879,024

The notes to the financial statements are an integral part of this statement.



STATE OF OHIO

STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES AND OTHER CHANGES
DISCRETELY PRESENTED COMPONENT UNITS - COLLEGE AND UNIVERSITY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 1998

(amounts expressed in thousands)

COMPONENT
UNITS
REVENUES:
Tuition, Fees and Other Student Charges ...........c.cccccccveeencuen... $ 1,389,690
Local ADPropriations .............ccceeueoeecueeeeeessiieee e 15,893
Federal Grants and CONracts ...........oeeeeeeeeuueeeeeeiieieeeeeeeiiieeeenns 451,889
State Grants and CONIrACES ...........eeeeeeeeeeeeeiieeeeeccceeeeennn 95,227
Local Grants and CONMracts ..........cooueeeeeeeeeeeeeeeieeiiieeeeeeiiieaaenns 6,264
Private Gifts, Grants and CONtracts ..........ccccovveeeeeeeeeereeeeeeennnnn. 258,294
ENdowment INCOME ..........ouueeeeeeeeeeeeeeeeeeeeeeeeeeee e 57,941
SaleS ANA SEIVICES ...t 1,186,257
INVESTMENE INCOME ... 77,118
OFNEE SOUICES ...ttt eaeeeeeas 102,810
TOTAL REVENUES .............c.eeeeeeeeeeeeee ettt eeeeeteeeeee e aaae e 3,641,383
EXPENDITURES AND MANDATORY TRANSFERS:
EDUCATIONAL AND GENERAL:
Instruction and Departmental Research ............c.ccccooeeeveaen... 1,611,970
Separately Budgeted ReS€arch .........ccocoeeeeeeccieeeeeaaeeeeeeens 369,269
PUDBNIC SEIVICE ..ottt 203,300
ACademiC SUPPOIT .........eeeeeeiieeeeee e 373,085
SHUABNE SEIVICES ...ttt 217,106
Institutional SUPPOIT ............ueeeiiiieeie e 381,014
Operation and Maintenance of Plant .............cccccccooveecuuveeenn.. 269,621
Scholarships and FellowshIDS ...........cccoovecieieiiciieiieee 359,670
TOTAL EDUCATIONAL AND GENERAL ............coeneeeeeeiieienannn. 3,785,035
AUXILIARY ENTERPRISES ............o.eeeeeeeeeeeeeeeeeeeeteeeeeeieeaeae e ees 519,599
HOSPITALS ...ttt ettt ettt et et eae e e aeanenaennn 564,027
TOTAL EXPENDITURES ............eeeeeeeeeeeeeeeeeeteeeeeteteeeeieaeaeens 4,868,661
MANDATORY TRANSFERS, NET:
Principal and INtErest ... eeeeeeeeeeeeeieeeeeeeeeeeeeaaa 91,964
Renewals and Replacements ...........cccoeeeeeeccieeeiiaaeeeeeees 2,928
(015 1=] S 1,230
TOTAL MANDATORY TRANSFERS, NET .........ccovneeeeeeeaeaennn, 96,122
TOTAL EXPENDITURES AND MANDATORY TRANSFERS ........... 4,964,783
OTHER TRANSFERS AND ADDITIONS (DEDUCTIONS):
OPERATING TRANSFERS FROM PRIMARY GOVERNMENT ............. 1,505,415
NONMANDATORY TRANSFERS, NET:
Capital Improvements ............ccccueeeecieeeiieieee e (53,942)
(015 1=] S 4,425
ADDITIONS/(DEDUCTIONS):
Excess of Restricted Receipts over Transfers to Revenue ...... 91,111
Indirect Costs ReCovered ...........ccoccooeeeiiceieieiciiee i (73,910)
(011 1=] ST (5,462)
TOTAL OTHER TRANSFERS AND ADDITIONS (DEDUCTIONS) .... 1,467,637
NET INCREASE (DECREASE) IN FUND BALANCES ......... $ 144237

The notes to the financial statements are an integral part of this statement.
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STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 1998

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the State of Ohio present the financial position of the various fund types
and account groups, the results of operations of the various fund types, and the cash flows of the proprietary funds.
The financial statements, as of June 30, 1998, and for the year then ended, conform with generally accepted
accounting principles (GAAP) as applied to governments. The Governmental Accounting Standards Board
(GASB) is the standard-setting body for establishing governmental accounting and financial reporting principles.
The GASB’s Codification of Governmental Accounting and Financial Reporting Standards (GASB Codification)
documents these principles. The State’s significant accounting policies are as follows.

A. Financial Reporting Entity

For financial reporting purposes, the State of Ohio’s primary government includes all funds, account groups,
elected officials, departments and agencies, bureaus, boards, commissions, and authorities that make up the State’s
legal entity. Component units, legally separate organizations for which the State’s elected officials are financially
accountable, also comprise, in part, the State’s reporting entity.

GASB Statement No. 14, The Financial Reporting Entity, defines financial accountability. The criteria for
determining financial accountability include the following considerations: 1) appointment of a voting majority of an
organization’s governing authority and the ability of the primary government to either impose its will on that

organization or the potential for the organization to provide specific financial benefits to, or impose specific
financial burdens on, the primary government, or 2) an organization is fiscally dependent on the primary

government. Information for obtaining complete financial statements for the State’s component units is available
from the Ohio Office of Budget and Management.

1. Blended Component Units

The Ohio Building Authority, Ohio Public Facilities Commission, and the State Highway Patrol Retirement System
are legally separate organizations that provide services entirely, or almost entirely, to the State or otherwise
exclusively, or almost exclusively, benefit the State. Therefore, the State reports these organizations’ balances and
transactions as though they were part of the primary government using the blending method.

2. Discretely Presented Component Units

The component units’ columns in the combined financial statements include the financial data of the following
organizations. The separate discrete column labeled, “Component Units,” emphasizes these organizations’
separateness from the State’s primary government.

Proprietary: State Community Colleges:
Ohio Water Ohio University Cincinnati State Community College
Development Authority Shawnee State University Clark State Community College
University of Akron Columbus State Community College
Colleges and Universities: University of Cincinnati Edison State Community College
State Universities: University of Toledo Northwest State Community College
Bowling Green State University Wright State University Owens State Community College
Central State University Youngstown State University Southern State Community College
Cleveland State University Medical College: Terra.State Community Col}ege
Kent State University Medical College Washington State Community College
Miami University of Ohio at Toledo

Ohio State University
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3. Joint Ventures and Related Organizations

As discussed in more detail in NOTE 22, the State participates in several joint ventures and has related
organizations. The State does not include the financial activities of these organizations in its financial statements,
in conformity with GASB Statement No. 14.

B. Basis of Presentation — Fund Accounting

The State of Ohio uses funds and account groups to report its financial position and results of operations. A fund
is an independent fiscal and accounting entity with a self-balancing set of accounts. Fund accounting segregates
funds according to their intended purpose and is used to aid management in demonstrating compliance with finance-
related legal and contractual provisions. An account group is an accounting device to account for certain assets and
liabilities of the governmental funds not recorded directly in those funds.

Primary government and component unit funds fall into four categories: governmental, proprietary, fiduciary, and
college and university.

1. Primary Government

In the primary government’s financial statements, each fund category is divided into separate “fund types,” which
are described along with the two account groups, as follows:

a. Governmental Fund Types

General — The General Fund, the State’s primary operating fund, accounts for resources traditionally associated
with government, which are not required legally or by sound financial management to be accounted for in another
fund.

Special Revenue — The special revenue funds account for revenue sources that are legally restricted to expenditure
for specific purposes.

Debt Service — The debt service funds account for the accumulation of resources for the payment of general long-
term debt principal and interest.

Capital Projects — The capital projects funds account for the acquisition of fixed assets and construction of major
capital facilities and for major repairs and replacements other than those financed by proprietary or trust funds.

b. Proprietary Fund Types

Enterprise — The enterprise funds account for operations that are financed and operated in a manner similar to
private business enterprises — where the State’s intent is that the costs of providing goods or services to the general
public on a continuing basis be financed or recovered primarily through user charges; or where the State has
decided that periodic determination of net income is appropriate for accountability and other purposes.

Internal Service — The internal service funds account for the financing of goods or services that a State
department or agency provides to other State departments and agencies or to other government units on a cost-
reimbursement basis.

¢. Fiduciary Fund Types

Trust funds account for assets that the State holds in a trustee capacity. The State’s General-Purpose Financial
Statements present expendable, pension, and investment trust funds. The Pension Trust Fund includes the State
Highway Patrol Retirement System for its fiscal year ended December 31, 1997.
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Agency funds account for assets the State holds as an agent for individuals, private organizations, other
governments, or other funds. The Agency Fund includes the assets of the Public Employees Retirement System and
the Police and Firemen’s Disability and Pension Fund, for their fiscal years ended December 31, 1997.

d. Account Groups

General Fixed Assets — The General Fixed Assets Account Group accounts for fixed assets acquired or
constructed for the State’s general governmental purposes. This group accounts for fixed assets not accounted for
in the proprietary and trust funds.

General Long-Term Obligations — The General Long-Term Obligations Account Group accounts for the State’s
unmatured general obligation bonds and other long-term obligations not required to be accounted for in the
proprietary and trust funds.

2. Component Units

Presentation of the underlying fund types of the individual component units reported in the discrete column is
available from each respective component unit’s separately issued financial statements. The component unit funds
include the Ohio Water Development Authority for its fiscal year ended December 31, 1997.

The State presents a Statement of Current Funds Revenues, Expenditures and Other Changes in the General-
Purpose Financial Statements, in accordance with Section 2600.111 of the Governmental Accounting Standards
Board’s _Codification of Governmental Accounting and Financial Reporting. The Current Funds, a college and
university fund type, accounts for economic resources that are expendable for any purpose in performing the
primary objectives of the higher education institutions.

C. Measurement Focus and Basis of Accounting

The accounting and financial reporting treatment applied to a fund is determined by its measurement focus.

Governmental and expendable trust funds are accounted for using a flow of current financial resources
measurement focus. Under this measurement focus, operating statements present increases (i.e., revenue and other
financing sources) and decreases (i.e., expenditures and other financing uses) in net current assets, and unreserved
fund balance is a measure of available expendable resources.

Proprietary, pension trust, and investment trust funds are accounted for using a flow of economic resources
measurement focus, which emphasizes the determination of net income. Under this measurement focus, operating
statements present increases (e.g., revenues) and decreases (e.g., expenses) in net assets. Fund equity (i.e., net
assets) is segregated on the balance sheet into two components, contributed capital and retained earnings/fund
balance.

Agency funds are custodial in nature, and therefore, do not present results of operations or have a measurement
focus.

The modified accrual basis of accounting has been applied to all governmental, expendable trust, and agency funds.
Under the modified accrual basis of accounting, the State recognizes revenues when susceptible to accrual (i.e.,
when they are “measurable and available”). “Measurable” means the amount of the transaction is determinable,
and “available” means the amount is collectible within the current period or soon enough thereafter to pay liabilities
of the current period. The State considers revenues as available when collected within 60 days after year end.
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Under the modified accrual basis, expenditures are recorded when related fund liabilities are incurred, except for
principal and interest on general long-term debt, which are recognized as expenditures when due.

Significant revenue sources susceptible to accrual under the modified accrual basis of accounting include:

Personal income taxes

Sales and use taxes

Motor vehicle fuel taxes
Unemployment taxes

Charges for goods and services
Investment Income

Licenses, permits, fees, and certain other miscellaneous revenues are not susceptible to accrual because generally
they are not measurable until received in cash. The “Other” revenue account is comprised of refunds,
reimbursements, recoveries, and other miscellaneous income.

Deferred revenue, as reported on the State’s combined balance sheet, represents resources received before the State
has a legal claim to them, such as the receipt of federal grant moneys prior to the incurrence of qualifying
expenditures. When the State has a legal claim to the resources, revenue is recognized.

The accrual basis of accounting has been applied to the proprietary, pension trust, and investment trust funds.
Under this method, revenues are recorded when earned, and expenses are recorded when incurred.

The State’s proprietary funds apply all applicable GASB pronouncements and the following pronouncements issued
on or before November 30, 1989, unless those pronouncements conflict with or contradict GASB pronouncements:
Financial Accounting Standards Board (FASB) Statements and Interpretations, Accounting Principles Board
Opinions, and Accounting Research Bulletins of the Committee on Accounting Procedure.

College and university funds apply the principles of accounting and reporting pursuant to the National Association

of College and University Business Officers accounting and reporting model. The college and university funds are

accounted for on the accrual basis of accounting, with the following exceptions: 1) depreciation expense is not
calculated or reported, and 2) revenues and expenditures of an academic term encompassing more than one fiscal

year are recognized in the period when the program is predominantly conducted.

D. Budgetary Process

As required by the Ohio Revised Code, the Governor submits biennial operating and capital budgets to the General
Assembly. The particular budget, which includes those funds of the State subject to appropriation pursuant to
State law, is comprised of all proposed expenditures for the State and of estimated revenues and borrowings for a
biennium.

The General Assembly enacts the budget through passage of specific departmental line-item appropriations, the
legal level of budgetary control. Line -item appropriations are established within funds by program or major object
of expenditure. The Governor may veto any item in an appropriation bill. Such vetoes are subject to legislative
override.

Biennially, the General Assembly approves operating and capital appropriations. Operating appropriations are
provided in annual amounts while capital appropriations are provided in two-year amounts.
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The State’s Controlling Board, comprised of six members of the General Assembly and the Director of the Office
of Budget and Management (OBM) or a designee, can transfer or increase a line-item appropriation within the
limitations set under Chapter 127, Ohio Revised Code. The Board has delegated the authority to the Director of
OBM to transfer appropriations between existing operating expenditure/expense line-item appropriations within a
state agency not to exceed a cumulative total of $50,000 (or $75,000 for institutional -type state agencies) from each
line -item appropriation within a fiscal year.

All governmental funds are budgeted except the following activities within the fund types:

Special Revenue Fund: Debt Service Fund:
Certain activities within the Community and Economic Development Bond Service
Economic Development, Employment Services, and Transportation Certificate Retirement
Student Aid Commission Special Revenue Funds, as Vietnam Conflict Compensation Bond Retirement
discussed in NOTE 3 Ohio Public Facilities Commission
Ohio Building Authority
Capital Projects Fund: Enterprise Bond Retirement
Ohio Building Authority School Building Program Bond Service

For budgeted funds, the State’s Central Accounting System controls expenditures by appropriation line-item, so at
no time can expenditures exceed appropriations and financial-related legal compliance is assured. A modified cash
basis of accounting is used for budgetary purposes. Encumbrance accounting, under which purchase orders,
contracts, and other commitments for expenditures are recorded as a reserve of the applicable appropriations, is
employed as an extension of formal budgetary integration in the State’s accounting system. Encumbrances
outstanding in the General, special revenue, and capital projects funds at fiscal year end are reported as reservations
of fund balance for expenditure in subsequent years. Operating encumbrances are generally canceled five months
after the fiscal year-end while capital encumbrances are generally canceled two years after the biennial period for
which they were appropriated. Unencumbered appropriations lapse at the end of the biennium budget period. A
more comprehensive accounting of activity on the budgetary basis at the legal level of budgetary control is provided
in the Detailed Appropriation Summary by Fund Report, which is available for public inspection at the Ohio
Office of Budget and Management.

In the Combined Statement of Revenues, Expenditures and Changes in Fund Balances — Budget and Actual (Non-
GAAP Budgetary Basis), budgeted revenues for the General Fund represent periodically updated revenue budgets.
For other budgeted funds, the original budgeted revenues, as submitted by the Governor, do not represent actual
forecasts of revenues and are not amended to coincide with any legislative changes to the original expenditure

budget. Accordingly, budgeted revenues and other financing sources and uses for budgeted funds other than the

General Fund are reported at actual amounts, since the State does not have updated, budgeted revenue and other
financing sources and uses amounts for use in the accompanying budgetary basis financial statements.

Additionally, on the Combined Statement of Revenues, Expenditures and Changes in Fund Balances — Budget and

Actual (Non-GAAP Budgetary Basis), “Actual” budgetary expenditures include cash disbursements against the
current fiscal year’s appropriations and outstanding encumbrances, as of June 30, 1998, that were committed
during the current fiscal year. Encumbrance reversions represent lapses of prior years’ appropriations. For the

Capital Projects Fund, amounts reported under the “Budget” column include unexpended appropriations carried
forward into the second year of the biennial budget.
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The Employment Services Expendable Trust Fund, State Highway Patrol Pension Trust Fund, and STAROhio
Investment Trust Fund are not legally required to adopt budgets. For budgeted proprietary and trust funds, the
State is not legally required to report budgetary data and comparisons for these funds. Budgetary data for
discretely presented component units are not presented.

Because the State budgets on a modified cash basis of accounting, which differs from GAAP, a reconciliation of the
differences between the GAAP basis and non -GAAP budgetary basis of reporting is presented in NOTE 3.

E. Cash Equity with Treasurer and Cash and Cash Equivalents

Cash equity with Treasurer consists of pooled demand deposits and investments carried at fair value. The State’s
cash pool under the Treasurer of State’s administration has the general characteristics of a demand deposit account
whereby additional cash can be deposited at any time and can also be effectively withdrawn at any time, within
certain budgetary limitations, without prior notice or penalty.

Cash and cash equivalents include amounts on deposit with financial institutions and cash on hand. Also included

in cash and cash equivalents are investments with original maturities of three months or less from the date of
acquisition, which are reported in the Bureau of Workers’ Compensation and Ohio Lottery Commission enterprise
funds, the State Highway Patrol Retirement System Pension Trust Fund, and the University of Cincinnati,
University of Toledo, Youngstown State University, and Southern State Community College component unit funds.

Cash equity with Treasurer and cash and cash equivalents, including the portions reported under ‘“Restricted
Assets,” are considered to be cash equivalents, as defined in GASB Statement No. 9, for purposes of the Statement
of Cash Flows.

F. Investments

Investments include long-term investments that may be restricted by law or other legal instruments. With the
exception of holdings in the State Treasury Asset Reserve of Ohio (STAROhio) investment pool, investments are
carried at fair value. STAROhio operates in a manner consistent with Rule 2a7 of the Investment Company Act of
1940; investments in the 2a7-like pool are reported at amortized cost (which approximates fair value). For the
colleges and universities, investments received as gifts are reported at the fair value at the donation date.

The primary government does not manage or provide investment services for investments reported in the Agency
Fund that are owned by other, legally separate entities that are not part of the State of Ohio’s reporting entity.

G. Intergovernmental Revenues/Receivables

Intergovernmental revenues primarily represent resources from reimbursement-type grants received from the federal
government. Intergovernmental receivables and revenues are recorded when the related grant expenditures/expenses
are incurred.

H. Inventories

For governmental funds, the costs of material inventories are recorded as expenditures when purchased. At year
end, physical counts are taken of significant inventories for the governmental fund types and are generally reported
on the balance sheet at moving-average cost. Proprietary and college and university funds’ inventories are valued
at cost, which approximates market; principal inventory cost methods applied include first-in, first-out, average
cost, moving-average, and retail. Inventories recorded in the governmental fund types do not reflect current
appropriable resources, and therefore, an equivalent portion of fund balance is reserved.
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I. Food Stamps

Food stamp coupons held in the State’s and its agents’ custody are stated at face value and are offset by deferred
revenue. The State recognizes revenue and expenditures in the Special Revenue Fund when food stamp coupons
are distributed to eligible recipients.

J. Restricted Assets

Assets restricted for payment of deferred prize awards (Ohio Lotto) and tuition benefits are reported in the
enterprise funds for the Ohio Lottery Commission and the Ohio Tuition Trust Authority, respectively.

Covenants for the Ohio Building Authority’s bonds require its pledged receipts be held and invested in a reserve
account placed with a trustee financial institution. These restricted assets are reported in the internal service funds.

Generally, restricted assets reported for the college and university funds are assets held in trust that are legally
restricted under bond covenants or other financing arrangements.

K. Fixed Assets

General Fixed Assets — Fixed assets purchased with governmental fund resources are recorded in the General
Fixed Assets Account Group at historical cost, or at estimated historical cost in cases when no historical records
exist. Donated fixed assets are valued at estimated fair market value at the donation date. The costs of normal
maintenance and repairs that do not add to the asset’s value or materially extend an asset’s useful life are not
capitalized. The costs of major improvements are capitalized, while interest costs associated with the acquisition of
general fixed assets are not capitalized.

Public domain (infrastructure) general fixed assets such as roads, bridges, curbs and gutters, streets and sidewalks,
historical monuments, drainage systems, and lighting systems are not capitalized, since these assets are immovable
and of value only to the government.

Assets in the General Fixed Assets Account Group are not depreciated.
Proprietary and Fiduciary Fund Fixed Assets — Fixed assets are stated at cost or, for donated assets, at estimated

fair market value at the donation date. Fixed assets, excluding land, are depreciated using the straight-line method
over the following estimated useful lives:

Buildings 20-45 years
Machinery and Equipment 5-20 years
State Vehicles 5 years

Material interest is capitalized on proprietary fund fixed assets acquired through the issuance of debt.

College and University Fund Fixed Assets — All purchased fixed assets are valued at cost. Donated fixed assets
are valued at estimated fair market value at the donation date. Generally, public domain (infrastructure) assets are
not capitalized. College and university fund fixed assets are not depreciated.

L. Long-Term Obligations

Governmental funds recognize long-term obligations as liabilities when due. Only the portion expected to be
financed from expendable available financial resources is reported as a liability of a governmental fund. The
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remaining portion of such obligations is reported in the General Long-Term Obligations Account Group. Included
among these liabilities are the noncurrent portions of liabilities resulting from debt issuances, certificate of
participation financing arrangements, compensated absences, judgments, settlements, claims, litigation,
contingencies, leases, and workers’ compensation benefits. Long-term liabilities expected to be financed from
proprietary fund and college and university fund operations are accounted for in those funds.

As discussed in NOTES 11 and 12, bonds issued by the Ohio Building Authority (OBA) to finance the construction
of State-related projects are reported as special obligation bonds in the General Long-Term Obligations Account
Group, while OBA bonds issued to finance the construction of facilities leased to local government are reported as
revenue bonds in the internal service funds.

M. Compensated Absences

Employees of the State’s primary government earn vacation leave, sick leave, and personal leave at various rates
within limits specified under collective bargaining agreements or under law. Generally, employees accrue vacation
leave at a rate of 3.1 hours every two weeks for the first five years of employment, up to a maximum rate of 9.2
hours every two weeks after 25 years of employment. Employees may accrue a maximum of three years vacation
leave credit. At termination or retirement, employees are paid at their full rate 100 percent of unused vacation
leave, personal leave, and, in certain cases, compensatory time and 50 percent of unused sick leave.

Such leave is liquidated in cash, under certain restrictions, either annually in December, or at the time of
termination from employment. For governmental funds, the noncurrent portion of the liability for compensated
absences is reported in the General Long-Term Obligations Account Group. For proprietary funds, the liability for
compensated absences is reported as a noncurrent accrued liability.

For the colleges and universities, vacation and sick leave earnings and liquidation policies vary by institution.

Vacation, compensatory time, and personal leaves are accrued as liabilities when an employee’s right to receive

compensation is attributable to services already rendered and it is probable that the employee will be compensated
through paid time off or some other means, such as at termination or retirement. Leave time that has been earned,

but is unavailable for use as paid time off or as some other form of compensation because an employee has not met
a minimum service time requirement, is accrued to the extent that it is considered to be probable that the conditions

for compensation will be met in the future.

Sick leave is accrued using the vesting method, whereby the liability is recorded on the basis of leave accumulated
by employees who are eligible to receive termination payments, as of the balance sheet date, and on leave balances
accumulated by other employees who are expected to become eligible in the future to receive such payments.

Included in the compensated absences liability is an amount accrued for salary-related payments directly and
incrementally associated with the payment of compensated absences upon termination. Such payments include the
State’s share of Medicare taxes.

N. Fund Equity

Reservations
Reservations of equity represent amounts that are not appropriable or are legally restricted for a specific purpose.
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Designations
Designations of equity represent tentative management plans that are subject to change.

Contributed Capital
Contributed capital represents equity acquired through capital contributions from other funds.

O. Self-Insurance

The State’s primary government is self-insured for claims covered under its traditional healthcare plan, vehicle
liability, public fidelity blanket bonds, property losses, and tort liability. While not the predominant participant, the
State’s primary government participates in a public entity risk pool, which is accounted for in the Bureau of
Workers’ Compensation Enterprise Fund, for the financing of its workers’ compensation liability (See NOTE 24A).
Estimates for significant incurred but not reported claims or contingent liabilities are included in accrued liabilities
and in the General Long-Term Obligations Account Group.

P. Interfund/Intra-Entity Transactions

The State of Ohio records the following types of interfund/intra-entity transactions within its reporting entity:

Operating Transfers — Legally required transfers are reported when incurred as “Operating Transfers-in” by the
receiving fund and as “Operating Transfers-out” by the disbursing fund. Legally required transfers between the
primary government and its component units are reported as “Operating Transfers from/to Primary Government”
and “Operating Transfers from/to Component Units.”

Transfers of Expenditures (Reimbursement) — Reimbursements of expenditures made by one fund for another are
recorded as expenditures/expenses in the reimbursing fund and as a reduction of expenditures/expenses in the
reimbursed fund.

Residual Equity Transfers — Nonroutine or nonrecurring transfers between funds are reported as additions to or
deductions from fund equity.

Quasi-external Transactions — Charges or collections for services rendered by one fund to another are recorded as
revenues of the receiving fund and expenditures/expenses of the disbursing fund.

Transactions between funds that are representative of non-current lending/borrowing arrangements outstanding, as
of the end of the fiscal year, are reported as advances to/from other funds. All other outstanding balances between
funds are reported as due to/from other funds. A summary of interfund balances and interfund and intra-entity
transfers is presented in NOTE 7.

Q. Memorandum Only — Total Columns

Total columns on the general -purpose financial statements are captioned “Memorandum Only” because they do not
represent consolidated financial information and are presented only to facilitate financial analysis. Data in these
columns do not present financial position, results of operations, or cash flows in conformity with generally accepted
accounting principles. Neither are such data comparable to a consolidation. Interfund eliminations have not been
made in the aggregation of this data.
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A. Restatements

Certain restatements of fund balances/retained earning balances, as of June 1997, are summarized as follows

(amounts expressed in thousands).

Fund Balance/
Retained Earnings
as Previously
Reported,

Increase
(Decrease)

Fund Balance/
Retained Earnings
as Restated,

Fund June 30, 1997 for Restatement July 1, 1997
Primary Government:
General Fund...................cccccovveve o, $2,320,267 $  (1,209) $2,319,058
Special Revenue Fund:
Community and Economic Development...... $ 592,758 $ 2,278 $ 595,036
Human Services .......coovvvvevviiiiiiiieeeeeeeeeee 218,710 (38) 218,672
Health. . ... 23,166 (2) 23,164
Mental Health and Retardation..................... 62,801 (1 62,800
Education .........ccoeiiiie e 342,539 (172) 342,367
Highway Safety........ccoceriiiieiiee e 96,706 (57) 96,649
Highway Operating .........cccceeeiiiiiiieeiiieenne 726,910 (379) 726,531
Natural Resources .......ccccceeeeeveeiieeeeeeeeeeeee, 138,644 (21) 138,623
Wildlife and Waterway Safety ...........ccc..eeeee. 44,999 (22) 44,977
Revenue Distribution..........ccooeeiiiiiiiiiiieenn. 120,144 (21) 120,123
Local Transportation Improvements............. 70,520 (43) 70,477
All Other Special Revenue Funds................. 19,417 — 19,417
Total Special Revenue Fund.................... $2,457,314 $ 1,522 $2,458,836
Debt Service Funds:
Highway Obligations Bond Retirement ......... $ 108,351 $ (75) $ 108,276
Ohio Building Authority .........cccceviiieeeeneeen. 57,004 407 57,411
All Other Debt Service Funds............cc..eueee. 125,640 — 125,640
Total Debt Service Fund ..........cccuvveneeen. $ 290,995 $ 332 $ 291,327
Capital Projects Funds:
Arts Facilities Building Improvements........... $ 35,251 $ (13) $ 35,238
Higher Education Improvements.................. 49,767 (63) 49,704
Highway Obligations Construction................ 32,561 (33) 32,528
Mental Health/Retardation
Facilities Improvements............cccceeeeeeeeee. 16,698 (16) 16,682
Parks and Recreation Improvements............ 8,859 (7) 8,852
Local Infrastructure Improvements............... 186,442 (40) 186,402
Administrative Services
Building Improvements ...........ccccceeeiiennnnns 41,211 (18) 41,193
Youth Services Building Improvements......... 19,832 (14) 19,818
Transportation Building Improvements......... 8,976 9) 8,967
Adult Correctional Building Improvements.... 85,713 (32) 85,681
Highway Safety Building Improvements ....... 44,603 (14) 44,589
Ohio Parks and Natural Resources............... 53,705 (12) 53,693
Highway Capital Improvement ..................... 160,248 (18) 160,230
Sports Facilities Building.............coccuvveeeeenn. 37,609 (11) 37,598
All Other Capital Projects Funds .................. 7,285 — 7,285
Total Capital Projects Fund..................... $ 788,760 $ (300) $ 788,460
Enterprise Funds:
Tuition Trust Authority............ceveeeeiiiiiniennnns $ 38,126 $ 22,939 $ 61,065
All Other Enterprise Funds.........cccccoevunnnee. 5,147,306 — 5,147,306
Total Enterprise Fund ...........ooocvivieeeennn. $5,185,432 $ 22,939 $5,208,371
(Continued)
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Fund Balance/

Retained Earnings Fund Balance/
as Previously Increase Retained Earnings
Reported, (Decrease) as Restated,
Fund June 30, 1997 for Restatement July 1, 1997
Primary Government (Continued):
Internal Service Funds:
Ohio Building Authority ........ccccevveeeeiiciinne. $ 32,440 $ 17 $ 32,457
Ohio Data Network ..............eeeeeeeeeeeeennnennnnnns 23,266 (14) 23,252
Telecommunications.............eeeeeeeeeeeeeeneeennns 12,187 (3) 12,184
All Other Internal Service Funds................... 48,006 — 48,006
Total Internal Service Fund.................... $ 115,899 $ — $ 115,899
Trust Funds:
STARONhio Investment Trust ..........ccevnreeeeen.. $ — $3,712,871 $ 3,712,871
All Other Trust Funds..........ccccvvvveeeeeeeninnen, 2,781,858 — 2,781,858
Total Trust FUuNds ......cevvvvveeeeeeeiiiieeee, $2,781,858 $3,712,871 $ 6,494,729
Component Units:
College and University Funds:
Ohio State University .........ccccovvveeeeeeiccnnnnen. $3,223,797 $ 108,053 $ 3,331,850
University of Gincinnati ............ccccveeeeennnnne 1,690,943 204,444 1,895,387
Ohio UNiversity .....c..veeveeeeeeeeiiieeeee e 575,188 7,554 582,742
Miami University ........cceeeeeeeeiiiiiiieeieeeeeee 559,009 13,318 572,327
University of AKroN.........cccceeevieiciiiiieee e 511,899 6,040 517,939
University of Toledo .........ceveviiiiiiiiiiieennns 372,799 7,009 379,808
Wright State University ........ccccccveeeeeecnnnneee, 342,135 749 342,884
Central State University .......ccccccovviiiieeennenn. — 96,596 96,596
Medical College of Ohi0.........oceciiiieiiiinnnnes 324,550 144 324,694
Columbus State Community College............ 121,843 775 122,618
Clark State Community College.................... 41,760 (102) 41,658
Washington State Community College......... 22,660 (48) 22,612
Northwest State Community College............ 19,263 (578) 18,685
All Other College and University Funds......... 1,833,556 — 1,833,556
Total College and University Funds......... $9,639,402 $ 443,954 $10,083,356

For fiscal year 1998, the State implemented the provisions of Governmental Accounting Standards (GASB)
Statement No. 31, Accounting and Financial Reporting for Certain Investments and for External Investment
Pools, which became effective for fiscal years beginning after June 15, 1997. GASB Statement No. 31 requires the
State to report its investments at fair value as of the balance sheet date and to reflect the changes in the fair value of
investments as revenue in the operating statements. Also, the new accounting pronouncement requires the State for
the first time to report its external investment pool, STARONio, as an investment trust fund.

For the primary government, implementation of the new reporting standard resulted in the following restatements of
beginning fund equity balances, as of July 1, 1997: a $1.2 million decrease in the General Fund, a $332 thousand
increase in the Debt Service Fund, a $300 thousand decrease in the Capital Projects Fund, a $22.9 million increase
in the Enterprise Fund, and a $3.71 billion increase for the Investment Trust Fund.

For the Special Revenue Fund, the $1.5 million net increase in opening fund balance is due to a $1 million decrease

also resulting from the implementation of GASB Statement No. 31, plus a $2.5 million increase in the cash and
outstanding loans balances for the Department of Development’s Office of Financial Incentives.
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For the discretely presented College and University Funds, the prior year’s fund balance has been increased
approximately $444 million to reflect:

e a $347.3 million increase to the investment balance resulting from the implementation of GASB
Statement No. 31.

® a $96.6 million increase due to the inclusion of Central State University’s financial statements, for the
fiscal year ended June 30, 1998. The University’s financial statements had been excluded from the
State financial statements presented for the fiscal year ended June 30, 1997, when they were
unavailable in time for publication in the State’s 1997 Comprehensive Annual Financial Report.

e for Columbus State Community College, a $1.52 million increase due to the inclusion of its
Development Foundation, a $24 thousand increase in cash and cash equivalents, a $73 thousand
increase in accounts receivable, and a $842 thousand decrease in the fixed assets balance.

e adjustments principally to the accounts receivable, accounts payable, and fixed assets balances for
Clark State Community College, which collectively decreased fund balance by $102 thousand.

e a write-off of accounts receivable at Washington State Community College, which decreased fund
balance by $48 thousand.

e an adjustment to the opening fixed asset balance for Northwest State Community College, which
decreased fund balance by $578 thousand.

B. Changes in Accounting Principles

Beginning in fiscal year 1998, the Tuition Trust Authority changed its method of reporting sales of tuition units in
the Enterprise Fund from the net sales method to the gross sales method. Under the gross sales method, the
Authority reports sales of tuition units as revenue and tuition payouts as expenses. In prior years, the Authority
reported tuition unit sales and tuition payouts as increases and reductions, respectively, to the “Benefits Payable”
account using the net sales method.

NOTE 3 GAAP vs. NON-GAAP BUDGETARY BASIS

“Actual” revenues, operating transfers-in, expenditures, encumbrances, and operating transfers-out on the non-
GAAP budgetary basis do not equal those reported on the GAAP basis in the Combined Statement of Revenues,
Expenditures and Changes in Fund Balances — All Governmental Fund Types and Expendable Trust Funds. This
inequality results primarily from basis differences in the recognition of accruals, deferred revenue, interfund
transactions, and loan transactions, and from timing differences in the budgetary basis of accounting for
encumbrances. On the non-GAAP budgetary basis, encumbrances are recognized as expenditures in the year
encumbered, while on the modified accrual basis, expenditures are recognized when goods or services are received
regardless of the year encumbered.

Budgeted expenditures in the accompanying Combined Statement of Revenues, Expenditures and Changes in Fund
Balances — Budget and Actual (Non-GAAP Budgetary Basis) represent original appropriations modified by
supplemental and amended appropriations made throughout the year, including $531.4 million, $1.83 billion, and
$117.8 million increases in the budgets of the General, Special Revenue, and Capital Projects funds, respectively,
and a $1.3 million decrease in the budget of the Debt Service Fund.

A reconciliation of the fund balances recorded under the two bases for the General, Special Revenue, Debt Service,
and Capital Projects funds is presented in the following table.
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Reconciliation of GAAP Basis Fund Balances to
Non-GAAP Budgetary Basis Fund Balances
June 30, 1998
(in thousands)

Special Debt Capital
General Revenue Service Projects
Total Fund Balances - GAAP BasiS.......cccooevvveeeeieveeeiinnnnnns $2,661,847 $2,852,635 $182,543 $605,393
Less: Unbudgeted Fund Balances ..........cccceeeeeeieeeieennnn. — 85,423 * 101,208 14,075
Total Budgeted Fund Balances - GAAP Basis .................... 2,661,847 2,767,212 81,335 591,318
Less: Reserved Fund Balances ..........cccoeeeeeeeeeeieieeeeeenn. 1,518,040 2,846,011 80,739 1,052,885
Less: Designated Fund Balances..........cccooeeeeeeieieeeeeeennn. 945,574 — — —
Unreserved/Undesignated Fund Balances - GAAP Basis.... 198,233 (78,799) 596 (461,567)
BASIS DIFFERENCES
Revenue Accruals/Adjustments:
Cash Equity with Treasurer..........cccooeeeeeiiiieieeeeeeeeeeee, 2,559 1,981 126 610
Taxes Receivable ..o (759,377) (191,244) (176) —
Intergovernmental Receivable..............cccccoiiiiiiiienn. (516,203) (262,131) — —
Loans Receivable.........ccccoooiiiiiiiiiiiiiii e (14,823) (255,524) — (127,985)
Other Receivables ........cc.uvveieeeiiecieeeee e (18,130) (40,963) (329) (2,495)
Due from Other FUNdS.........cccvvieiieeeiieieeeee e, (13,113) (22,853) (124) (2,340)
INVENTOTIES .o (1,835) (34,631) — —
Other ASSELS .....eeiiiieiiiiiee e (794) (6,435) — —
Deferred REVENUES.......ccovveiiieeeeeeee e 62,545 71,234 — —
Total Revenue Accruals/Adjustments...........ccccoeuee (1,259,171) (740,566) (503) (132,210)
Expenditure Accruals/Adjustments:
Accounts Payable...........ccccveeeiiiiiiiiiiiee e 101,334 184,328 — 90,435
Medicaid Claims Payable ..........ccccccoiiiiiiiiiiiiiiie, 525,696 — — —
Accrued Liabilities ........ccvveveeeeiiiciiieeee e 113,940 60,335 321 42
Intergovernmental Payable............ccceiiiiiiiiiiiienn, 216,752 385,136 — —
Due to Other FUNS......cccooviiciiiiiiieee e 39,851 7,064 — 2,056
Refund and Other Liabilities ............eeeveeeeeeiieiiiiiiiiiinians 595,009 70,436 993 —
Total Expenditure Accruals/Adjustments................... 1,592,582 707,299 1,314 92,533
Other Adjustments:
Fund Balance Reclassifications:
From Unreserved (Non-GAAP Budgetary Basis)
to Reserved for:
Debt SErviCe .......uuviiieiiiiiciiiiee e 1,370 — 80,739 —
Budget Stabilization ...........coovvvvviiiiiiiiiiiieee 862,707 — — —
Noncurrent Portion of Loans Receivable.................. 13,996 255,065 — 127,047
101 1T PSRRI 114,655 60,828 — 42,051
From Undesignated (Non-GAAP Budgetary Basis)
to Designated .......coovvvviiiiiiiiiiiieeee e 945,574 — — —
Cash and Investments Held Outside of State Treasury . (11,291) (32,889) (1,513) —
(01 1T SR PRRRR — 3 1 (1)
Total Other Adjustments..........cccccvveeeeeiecciiieeiee e 1,927,011 283,007 79,227 169,097
Total Basis Differences........oevvveeeeiiiieniiiiieeeeeeeee e 2,260,422 249,740 80,038 129,420
TIMING DIFFERENCES
ENCUMDBIaNCES.......ccuviiiiiee et (147,161) (265,143) — (84,131)

Unreserved/Undesignated and Designated
Fund Balances (Deficits) — Non-GAAP Budgetary Basis. $2,311,494 $ (94,202) $ 80,634 $(416,278)

*This amount includes certain unbudgeted activities within the Community and Economic Development, Employment
Services, and Student Aid Commission Special Revenue Funds.
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A. Legal Requirements

The deposit and investment policies o f the Treasurer of State and the State Board of Deposit are governed by the
Uniform Depository Act, Chapter 135, Ohio Revised Code, which requires State moneys to be maintained in one of
the following three classifications:

Active Deposits — Moneys required to be kept in a cash or near-cash status to meet current demands. Such
moneys must be maintained either as cash in the State’s treasury or in one of the following: a commercial account
that is payable or withdrawable, in whole or in part, on demand, a negotiable order of withdrawal account, a money
market deposit account, or a designated warrant clearance account.

Inactive Deposits — Those moneys not required for use within the current two-year period of designation of
depositories. Inactive moneys may be deposited or invested only in certificates of deposit maturing not later than
the end of the current period of designation of depositories.

Interim Deposits — Those moneys not required for immediate use, but needed before the end of the current period
of designation of depositories. Interim deposits may be deposited or invested in the following instruments:

e  Bonds, notes, or other obligations of or guaranteed by the United States, or those for which the
faith of the United States is pledged for the payment of principal and interest;

e  Bonds, notes, debentures, or other obligations or securities issued by any federal government
agency, or the Export-Import Bank of Washington;

e Repurchase agreements in the securities enumerated above;

e  Interim deposits in the eligible institutions applying for interim moneys;
e  Bonds and other obligations of the State of Ohio;

e The Treasurer of State’s investment pool;

e  Linked deposits, reduced-rate deposits at financial institutions that provide reduced-rate loans to
small businesses, as authorized under Section 135.63, Ohio Revised Code;

e Agricultural linked deposits, reduced-rate deposits at financial institutions that provide reduced-
rate loans to agricultural businesses, as authorized under Section 135 .74, Ohio Revised Code;

e  Reverse repurchase agreements with any eligible financial institution that is a member of the
federal reserve system or federal home loan bank, or any recognized U.S. government securities
dealer;

e  Securities lending agreements with any eligible financial institution that is a member of the
federal reserve system or federal home loan bank, or any recognized U.S. government securities
dealer;

e  Commercial paper, rated in one of the two highest rating categories by two nationally
recognized rating agencies and not exceeding five percent of the investment portfolio;

e  Bankers’ acceptances maturing in 270 days or less and not exceeding 10 percent of the
investment portfolio;
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e  Debt of domestic corporations and foreign nations diplomatically recognized by the United
States, rated investment grade by nationally rccognized rating agencies and, in the aggregate,
not exceeding five percent of the investment portfolio; and

® No-load money market funds consisting of U.S. government and agency obligations and
repurchase agreements secured by such obligations.

The primary government’s deposits must be held in insured depositories approved by the State Board of Deposit
and must be fully collateralized.

In some cases, deposit and investment policies of certain individual funds and component units are established by
Ohio Revised Code provisions other than the Uniform Depository Act and by bond trust agreements. In accordance
with applicable statutory authority, the State Highway Patrol Pension Trust Fund, the Workers’ Compensation
Enterprise Fund, the Retirement Systems Agency Fund, and the higher education institutions may also invest in
common and preferred stocks, domestic and foreign corporate/government bonds and notes, mortgage loans, limited
partnerships, venture capital, real estate, and/or other investments.

During the reporting period, the Public Employees Retirement System, Police and Firemen’s Disability and Pension
Fund, School Employees Retirement System, and the State Teachers Retirement System, the investments of which
are held in the Treasurer of State’s custody and are reported in the Retirement Systems Agency Fund, had
investments in derivatives and similar debt and investment transactions. Specific information on the nature of the
transactions and the reasons for entering into them can be found in each respective system’s Comprehensive Annual
Financial Report.

B. State-Sponsored Investment Pool

The Treasurer of State is the investment advisor and administrator of the State Treasury Asset Reserve of Ohio
(STAROhio), a statewide external investment pool authorized under Section 135.45, Ohio Revised Code.
STARONMio issues a stand -alone financial report, copies of which may be obtained by making a written request to:
Director of Investments, Treasurer of State, 30 East Broad Street, gn Floor, Columbus, Ohio 43266-0421, or by
calling (614) 466 -2160.

C. Deposits
1. Primary Government

As of June 30, 1998, the carrying amount of deposits was (in thousands) $818,010, and the bank balance was
$816,889. Of the bank balance, $62,894 was fully insured or collateralized with securities held by the primary
government or its agent in the primary government’s name (Category 1), $687,052 was collateralized with
securities held by the pledging financial institution’s trust department or its agent in the primary government’s name
(Category 2), and $66,943, although meeting legal collateralization requirements, was categorized as uninsured and
uncollateralized (Category 3).

2. Component Units

As of June 30, 1998, the carrying amount of deposits was (in thousands) $194 ,991, and the bank balance was
$279,662. Of the bank balance, $15,024 was fully insured or collateralized with securities held by the respective
component units or their agents in the component unit’s name (Category 1), $201,767 was collateralized with
securities held by the pledging financial institution’s trust department or its agent in the respective component unit’s
name (Category 2), and $62,871, although meeting legal collateralization requirements, was categorized as
uninsured and uncollateralized (Category 3).

51



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 1998

NOTE 4 DEPOSITS AND INVESTMENTS (Continued)

D. Investments

The State categorizes investments to give an indication of the level of credit risk associated with the State’s
custodial arrangements at year end. Category I includes investments that are insured, registered, or held by the
State or its agent in the State’s name. Category 2 includes uninsured and unregistered investments held by the
counterparty’s trust department or its agent in the State’s name. Category 3 includes uninsured and unregistered
investments held by the counterparty, its trust department, or its agent, but not in the State’s name.

Certain investments have not been categorized because the securities are not used as evidence of the investment.
These uncategorized investments include ownership in real estate, mutual funds, limited partnerships and venture
capital, direct mortgage loans, and the deposits with the federal government and the deferred compensation plan. In
conformity with Governmental Accounting Standards Board Statement No. 28, Accounting and Financial
Reporting for Securities Lending Transactions, securities lent at year-end for cash collateral have not been
categorized by custodial credit risk, while securities lent for securities collateral have been categorized.

The level of credit risk assumed by the primary government and its component units and the carrying amount and
fair value of investments, as of June 30, 1998, are as follows (in thousands):

Primary Government

Total
Category 1 Category 2 Category 3 Fair Value
U.S. Government
and Agency Obligations:
Not on Securities Loan............ $ 34,304,863 $40,939 $ 5,315,541 $ 39,661,343
On Securities Loan.................. — — 207,162 207,162
Common and Preferred Stock:
Not on Securities Loan............ 38,753,252 — 4,736,980 43,490,232
On Securities Loan.................. — — 272,349 272,349
Corporate Bonds and Notes........ 10,956,504 — 2,210,822 13,167,326
Foreign Stocks and Bonds .......... 12,076,265 — — 12,076,265
Commercial Paper .........cccceeenee 3,650,028 — 3,118,938 6,768,966
Repurchase Agreements............. 298,883 723 257 299,863
Bankers’ Acceptances................. 987 — — 987
Municipal Obligations.................. 845 — — 845
Securities Lending Collateral:
U.S. Government
and Agency Obligations........... 100,000 — 2,383,961 2,483,961
Repurchase Agreements......... 5,246,981 — — 5,246,981
Common and Preferred Stock — — 1,141,016 1,141,016
Corporate Bonds and Notes.... 1,436,448 — — 1,436,448
$106,825,056 $41,662 $19,387,026 126,253,744
Investments Held by Broker-dealers under Securities Loans with Cash Collateral:
U.S. Government and Agency Obligations.............eeiiiiiiiiiiiiiiee e 9,541,941
Common and Preferred STOCK .........iiieee e e e e e e e eaas 1,107,938
0L U= U o 4,070,764
(R {ST L Es] =1 = 9,371,249
RV L= 0100 Y O To ] - SRS 235,431
Limited Partnerships ....ccooeeeeeeeeeeeeecee s 25,000
Direct Mortgage LOGNS .......oo it 38,294
[NVt g L= a1 O T o 7= (o3 £ 4,200
Securities Lending Collateral — Mutual Funds..........cooooiiiiiiiiiiiieeeeeee 69,617
Securities Lending Collateral — Investment Contracts...........ooocuviieiiiiiiiiiiiieeeeeeees 514,000
Deposit with Federal GOVEMMENT.......ccooeeeieeeeeeeeeeeeeeeeeeee e 2,000,059
Deposit with Deferred Compensation Plan.........ccooeeeeeeeeeeeeeeeeeeeeeeeeeeee e 1,025,872
Less: Component Units’ Equity
in the State Treasury Asset Reserve of Ohio (STAROhIO) ......ccoovviiiiiiiiiiiinnnne (256,618)
Total Investments — Primary Government ..........oooooveeeiiieieeeeeeeeeeeeeeeeeeee e $154,001,491
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Component Units

Total
Category 1 Category 2 Category 3 Fair Value
U.S. Government
and Agency Obligations............... $462,369 $ 709,449 $156,284 $1,328,102
Common and Preferred Stock..... 355,600 805,015 5,052 1,165,667
Corporate Bonds and Notes........ 121,048 42,791 27,765 191,604
Foreign Stocks and Bonds.......... 11,011 — — 11,011
Commercial Paper........cccceueeeeee — 13,263 7,441 20,704
Repurchase Agreements............. 1,582 413,383 31,496 446,461
Bankers’ Acceptances................. — 1,990 3,170 5,160
Municipal Obligations.................. 117 — 80 197
Negotiable
Certificates of Deposit................. 100 — 4,000 4,100
Other Investments .........cccc........ 127 — 7,230 7,357
$951,954 $1,985,891 $242 518 3,180,363
0L U= TR U o £ 330,520
Investment in the State Treasury Asset Reserve of Ohio (STAROIO).........cccuvveeeeeenn. 256,618
(R {STe L Es] =1 (= 29,274
[ (=S [ T=TU =T T = 2 8,545
Limited Partnerships ....cccooeeeeeeeeeeeeeee s 5,378
[NVZ=Ty 1 g L= a1 O T o (= (o3 £ 107,978
Deposit with Deferred Compensation Plan............cc.ueeiiiiiiiiiiiiieeeee e 9,863
Total Investments — Component UnitS.........coooeeeeeiiiieie e $3,928,539

The total carrying amount of deposits and investments, as of June 30, 1998, reported for the primary government
and its component units is (in thousands) $158,943,031. The total carrying amount of deposits and investments
categorized and disclosed in this note is $158,553,862. A reconciliation of the difference follows (in thousands).

Deposits Investments Total

Cash equity with Treasurer (unrestricted and restricted)................ $ 383,836 $ 6,378,007 $ 6,761,843
Cash and cash equivalents (unrestricted and restricted) ............... 402,841 3,149,843 3,552,684
INVESTMENTS ... e e e e e 23,172 132,649,384 132,672,556
Collateral on Lent Securities (unrestricted and restricted) ............. — 10,758,409 10,758,409
Deposit with federal government ... — 2,000,059 2,000,059
Deposit with deferred compensation plan ..........occcveeeeiiiiiiiiinnee. — 1,035,735 1,035,735
Restricted Assets:

[N VZ=Ty 1 g 1= o £ — 63,745 63,745

Dedicated investments ..........ceiiiiiiiiiiiiiieeeeeee e — 1,708,831 1,708,831
Carrying amount per combined balance sheet.............ccccccceeene 809,849 157,744,013 158,553,862
Outstanding warrants and other reconciling items ............ccccceee.... 203,152 186,017 389,169

Total Reporting Entity........coooviiiiiiiii e, $1,013,001 $157,930,030 $158,943,031

E. Securities Lending Transactions

The Treasurer of State and the Bureau of Workers’ Compensation (BWC) participate in securities lending
programs for securities included in the “Cash Equity with Treasurer,” “Investments,” and ““Dedicated Investments”
accounts and the STAROhio program. Each lending program is administered by a custodial agent bank, whereby
certain securities are transferred to an independent broker-dealer (borrower) in exchange for collateral. The State
has minimized its exposure to credit risk due to borrower default by requiring the custodial agent to ensure that the
State’s lent securities are collateralized at no less than 102 percent of market value.

For loan contracts the Treasurer executes, not more than 15 percent of the State’s cash and investment portfolio,
which is reported as “Cash Equity with Treasurer,” can be lent to a single broker-dealer. For the STAROhio
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program, not more than 25 percent of STAROhio investment pool may be lent at any one time, and not more than
10 percent of the investment pool may be subject to term loans in excess of seven days.

The State cannot sell securities received as collateral unless the borrower defaults. Consequently, these amounts
are not reflected in the financial statements. The State invests cash collateral in short-term obligations, which have
a weighted average maturity of 45 days or less and generally match the maturities of securities loans. Loan
contracts do not provide any loss indemnification by securities lending agents in cases of borrower default;
however, during fiscal year 1998, the State had not experienced any losses due to credit or market risk on securities
lending activities.

During the fiscal year, the Treasurer and the STAROhio program lent U.S. government and agency obligations in
exchange for collateral consisting of cash and/or other U.S. govern ment obligations. The BWC lent fixed
maturities and equity securities in exchange for cash, broker-provided, and letters of credit collateral.

NOTE 5 TAXES

Taxes receivable, as of June 30, 1998, consist of the following (in thousands):

Special Debt Trust and
General Revenue Service Agency Total
INCOME TAXES ..vvvvvvverneneeiienieeeeeiineeeeeeeaeeeeeaees $266,807 $ 31,534 $ — $ — $ 298,341
SalES TAXES ..vvvvriieeeeieciiieiei e e e e e e e e e 492,570 26,012 — — 518,582
Motor Vehicle Fuel Taxes........cccoeeeeeeeeeeeennnn. — 126,160 176 — 126,336
Unemployment Taxes .........ccccvveeeeeeerinnnnnnen. — — — 159,371 159,371
Other TAXES ..veeeeeeeeeieeeeiieeieeeeeeeeieeeeeeeeeneeeeanes — 7,538 — — 7,538
Total Taxes Receivable..........ccccccceecevvveeeennn. $759,377 $191,244 $176 $159,371  $1,110,168

As of June 30, 1998, refund liabilities for income and corporation franchise taxes, totaling $656.6 million, are
reported as “Refunds and Other Liabilities,” of which $593.7 million is reported in the General Fund and $62.9
million is reported in the Special Revenue Fund.

NOTE 6 LOANS AND OTHER RECEIVABLES
A. Loans Receivable

Loans receivable (net of uncollectible amounts) for the primary government and its component units, as of June 30,
1998, consist of the following (in thousands):

Primary Government

Special Debt Capital
Loan Type General Revenue Service Projects Total

Columbiana County Economic Stabilization ..... $ 3,209 $ — $ — $ — $ 3,209
Community and Economic Development:

Office of Minority Financial Incentives ........... 5,160 — — — 5,160

Office of Financial Incentives............ccccevvueee. — 231,803 — — 231,803

Ohio Housing Finance Agency ...........ccccee..... — 124,877 — — 124,877

Rail Development........coooeeeiiieiiiieeieeeeeeeeeeeee — 2,506 — — 2,506
Total Community and Economic Development 5,160 359,186 — — 364,346
Higher Education Research

Investment LoansS.........ooeevveieeeeneiiieieieeenis — — 5,200 — 5,200
Natural ReSOUrces .......cccceeeveeeeeieieieeeeeeeeeeeeee — 245 — — 245

(Continued)
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Primary Government (Continued)

Special Debt Capital
Loan Type General Revenue Service Projects Total
Primary, Secondary and Other Education:
Vocational Education .........cc.ccceeeiiiiiiiininnnn.... 835 236 — — 1,071
Wayne Trace Local School District................ 5,619 — — — 5,619
Public School Building.........ccceeeeeeiieiiiieeen. — 4,216 — — 4,216
Vocational School Assistance..............cc........ — 7,219 — — 7,219
School Building ......covveeveeeiiiieeee — 2,963 — — 2,963
Teacher Education .............eeeeveeeeieeiiiiiiieninnns — 538 — — 538
Nurses Education Assistance...............ccc...... — 182 — — 182
Total Primary, Secondary and Other 6,454 15,354 — — 21,808
Education
Highway and Transit Infrastructure Bank.......... — 8,653 — — 8,653
Local Infrastructure Improvements................... — — — 127,985 127,985
Total Loans Receivable...........ccoceevvvvvnrennnnn. $14,823 $383,438 $5,200 $127,985 $531,446
Component Units
Ohio Water
Development Other Total
Authority Ohio State University Kent State  Component = Component
Loan Type (12/31/97) University  of Cincinnati ~ University Units Units
Water and Wastewater
Treatment ........oooevvvvveeeeeeeennns $1,750,905 $ — $ — $ — $ —  $1,750,905
Student......coeeeiiiiiiiiieeeeeee, — 53,703 28,487 17,928 79,642 179,760
Other ..o — — 663 — 45 708
Total Loans Receivable......... $1,750,905 $53,703 $29,150 $17,928 $79,687  $1,931,373
B. Other Receivables
Other receivables for the primary government, as of June 30, 1998, consist of the following (in thousands):
Primary Government
Special Debt Capital Internal Trust and
Unrestricted: General Revenue Service Projects Enterprise Service Agency Total
Accounts Receivable..................... $ 1,629 $ 5268 $ — $ — $119,383  $ 3255 $ —  $129,535
Interest and Dividends Receivable.. 14,836 10,898 864 2,595 105,812 356 13,839 149,200
Women, Infants and Children
Program Rebate Receivable........ — 15,932 — — — — — 15,932
Nursing Facility Bed Assessments
Receivable.........ccccceevvivecciieeennen. — 12,831 — — — — — 12,831
Leases Receivable.............cccceeuueee — — — — — 32,213 — 32,213
Receivables from
Lottery Sales Agents ........cccccueee. — — — — 23,519 — — 23,519
Claims & Settlements Receivable... — — — — — — 21,204 21,204
Employer Interest and Penalties
on Unemployment Taxes............. — 1,266 — — — — — 1,266
Refunds from Academic Grants
and Scholarships Programs......... 1,665 — — — — — — 1,665
Miscellaneous Receivables............. — 958 — — 10 1,383 351 2,702
Total Unrestricted................... 18,130 47,153 864 2,595 248,724 37,207 35,394 390,067
Restricted:
Interest Receivable......................... — — — — 17,780 — — 17,780
Investment Trade Receivable ......... — — — — 2,700 — — 2,700
Total Restricted...................... — — — — 20,480 — — 20,480
Total Unrestricted and Restricted... $18,130 $47,153 $864 $2,595  $269,204 $37,207 $35,394  $410,547

Under long-term direct financing leases with local governments for office space, the Ohio Building Authority
charges a pro-rata share of the buildings’ debt service and operating costs based on square-footage occupied.
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Future lease payments due the Ohio Building Authority Internal Service Fund, net of executory costs, are as follows

(in thousands):

Year Ending June 30,

Total minimum lease payments
Less: Amount representing interest

Present value of net minimum lease payments

Leases
Receivable

$ 4,994
4,997
5,001
5,008
5,012

25,892

50,904
18,691

$32,213

Other receivables for the State’s component units, as of June 30, 1998, consist of the following (in thousands):

Component Units

Ohio University Medical Other Total
State of Ohio College  Component Component

University  Cincinnati  University of Ohio Units Units
Accounts Receivable.........ccccooiiiiiiiiiennienn. $190,686 $32,062 $17,318 $22,257 $ 92,397  $354,720
Interest Receivable.........ccccccovvvvviiiiiiiiiiiieeee. 13,463 6,108 527 912 5,070 26,080
Pledges Receivable — 29,303 — — — 29,303
Miscellaneous Receivable ............ccceeevevennnnnes — — — — 6,726 6,726
Total Other Receivables..........c.cccocceeennee. $204,149 $67,473 $17,845 $23,169  $104,193  $416,829

NOTE 7 INTERFUND AND INTRA-ENTITY BALANCES AND TRANSFERS

Interfund balances, as of June 30, 1998, and operating transfers among the primary government’s funds, for the

year ended June 30, 1998, are as follows (in thousands):

Advances Advances
Due from Due to to Other from Other Operating Operating
Fund Type/Fund Other Funds _Other Funds Funds Funds Transfers-in_ Transfers-out
GeNEral............c.ccooiiiiiiiiiie $ 13,113 $ 39,851 $ — $ — $ 180,176  $1,142,014
Special Revenue:
Community and Economic Development................... 3,040 3,474 — 114,629 75,423 45,854
Human Services..........coceiiniiiiiiiicecesecee 992 697 — — 10,611 12,575
HEAIN ..o 120 296 — — 14,766 733
Mental Health and Retardation .................................. 347 764 — — 3,311 4
Employment Services..........ccoceceiiiiicieiiniicieienee — — — — 36 1,832
EAUCALION ... 838 107 — — 963,815 36,196
Highway Safety.........ccccviriiniiiciecee 2,071 864 — — 145,739 10,732
Highway Operating .........cccoceeceeiiniiieieseceecsee 3,144 3,780 — — 609,306 173,546
Natural RESOUICES..........coovruiiiiiiieciceeeecesee 430 144 — — 4,182 3,305
Wildlife and Waterway Safety..........cccccovvviiciciinnnne. 250 11 — — 1,002 —
Revenue Distribution ...........cccceciiiiieiiniiieiciee 9,571 138 — — 27,605 698,240
Local Transportation Improvements.............ccccocu..... 2,050 2 — — 59,930 —
Total Special Revenue Fund............c.cccoceeiiinnnnee. 22,853 10,277 — 114,629 1,915,726 983,017
Debt Service:
Economic Development Bond Service..............c...... — — — — 15,846 —
Coal Research/Development Bond Retirement......... — — — — 5,605 5
Development Bond Retirement............c.cccoceiininee — — — — — 22
Highway Obligations Bond Retirement 122 — — — — 43
Public Improvements Bond Retirement..................... — — — — — 12
Local Infrastructure Improvements
Bond Retirement ...........cccoeeeeieeiciiec e 1 — — — 91,576 —
Ohio Public Facilities Commission 1,115 — — — 440,107 —
Ohio Building Authority...........cceeiniiiiiineciciee — — — — 218,992 2,296
(Continued)
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Advances Advances
Due from Due to to Other from Other Operating Operating
Fund Type/Fund Other Funds _Other Funds Funds Funds Transfers-in_ Transfers-out
Debt Service (Continued):
Enterprise Bond Retirement .............ccccoiiiiiiinins — — — — 39,624 34,309
State Projects Bond Service.........c.ccceecininiiiiinenen. — — — — 9,412 19
School Building Program Bond Service..................... — — — — 21,290 —
Highway Capital Improvement Bond Service............. 1 — — — 24,673 57
Total Debt Service Fund..........ccoooeviiiiiinenneenne. 1,239 — — — 867,125 36,763
Capital Projects:
Arts Facilities Building Improvements.............cc.c..... 16 — — — — —
Higher Education Improvements . 92 1,115 — — — 91
Highway Obligations Construction............c.ccccccvenuee 31 — — — — —
Mental Health/Mental Retardation
Facilities Improvements............coccecevineniieicnennne 30 2 — — — —
Parks and Recreation Improvements.............cccccueu.e. 23 — — — — —
Local Infrastructure Improvements............cccccccueeeee. 1,614 5 — — — 40
Ohio Building Authority ........ccoceviieiieiieeeeeeeee — — — — 14,000 246,186
Administrative Services Building Improvements........ 154 — — — 132,526 14,000
Youth Services Building Improvements..................... 26 — — — — —
Transportation Building Improvements...................... 17 161 — — 12,012 —
Adult Correctional Building Improvements.. . 127 109 — — 101,169 —
Highway Safety Building Improvements.................... 13 416 — — — —
Ohio Parks and Natural Resources............cc.ccoeueee 48 248 — — — 625
Highway Capital Improvement ......... 20 — — — — —
Sports Facilities Building ........... 49 — — — — —
Infrastructure Bank Obligations..... 80 — — — — —
Total Capital Projects Fund ..........ccccceeieeiinnnenne. 2,340 2,056 — — 259,707 260,942
Enterprise:
LiQUOr COoNtrol .......cooeiiieeieieeee et 73 2,278 — — — 106,714
Ohio Lottery COmMmMISSION ........ccecueeieeieniieeieenieeeienns — — — — — 723,865
Workers’ Compensation........ — — — — 15 5,377
Underground Parking Garage — — — — — 1,023
Office of Auditor of State.... 2,012 — — — 29,642 —
Total Enterprise Fund.........cccccoeeieiiiiiennnnee, 2,085 2,278 — — 29,657 836,979
Internal Service:
Ohio Building AUthOFity ........cccovirieiriniicrerecce — — — — 28,465 29,596
Ohio Data NetWork ..........cocceeeviiiiiiiieeeeee e 10,031 781 — — — 489
Ohio Penal INdUStries.........coooveeeiciieicieeecieee e 23,003 1,833 — — 8,947 —
Support Services 5,044 124 — — — —
Telecommunications ........cccceeevvveeeecieeeciee e 4,443 1,157 — — — —
Total Internal Service Fund...........ccccoeeviieeicneeenns 42,521 3,895 — — 37,412 30,085
Expendable Trust:
Unclaimed FuNds ...........cccoeveeeiiiiee e 3,213 — 114,629 — — —
Pension Trust:
State Highway Patrol ... 1,634 — — — — —
Agency:
Holding and Distribution ...........ccccceniieiieeneeree, — 20,027 — — — —
Payroll Withholding and Fringe Benefits.................... 122 14,302 — — — —
Deferred Compensation ..........ccocoeeveeiienieeneenieene. 3,413 — — — — —
OLNET .. 66 — — — — —
Total Trust and Agency Funds.........cccceeeeneennenn. 8,448 34,329 114,629 — — —
Total per Financial Statements — 92,686
Primary Government............ccccccninieiineneccicnee 92,599 114,629 114,629 3,289,803 3,289,800
Reconciliation for Timing Differences for Funds
with December 31, 1997 Year-Ends............c.ccccceee. 87 — — — — 3
Reconciled Total for the Primary Government.............. 92,686 92,686 $114,629 $114,629 $3,289,803 $3,289,803
Component Units:
Ohio State UNIVersity ........cccoeeereriieiiienie e 255,225 255,225
University of Cincinnati.... . 109,570 109,570
Other Component Units...........cccooeveeeeiininicieneee. 72,839 72,839
Total per Financial Statements — Component Units..... 437,634 437,634
Total Reporting Entity.....................ce.. $530,320 $530,320
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For the fiscal year ended June 30, 1998, the Capital Projects Fund reports approximately $5.1 million in residual
equity transfers-out. The transfers represent contributions of capital to the Internal Service Fund, as discussed in

more detail in NOTE 19.

Operating transfers between the primary government’s funds and its component units, for the year ended June 30,

1998, consist of the following (in thousands):

Operating Operating
Transfers from  Transfers to
Primary Component
Government Units
Primary Government:
General FUNQ......ueucciieeciiiiciiricirrn s e e $ — $1,520,432
Component Units:
College and University Funds
Ohio State University .........cccveeeeeeiiiiiiiiiiiieee e $406,596 —
University of Gincinnati.........ccccooeiiiiiiiiiiiiniiieeeeen 184,335 —
Ohio UNIVErSItY ... 129,478 —
Miami University ........oocceeeeiiiiiniiiieee e 72,330 —
University of AKION.......c.euviiiiiiiiiieee e 97,465 —
Bowling Green State University .........cccccoovviiiiieennnn. 76,853 —
Kent State University..........cccceviiiiiiiiieiiiiiieeeeen 105,962 —
University of Toledo ...cooeveveviieiiiiieeeeeeeee 82,602 —
Cleveland State University.......cccooeceveieeeeeiiniiieeeeeenn. 67,385 —
Youngstown State University.........ccoccvveeveieiiiiiiinnee. 46,508 —
Wright State University.........cccceeeeiiiniiiiiiiece 86,306 —
Shawnee State University.......ccccooeuviiieeeiiiiiiiiieeeeenn. 14,138 —
Central State University........cccccoviniiiieeneiiiniiieeeeeen 17,303 —
Medical College of OhiO .......cccoviiiiiiiiiiiiiiiiieeee, 36,033 —
Terra State Community College...........cccccevveriiniinnnen. 6,220 —
Columbus State Community College...........cccueeeeee.. 30,386 —
Clark State Community College.........ccccccevvniiiinennnnn. 6,330 —
Edison State Community College ..........cccoovuvviieeeennn. 4,773 —
Southern State Community College...........occcuvveeeeennn. 3,727 —
Washington State Community College ...................... 4,228 —
Cincinnati State Community College ...........cccceeeeeee.. 15,967 —
Northwest State Community College ...........ccceeeeee... 3,780 —
Owens State Community College.........ccccceeeriviinnnen. 21,727 —
Total Reporting Entity.................cccooovovoveciuiieeeeene. $1,520,432 $1,520,432
NOTE 8 FIXED ASSETS
A. Primary Government
Fixed assets by category, as of June 30, 1998, are as follows (in thousands):
General Total
Internal Pension Fixed Primary
Enterprise Service Trust Assets Government
...................................... $ 18,070 $ — $ 370 $ 198,023 $ 216,463
............................... 272,782 5,610 2,992 2,256,807 2,538,191
Land Improvements............... 66 708 — 156,987 157,761
Machinery and Equipment ..... 179,140 78,570 232 228,811 486,753
State Vehicles ......cccceeeeenn. 5,562 2,183 16 230,879 238,640
Construction-in-Progress ....... — — — 588,898 588,898
Total Fixed Assets (at cost) ... 475,620 87,071 3,610 $3,660,405 4,226,706
Less: Accumulated Depreciation..... 197,665 59,397 784 — 257,846
Total Fixed Assets (net)......... $277,955 $27,674 $2,826 $3,660,405 $3,968,860
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No projects were under construction, for the year ended June 30, 1998, that resulted in capitalized interest for the

proprietary and fiduciary fund types.

Changes in general fixed assets, for the year ended June 30, 1998, are as follows (in thousands):

Beginning Deletions/
Balance Balance Net Balance

July 1, 1997 Adjustments Additions Transfers June 30, 1998

Land.....ccooociiiiiie e $ 186,169 $ 73 $ 11,997 $ (216) $ 198,023
2 TUT] Lo [T o R 2,167,257 10,355 101,886 (22,691) 2,256,807
Land Improvements............ccceeeeeeeennnn. 155,364 44 3,563 (1,984) 156,987
Machinery and Equipment................... 214,561 16,060 28,299 (30,109) 228,811
State Vehicles ........ccooeecvveeeeeececcciine, 225,095 617 27,736 (22,569) 230,879
Construction-in-Progress..................... 446,095 55,714 487,246 (400,157) 588,898
Total General Fixed Assets.............. $3,394,541 $82,863 $660,727 $(477,726) $3,660,405

B. Component Units

Fixed assets by category for the State’s component units, as of June 30, 1998, are as follows (in thousands).

Ohio State University Ohio Miami University
University of Cincinnati University University of Akron
= o o S $ 33,221 $ 17,130 $ 10,174 $ 2,294 $ 16,968
BUildiNgs ....coeeiiiee e 1,256,997 737,339 331,578 324,503 269,095
Land Improvements..........ccccceeceeeenee. 138,361 18,214 52,526 32,731 31,273
Machinery, Equipment,
and Vehicles........ccoocooieeiiiieiiie, 659,537 109,067 86,140 87,757 98,794
Library Books and Publications............ 121,797 83,801 49,353 37,093 47,879
Construction-in-Progress..................... 235,765 125,761 3,814 30,567 18,464
Total Fixed Assets (at cost)........ 2,445,678 1,091,312 533,585 514,945 482,473
Less: Accumulated Depreciation......... — — — — —
Total Fixed Assets (net) ............. $2,445,678 $1,091,312 $533,585 $514,945 $482,473
Cleveland Other Total
Kent State University State Component Component
University of Toledo University Units Units
= o o $ 6,747 $ 17,738 $ 50,930 $ 53,267 $ 208,469
BUIldiNgs ....ceeeiieee e 252,315 305,114 293,122 1,201,836 4,971,899
Land Improvements.......cccccooeeuveeeeeennn. 27,250 28,663 14,304 80,761 424,083
Machinery, Equipment,
and Vehicles........ccoooeeiiiiiieie, 66,086 58,521 57,963 353,657 1,577,522
Library Books and Publications............ 47,632 17,971 44,670 92,800 542,996
Construction-in-Progress..................... 20,126 9,581 — 72,774 516,852
Total Fixed Assets (at cost)........ 420,156 437,588 460,989 1,855,095 8,241,821
Less: Accumulated Depreciation......... — — — 322 322
Total Fixed Assets (net) ............. $420,156 $437,588 $460,989 $1,854,773 $8,241,499
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All part-time and full-time employees and elected officials of the State, including its component units, are eligible to
be covered by one of the following retirement plans:

Public Employees Retirement System
State Teachers Retirement System
State Highway Patrol Retirement System

A. Public Employees Retirement System (PERS)

Pension Benefits

PERS is a cost-sharing, defined benefit multiple-employer public employee retirement system.

PERS benefits are established under Chapter 145, Ohio Revised Code. PERS provides retirement and disability
benefits, annual cost of living adjustments, and death benefits to plan members and beneficiaries.

PERS issues a stand-alone financial report, copies of which may be obtained by making a written request to:
Public Employees Retirement System of Ohio, 277 East Town Street, Columbus, Ohio 43215 -4642, or by calling
(614) 466-2085.

Employer and employee required contributions to PERS are established under the Ohio Revised Code and are based
on percentages of covered employees’ gross salaries, which are calculated annually by the retirement system's
actuaries. Contribution rates for calendar year 1997 are as follows:

Contribution Rates — Calendar Year 1997

Employee Share Employer Share
Regular EmpIOYEes ..........eevviiiiiiiiiiiiiiieeeeieeeeee e 8.50% 13.31%
Law Enforcement Employees .........ccccceeeiiiiiiiieeieeennne 9.00% 16.70%

Employer contributions required and made for the last three years follow (in thousands):

Primary Government Component Units
Employer’s

Employer’s Contribution Employer’s
Contribution for Law Contribution
For the Year Ended for Regular Enforcement For the Year Ended for Regular
December 31, Employees Employees June 30, Employees

1997 $218,984 $2,747 1998 $97,944

1996 196,501 2,410 1997 96,962

1995 188,913 2,480 1996 98,615

Other Postemployment Benefits

All age and service retirees with 10 or more years of service credit qualify for healthcare coverage under PERS.
Healthcare coverage for disability recipients and primary survivor recipients is also available. Chapter 145, Ohio
Revised Code, provides the statutory authority for employer contributions. The portion of the employer rate that is
used to fund healthcare is 5.46 percent of covered payroll for law enforcement employees, and 4.29 percent of
covered payroll for regular employees for calendar year 1997. Employees do not fund any portion of healthcare
costs.

PERS healthcare benefits are funded on a pay-as-you-go basis. As of December 31, 1997, the unaudited estimate
of the value of net assets available for future healthcare benefits is $8.3 billion.
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The State’s net costs for the PERS healthcare plan are as follows (in thousands):

Primary Government:
(for the year ended December 31, 1997)

Regular EmplOyees............covvviiiiiiiiiiiiiiiiiiiieeeeen $104,151
Law Enforcement Employees .........ccccceeeiiiiiiiineenenn. 1,342
] - LS $105,493

Component Units:
(for the year ended June 30, 1998) ........cceeeevvecvrveernnnnn. $ 46,583

The number of eligible benefit recipients for PERS as a whole is 113,906, as of December 31, 1997; a breakout of
the number of eligible recipients for the primary government and its component units, as of December 31, 1997, is
unavailable.

During calendar year 1997, PERS adopted a new calculation method for determining employer contributions
applied to healthcare benefits. Under the new method, effective January 1, 1998, PERS applies employer
contributions equal to 4.2 percent of member covered payroll to fund healthcare costs. Under the prior method,
PERS determined accrued liabilities and normal cost rates for retiree healthcare coverage.

B. State Teachers Retirement System (STRS)
Pension Benefits

STRS is a cost-sharing, defined benefit multiple-employer public employee retirement system.

Participants in STRS, may retire after 30 years of credited service regardless of age, or at or after age 55 with 25
years of credited service, or at or after age 60 with five years of credited service. Members retiring before age 65
with less than 30 years of service credit receive a percentage reduction in benefit amounts. Retirees are entitled to a
maximum annual retirement benefit, payable in monthly installments for life, equal to the greater of the ““formula
benefit” or the “money-purchase benefit” calculation.

Under the “formula benefit” calculation, the retirement allowance is based on years of credited service and final
average salary, which is the average of the member ’s three highest salary years. The annual allowance is
determined by multiplying final average salary by 2.5 percent for each year of Ohio contributing service in excess
of 30 years and by 2.1 percent for all other years of credited service up to a maximum annual allowance of 100
percent of final average salary.

Effective August 1997, enacted legislation provided an adjustment for retirees for whom benefits have not kept pace
with the inflation rate. This legislation also changed the formula benefit for Ohio service greater than 30 years.
Retroactively to July 1, 1997, each year over 30 years is incremented by .1 percent, starting at 2.5 percent for the
31" year of service.

Under the “money-purchase benefit” calculation, a member ’s lifetime contributions, plus interest at specified rates,
are matched by an equal amount from contributed employer funds. This total is then divided by an actuarially
determined annuity factor to determine the maximum annual retirement allowance. Annually, after retirement,
STRS benefits are increased by the greater of the amount of the change in the Consumer Price Index or the
cumulative increase in prior years, less previous cost-of-living increases, up to a maximum of three percent.

A retiree of STRS or any other Ohio public retirement system is eligible for re-employment as a teacher after two
months from the date of retirement. Members and the employer make contributions during the period of re-
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employment. Upon termination or the retiree reaches the age of 65, whichever comes later, the retiree is eligible for
a money purchase benefit or a lump-sum payment in addition to the original retirement allowance.

STRS also provides death, survivors’, disability, healthcare, and supplemental benefits. STRS benefits are
established under Chapter 3307, Ohio Revised Code.

STRS issues a stand-alone financial report, copies of which may be obtained by making a written request to: State
Teachers Retirement System of Ohio, 275 East Broad Street, Columbus, Ohio 43215-3771.

Employer and employee required contributions to STRS are established by the Board and limited under the Ohio
Revised Code to employer and employee rates of 14 percent and 10 percent, respectively, and are based on
percentages of covered employees’ gross salaries, which are calculated annually by the retirement system’s actuary.
Contribution rates for fiscal year 1998 were 14 percent for employers and 9.3 percent for employees.

For STRS, 10.5 percent of the employer rate is used to fund pension obligations. The difference between the total
employer rate and the share used to fund pension obligations is the percentage used to fund the STRS healthcare

program.

Employer contributions required and made for the last three years are as follows (in thousands):

Primary Component
Year Ended June 30, Government Units
1998 $4,384 $101,964
1997 5,051 111,928
1996 4,780 112,449

Other Postemployment Benefits

The STRS plan provides comprehensive healthcare benefits to retirees and their dependents. Retirees are required
to make healthcare premium payments at amounts that vary according to each retiree’s years of credited service and
choice of healthcare provider. Retirees must pay additional premiums for covered spouses and dependents.
Chapter 3307, Ohio Revised Code, gives the STRS board discretionary authority over how much, if any, of
associated healthcare costs are absorbed by the plan. Currently, employer contributions equal to 3.5 percent of
covered payroll are allocated to pay for healthcare benefits.

The employer contribution is financed on a pay-as-you-go basis. As of June 30, 1997, net assets available for
future healthcare benefits are $1.9 billion. Net healthcare costs paid by the primary government and its component
units, for the year ended June 30, 1998, totaled approximately $1.5 million and $34 million, respectively. The
number of eligible benefit recipients for STRS as a whole is 88,718, as of June 30, 1997; a breakout of the number
of eligible recipients for the primary government and its component units, as of June 30, 1997, is unavailable.

C. State Highway Patrol Retirement System (SHPRS)
SHPRS, a component unit of the State, was established in 1944 by the General Assembly as a single-employer,

defined benefit pension plan and is administered by the State.

The plan issues a stand-alone financial report that includes financial statements and required supplementary
information, and the State reports the plan as a pension trust fund. Copies of the financial report may be obtained
by writing to the Ohio State Highway Patrol Retirement System, 6161 Busch Boulevard, Suite 119, Columbus,
Ohio 43229-2553, or by calling (614) 466-2268.
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SHPRS is authorized under Chapter 5505, Ohio Revised Code, to provide retirement and disability benefits to
retired members and survivor benefits to qualified dependents of deceased members of the Ohio State Highway
Patrol. Chapter 5505, Ohio Revised Code, also requires contributions by active members and the Ohio State
Highway Patrol. The employee contribution rate is established by the General Assembly, and any change in the
rate requires legislative action. The employer contribution rate is established by the SHPRS Retirement Board and
certified to the State of Ohio every two years. By law, the employer rate may not exceed three times the employee
contribution rate.

During calendar year 1997, active employees and the employer contributed 10 percent and 24 percent, respectively,
of active member payroll, of which all of the employees’ contributions and 19.87 percent of the employer’s
contributions fund pension benefits. The difference in the total employer rates charged during calendar year 1997
and the employer rates applicable to the funding of pension benefits is applied to the funding of postemployment
healthcare benefits.

SHPRS’s financial statements are prepared using the accrual basis of accounting, under which expenses are
recorded when the liability is incurred and revenues are recorded when they are earned.

All investments are reported at fair value. Fair value is, “the amount that the plan can reasonably expect to receive
for an investment in a current sale, between a willing buyer and a willing seller - that is, other than in a forced or

liquidation sale. ” Short-term investments are reported at cost, which approximates fair value. Corporate bonds are
valued at the median price by the brokerage firms. Securities traded on a national exchange are valued at the last
reported sales price at the current exchange rate. The fair value of real estate investments are based on the
estimated current value and on independent appraisals. Assets are valued with a method that amortizes each year’s

investment gain or loss over a closed, four-year period.

The employer’s annual pension costs for the last three calendar years are as follows (in thousands):

Percentage of

Employer’s
Primary Annual Pension
Year Ended December 31, Government Cost Contributed
1997 $12,202 100%
1996 11,856 100%
1995 11,768 100%

SHPRS used the entry-age normal actuarial cost method for the Schedule of Funding Progress for the actuarial
valuation, dated December 31, 1997. Assumptions used in preparing the Schedule of Funding Progress and in
determining the annual required contribution include: a 7.75 percent rate of return on investments; projected salary

increase of five percent attributable to inflation and additional projected salary increases ranging from .5 percent to

3.5 percent per year attributable to seniority and merit; and postretirement increases each year equal to the increase
in the Consumer Price Index (not to exceed three percent).

The unfunded acturial accured liability is being amortized using the level-percentage of project payroll method
over a closed perod of nine years.
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The Schedule of Funding Progress for the last three years is as follows (in thousands):

(A) (B) (©) (D) (E) (F) (G)
Unfunded UAAL as
Actuarial Percentage of
Actuarial Accrued Ratio of Active Active Member
Valuation Accrued Valuation Liability (UAAL)  Assets to AAL Member Payroll
Year Liability (AAL) Assets (B) = (C) (C)/(B) Payroll (D)/(F)
1997 $487,392 $460,667 $26,725 94.5 62,233 42.9
1996 454,514 411,316 43,198 90.5 59,239 72.9
1995 gja)&(b) 424,351 370,425 53,926 87.3 59,825 90.1
1995 ©) 427,757 370,425 57,332 86.6 59,825 95.8
1995 402,450 370,425 32,025 92.0 59,825 53.5

(a)

) Revised actuarial assumptions or methods
o

) Plan amended
Amounts reported in the schedule do not include assets or liabilities for postemployment healthcare benefits.

Other Postemployment Benefits

In addition to providing pension benefits, SHPRS pays health insurance claims on behalf of all persons receiving a
monthly pension or survivor benefit and Medicare Part B basic premiums for those eligible benefit recipients upon
proof of coverage. The number of active contributing plan participants, as of December 31, 1997, was 1,445. The
cost of retiree healthcare benefits is recognized as claims are incurred and premiums are paid. The calendar year
1997 expense was $2.5 million.

Healthcare benefits are established in Chapter 5505, Ohio Revised Code, and are advance funded by the employer
on the same actuarially determined basis (using the same assumptions) as are the SHPRS pension benefits, as
previously discussed. In addition, the assumption that projected healthcare premiums would increase at a rate of
five percent, compounded annually, due to inflation was also used in the valuation. The net assets available for
benefits allocated to healthcare costs at December 31, 1997 was $82.8 mil lion, and include investments, which are
carried at fair value, as previously described.

As of December 31, 1997, the actuarial accrued liability for healthcare benefits, the portion of the present value of
plan promises to pay benefits in the future th at are not covered by future normal cost contributions, was $72.2
million; the prefunded actuarial accrued liability for healthcare benefits at that date was $10.6 million.

Employer contributions are made in accordance with actuarially determined requirements. The employer

contribution requirement was approximately $2.5 million or 4.13 percent of active member payroll for the period
January 1 through December 31, 1997.

NOTE 10 GENERAL OBLIGATION BONDS

The State has pledged its faith and credit for the payment of principal and interest on general obligation bonds
accounted for and included with obligations in the General Long-Term Obligations Account Group.

At various times since 1921, Ohio voters, by 15 constitutional amendments (the last adopted in November 1995),

have authorized the incurrence of general obligation debt for the construction and improvement of local
infrastructure improvements, highways, research and development of coal technology, parks, recreation, and
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natural resources, and state facilities. In practice, general obligation bonds are retired over periods of 10 to 25
years.

A 1987 constitutional amendment authorized the issuance of $1.2 billion of general obligation bonds for
infrastructure improvements (Infrastructure Bonds), of which no more than $120 million may be issued in any
calendar year. As of June 30, 1998, the General Assembly had authorized $1.2 billion of these bonds to be sold, of
which approximately $1.2 billion had been issued and $1.02 billion (net of unaccreted discount of $151.5 million on
deep-discount bonds issued) was outstanding. In November 1995, voters approved another constitutional
amendment to authorize the issuance of an additional $1.2 billion of Infrastructure Bonds, of which no more than
$120 million (plus any prior years’ principal amounts not issued under the new authorization) may be sold in any
state fiscal year. As of June 30, 1998, the General Assembly had authorized $360 million in Infrastructure Bonds
to be issued under the provisions of the 1995 constitutional amendment.

A 1968 constitutional amendment authorized the issuance of Highway Obligations in amounts up to $100 million in
any calendar year, with no more than $500 million in principal amount outstanding at any one time. The aggregate
of General Assembly authorizations, as of June 30, 1998, for Highway Obligations, was $1.86 billion, of which
$1.75 billion had been issued and $275.2 million was outstanding. Pursuant to an amendment voters approved in
November 1995, the remaining $109.7 million in General Assembly authorizations for the issuance of Highway
Obligations expired December 31, 1996.

Through approval of the November 1995 amendment, voters authorized the issuance of Highway Capital
Improvements Bonds in amounts up to $220 million in any fiscal year (plus any prior fiscal years’ principal
amounts not issued under the new authorization), with no more than $1.2 billion outstanding at any time. As of
June 30, 1998, the General Assembly had authorized the issuance of $772.5 million in Highway Capital
Improvements Bonds, of which $175 million had been issued and $152.5 million was outstanding.

Coal Research and Development Bonds and Parks, Recreation, and Natural Resources Bonds may be issued as long
as the outstanding principal amounts do not exceed $100 and $200 million, respectively. As of June 30, 1998, the
General Assembly had authorized the issuance of $150 million in Coal Research and Development Bonds, of which

$95 million had been issued and $28.3 million was outstanding. Legislative authorizations for the issuance of
Parks and Natural Resources Bonds totaled $180 million, as of June 30, 1998, of which $100 million had been
issued and $88.6 million was outstanding.

General obligation bonds outstanding and bonds authorized but unissued, as of June 30, 1998, are as follows (in
thousands):

Average

Fiscal Net Maturing Authorized

Years Interest Through Outstanding But
Purpose Issued Rates Fiscal Year Balance Unissued
Infrastructure Improvements.................... 1990-98 4.6%-8.2% 2018 $1,023,633 $ 360,000
Highway Obligations..........cccceccceeeiiiceenne 1992-97 4.5%-4.8% 2005 275,200 —
Highway Capital Improvements ............... 1997 4.7%-4.8% 2007 152,500 597,500
Coal Research and Development............. 1992-96 4.5%-5.6% 2005 28,250 55,000

Parks, Recreation, and

Natural Resources .........cccceeeveeeeennnenn. 1995-97 4.5%-5.6% 2012 88,600 80,000
Total General Obligation Bonds .......... $1,568,183 $1,092,500

For the year ended June 30, 1998, NOTE 15 summarizes changes in general obligation bonds reported in the
General Long-Term Obligations Account Group.
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Future general obligation debt service requirements, as of June 30, 1998, are as follows (in thousa nds):

Year Ending June 30, Principal Interest Total
1999, ... $ 149,115 $ 64,543 $ 213,658
P20 1010 O 137,625 57,815 195,440
{010} I 140,395 52,570 192,965
2002.....eeeeeeeeeennnns 143,150 47,024 190,174
{010 1C T 146,270 41,174 187,444
Thereafter............... 1,003,160 207,720 1,210,880
1,719,715 470,846 2,190,561
Less: Unaccreted Discount ..... 151,532 — 151,532
Total v $1,568,183 $470,846 $2,039,029

On January 1, 1998, the Treasurer of State issued $50.3 million in Infrastructure Improvement Refunding Bonds,
Series 1997R to advance refund $17.7 million and $32.6 million in certain maturities of the Infrastructure
Improvement Bonds, Series 1991 and 1995, respectively. The net proceeds of $55.8 million (after payment of
approximately $536 thousand in bond issuance costs, including the underwriter’s discount) were used to purchase
U.S. government securities, which were deposited in an irrevocable trust with an escrow agent to provide for all
future debt service payments on the refunded bonds. As a result, the bonds are considered to be defeased, and the
liability for the bonds has been removed from the General Long -Term Obligations Account Group.

The State advance refunded the bonds to reduce its total debt service payments over the next 17.5 years by
approximately $2.4 million. The refunding resulted in an economic gain of $1.5 million. The economic gain is the
difference between the present value of the debt service payments on the old and new debt.

NOTE 11 REVENUE BONDS AND NOTES

The State Constitution permits State agencies and authorities to issue bonds that are not supported by the faith and
credit of the State. These bonds pledge income derived from user fees and rentals on the acquired or constructed
assets to pay the debt service. Issuers for the primary government include the Ohio Building Authority (OBA),
which has issued revenue bonds on its own behalf and for the Ohio Bureau of Workers’ Compensation, the
Treasurer of State for the Ohio Department of Development’s Office of Financial Incentives, and the Department of
Transportation. Major issuers for the State’s component units include the Ohio Water Development Authority , the
Ohio State University, the University of Cincinnati, and the University of Toledo.

A. Primary Government

Revenue bonds accounted for in the Enterprise Fund finance the costs of the William Green Building, which houses
the main operations of the Ohio Bureau of Workers’ Compensation in Columbus.

OBA revenue bonds reported in the Internal Service Fund finance the costs of office buildings and related facilities
for shared use by local governments. The principal and interest requirements on these bonds are paid from rentals
received under the long-term lease agreements discussed in NOTE 6.

Economic development bonds, issued by the Treasurer of State for the Office of Financial Incentives’ Direct Loan
Program, provide financing for loans and loan guarantees to businesses within the State, which cannot obtain
conventional financing for economic development projects that create or retain jobs in the State. The taxable bonds
are backed with profits derived from the sale of spirituous liquor by the Ohio Department of Liquor Control and
pledged moneys and related investment earnings held in reserve under a trust agreement with a

66



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 1998

NOTE 11 REVENUE BONDS AND NOTES (Continued)

financial institution. As of June 30, 1998, approximately $163.2 million in economic development bonds payable
from liquor profits were outstanding.

Additionally, taxable economic development bonds in the amount of $3.6 million, issued by the Treasurer of State
in connection with the Ohio Enterprise Bond Program, were outstanding, as of June 30, 1998. Proceeds from this
bond issuance in fiscal year 1988 were placed in a reserve with trustee and are pledged to support, in part, the
payment of principal and interest on other economic development bonds issued under this program.

During fiscal year 1998, $5.6 million of Ohio Enterprise Bonds were issued under the authority of Section 166.09,

Ohio Revised Code, to provide private entities with capital financing for economic development projects. The Ohio

Enterprise Bonds, which are reported as “no commitment” debt in NOTE 16, are primarily secured by the property
financed, and payments by the borrowing entities are used to retire the debt and to service interest payments.

In fiscal year 1998, the Treasurer of State issued $70 million in State Infrastructure Bank Bonds for the

Department of Transportation. The bonds finance construction costs of the Spring -Sandusky Highway Project in
Columbus. The State has pledged federal highway receipts as the primary source of moneys for meeting the

principal and interest requirements on the bonds.

Revenue bonds outstanding for the primary government, as of June 30, 1998, are as follows (in thousands):

Fiscal Maturing
Year Interest Through Outstanding
Organization Issued Rates Fiscal Year Balance
Enterprise:
Ohio Building Authority/
Bureau of Workers’ Compensation.................eeeeeeeeennnns 1994 3.3%-5.1% 2014 $197,470
Internal Service:
Ohio Building AUthOrity ........ovvvieeeeeiciieiee e 1986-97 4.5%-9.8% 2008 34,677
General LongTerm Obligations:
Treasurer of State:
Economic Development .........covvvvveeiiiiiiiiieiiieeeeeeeeeeeeeeeee 1997 6.2%-7.7%* 2022 166,805
State Infrastructure Bank ..........ccoovveeeiiiiiiiiiiiii e 1998 5.02%* 2008 70,000
Total General Long-Term Obligations...........ccccccevviinnnee. 236,805
Total Revenue Bonds .......cooeeviivieieiiiieeeeeeee e $468,952

*Average net interest rates

For the year ended June 30, 1998, NOTE 15 summarizes changes in revenue bonds reported in the General Long-
Term Obligations Account Group.

Future bond service requirements for revenue bonds of the primary government, as of June 30, 1998, are as follows
(in thousands):

General Long-Term

Enterprise Fund Internal Service Fund Obligations Account Group
Year Ending June 30, Principal Interest Total Principal Interest Total Principal Interest Total

1999, $ 6,000 $ 9,455 $ 15,455 $ 2,893 $ 2,029 $ 4,922 $ 12,045 $ 15911 $ 27,956
2000......ccccceeeenee 7,000 9,209 16,209 3,039 1,882 4,921 11,440 14,851 26,291

20071 . 8,000 8,915 16,915 3,194 1,728 4,922 12,090 14,170 26,260
2002......ccocieenne 9,000 8,571 17,571 3,359 1,565 4,924 11,375 13,487 24,862
2003.....coeiieene 10,000 8,135 18,135 3,531 1,394 4,925 12,045 12,819 24,864
Thereafter .......... 160,254 49,091 209,345 19,085 6,155 25,240 177,810 117,537 295,347

200,254 93,376 293,630 35,101 14,753 49,854 236,805 188,775 425,580

Less: Unamortized

Discount................ 2,784 — 2,784 424 — 424 — — —

Total ..o $197,470  $93,376  $290,846 $34,677  $14,753  $49,430  $236,805 $188,775 $425,580
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In October 1996, the Treasurer of State defeased outstanding Series 1989 Liquor Profits Refunding Bonds issued
for the Office of Financial Incentives’ Direct Loan Program by placing the proceeds of the Series 1996
Development Assistance Bonds in an irrevocable trust to provide for all future debt service payments on the old
bonds. Accordingly, the trust account’s assets and liabilities for the defeased bonds are not included in the State
financial statements. As of June 30, 1998, $35.2 million of the Series 1989 bonds are considered defeased.

B. Component Units

Ohio Water Development Authority (OWDA) bonds and notes provide financing to local government authorities
(LGA) in the State of Ohio for the acquisition, construction, maintenance, repair, and operation of water
development projects and solid waste projects, including the construction of sewage and related water treatment
facilities. The principal and interest requirements on OWDA obligations are generally paid from investment
earnings, federal funds and/or repayments of loan principal and interest thereon from the LGAs.

A portion of OWDA'’s outstanding bonds has been issued for the Water Pollution Control Loan Program, which
provides low-cost financing to LGAs for the construction of wastewater treatment facilities. In the event pledged
program revenues, which consist of interest payments from the LGAs as reimbursement for construction costs, are
not sufficient to meet debt service requirements for the bonds, the General Assembly may appropriate moneys for
the full replenishment of a bond reserve. As of December 31, 1997, approximately $575.8 million in bonds were
outstanding for this program. Future bond service requirements for the Water Pollution Control Loan Program
revenue bonds, as of December 31, 1997, are as follows (in thousands):

Year Ending December 31, Principal Interest Total
1998 . $ 18,385 $ 31,365 $ 49,750
1999 .., 20,730 29,035 49,765
P20 100 19,910 28,087 47,997
20071 i 21,535 27,057 48,592
2002...ciiiiieeeeeeene 22,860 25,984 48,844
Thereafter.................. 468,965 196,956 665,921
572,385 338,484 910,869
Add: Unamortized Premium...... 3,401 — 3,401
Total..ooeeeeeeee e $575,786 $338,484 $914,270

Generally, bonds and notes issued by the state universities and state community colleges are payable from the
institutions’ available receipts, including student fees, rental income, and gifts and donations, as may be provided

for in the respective bond proceedings, for the construction of residence and dining halls and auxiliary facilities

such as hospitals, parking facilities, bookstores, and athletic facilities.

Except as previously discussed with respect to OWDA’s Water Pollution Control Loan Program bonds, the State is
not obligated in any manner for the debt of its component units.
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Future bond service requirements for revenue bonds and notes reported in the component unit funds, as of June 30,
1998, are as follows (in thousands):

Ohio Water Development Authority

(12/31/97) Ohio State University University of Cincinnati

Year Ending

December 31 or June 30, Principal Interest Total Principal Interest Total Principal Interest Total
1998... .. $ 83880 $ 78,807 $ 162,687
1999... 81,465 73,002 154,467 $ 17,033 $ 9,626 $ 26,659 $ 25551 $ 12,337 $ 37,888
2000... 84,370 68,878 153,248 15,516 8,887 24,403 11,766 11,242 23,008
20071 ... 86,150 65,044 151,194 14,322 8,222 22,544 11,126 10,640 21,766
2002.......cccu..... 85,720 61,472 147,192 14,784 7,532 22,316 11,771 10,073 21,844
2003......cceeneee. 9,521 6,924 16,445 12,471 9,462 21,933
Thereatfter ....... 1,073,630 412,709 1,486,339 145,093 47,731 192,824 162,297 72,536 234,833

1,495,215 759,912 2,255,127 216,269 88,922 305,191 234,982 126,290 361,272
Less: Unamortized

Discount 29,454 — 29,454 — — — — — —
Total .covveeeeee $1,465,761  $759,912 $2,225,673 $216,269 $88,922  $305,191 $234,982  $126,290 $361,272
University of Toledo Other Component Units Total Component Units
Year Ending
December 31 or June 30, Principal Interest Total Principal Interest Total Principal Interest Total
$ 83,880 % 78,807 $ 162,687
$ 2925 $ 4559 $ 7,484 $ 14982 $ 14,187 $ 29,169 141,956 113,711 255,667
3,080 4,409 7,489 15,381 13,550 28,931 130,113 106,966 237,079
3,225 4,251 7,476 18,346 12,829 31,175 133,169 100,986 234,155
3,230 4,082 7,312 15,677 11,948 27,625 131,182 95,107 226,289
3,395 3,910 7,305 15,363 11,148 26,511 40,750 31,444 72,194

66,130 38,677 104,807 204,446 91,872 296,318 1,651,596 663,525 2,315,121
81,985 59,888 141,873 284,195 155,634 439,729 2,312,646 1,190,546 3,503,192

Less: Unamortized
Discount............. — — — 377 — 377 29,831 — 29,831

Total ...ocvvee $81,985 $59,888 $141,873 $283,818 $155,534 $439,352  $2,282,815 $1,190,546 $3,473,361

NOTE 12 SPECIAL OBLIGATION BONDS

Special obligation bonds reported in the General Long-Term Obligations Account Group have been authorized and
issued by the Ohio Building Authority (OBA), the Ohio Public Facilities Commission (OPFC), and the Treasurer of
State for the Department of Education. OBA bonds finance the capital costs of categories of facilities including
correctional facilities and office buildings for State departments and agencies and, in some cases, related facilities
for local governments. OPFC bonds finance the cost of capital facilities for the state-supported institutions of
higher education, mental hygiene and retardation, and parks and recreation. Elementary and Secondary Education
Bonds issued by the Treasurer of State for the Department of Education finance the cost of capital facilities for
local school districts.

OBA bonds issued for State agencies are reflected as special obligation bonds, and OBA bonds issued for related
local government facilities are shown as revenue bonds (See NOTE 11).

Pledges of lease rental payments from appropriations made to the General Fund and the Highway Safety and
Highway Operating Special Revenue funds, moneys held by trustees pursuant to related trust agreements, and other
receipts, as required by the respective bond documents secure OBA, OPFC, and the Elementary and Secondary
Education bonds.

69



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 1998

NOTE 12 SPECIAL OBLIGATION BONDS (Continued)

Special obligation bonds outstanding and bonds authorized but unissued, as of June 30, 1998, are as follows (in
thousands):

Fiscal Maturing Authorized

Years Interest Through Outstanding But
Organization Issued Rates Fiscal Year Balance Unissued
Ohio Building Authority .........ccccceeeeeeenee 1986-98 2.0%-9.8% 2019 $2,121,003 $ 538,200
Ohio Public Facilities Commission........... 1991-98 4.5%-6.4%"* 2013 2,521,630 599,075
Elementary and Secondary Education ..... 1995-98 3.9%-5.8% 2008 188,925 315,000
Total Special Obligation Bonds ........... $4,831,558 $1,452,275

*Average Effective Interest Rates

For the year ended June 30, 1998, NOTE 15 summarizes changes in special obligation bonds reported in the
General Long-Term Obligations Account Group.

Future special obligation debt service requirements, as of June 30, 1998, are as follows (in thousands):

Year Ending June 30, Principal Interest Total
1999.. .., $ 440,158 $ 245,887 $ 686,045
2000.....ccceeeeiecnrnnnen, 428,853 225,497 654,350
P20 [0 420,770 200,974 621,744
2002....ceiieeeeeeiieee 394,991 176,672 571,663
P00 [0 S 380,984 157,098 538,082
Thereafter ............... 2,765,802 683,898 3,449,700

Total.......c......... $4,831,558 $1,690,026 $6,521,584

In January 1998, the OBA issued $35.2 million in special obligation bonds with an average interest rate of 4.5
percent to retire $35 million in bonds with an interest rate of 6.6 percent. In March 1998, the OBA issued $34.8
million in special obligation bonds with an average interest rate of 4.5 percent to retire $35 million in bonds with an
interest rate of 6.7 percent. The net proceeds of $71.3 million, plus an additional $4.6 million from existing debt
service moneys were placed with trustees to retire the bonds at the call date, and consequently, the liability
associated with the refunded bonds has been removed from the General Long-Term Obligations Account Group.

The refunding transactions in January and March reduced the OBA’s total future debt service payments by about
$2.8 million and $3.2 million, respectively, and resulted in an economic gain (difference between the present values
of the debt service payments on the old and new debt) of approximately $2.1 million and $2 million, respectively.

During fiscal year 1998, the OPFC transacted the following advance refundings of debt.

e In September 1997, the OPFC issued $86.5 million in special obligation bonds to advance refund $121.2
million of outstanding Higher Education Facilities Bonds, Series 1988A and 1989B. The net proceeds of
$87 million, plus an additional $40.8 million from existing debt service moneys, were used to purchase
U.S. government securities, which were placed in an irrevocable trust with an agent to provide for all future
debt service payments on the refunded principal. The OPFC refunded the Higher Education Facilities
Bonds to reduce its debt service over the next eight years by approximately $12.1 million to obtain an
economic gain of approximately $5.1 million.
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e In November 1997, the OPFC issued $15.9 million in special obligation bonds to advance refund $26.9
million of outstanding Parks and Recreation Facilities Bonds, Series 1986A and 1989A. The net proceeds
of $15.9 million, plus an additional $11.9 million from existing debt service moneys, were used to purchase
U.S. government securities, which were placed in an irrevocable trust with an agent to provide for all future
debt service payments on the refunded principal. The OPFC refunded the Parks and Recreation Facilities
Bonds to reduce its debt service over the next eight years by approximately $3.4 million to obtain an
economic gain of approximately $835 thousand.

e In February 1998, the OPFC issued $107.8 million in special obligation bonds to advance refund $136.8
million of outstanding Higher Education Facilities Bonds, Series II-1990A and 1991A. The net proceeds
of $108.9 million, plus an additional $37.7 million from existing debt service moneys, were used to
purchase U.S. government securities, which were placed in an irrevocable trust with an agent to provide for
all future debt service payments on the refunded principal. The OPFC refunded the Higher Education
Facilities Bonds to reduce its debt service over the next nine years by approximately $14 million to obtain
an economic gain of approximately $4.9 million.

As a result of these transactions, the advance refunded bonds for the OPFC are considered defeased, and the related
liability has been removed from the General Long-Term Obligations Account Group.

In prior years, the OBA and OPFC defeased certain bond issues by placing the proceeds of new bonds in
irrevocable trusts to provide for all future debt service payments on the old bonds. Accordingly, the various trust
accounts’ assets and liabilities for the defeased bonds are not included in the State’s financial statements. As of
June 30, 1998, $415.2 million and $276.3 million of OBA and OPFC bonds outstanding, respectively, are
considered defeased.

NOTE 13 CERTIFICATES OF PARTICIPATION

As of June 30, 1998, approximately $18.6 million in certificate of participation obligations were reported in the
General Long-Term Obligations Account Group. In fiscal year 1992, the Department of Transportation issued
$8.7 million of certificates of participation obligations to finance the acquisition of the Panhandle Rail Line Project.
During fiscal year 1996, the Department also sold $10 million in certificates of participation obligations to finance
State assistance to the Greater Cleveland Regional Transit Authority for a share of the Cleveland Waterfront
Transit Line Project’s construction cost, and $10.2 million in obligations to provide assistance to the Rickenbacker
Port Authority for facility improvements at the Rickenbacker International Airport in Franklin and Pickaway
counties.

Under the certificate of participation financing arrangements, the State is required to make payments from the
Transportation Certificate Debt Service Fund and the General Fund subject to biennial appropriations that

approximate the interest and principal payments made by trustees to certificate holders.

Obligations outstanding for the primary government under certificate of participation financing arrangements, as of
June 30, 1998, are as follows (in thousands):
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Fiscal Maturing
Year Interest Through Outstanding
Project Issued Rates Fiscal Year Balance
General Long-Term Obligations:
Department of Transportation:
Panhandle Rail Line Project .........cccccooviiieeeiiiiiniinnen. 1992 5.8%-6.5% 2012 $ 7,195
Waterfront Transit Line Project..........cccccceeviiiiiiiiennnnn. 1996 4.5%-8.0% 2003 7,710
Rickenbacker Port Authority Improvements................. 1996 6.13% 2007 3,710
Total Certificates of Participation Obligations................. $18,615

As of June 30, 1998, the primary government’s future commitments under the certificate of participation financing

arrangements are as follows (in thousands):

General Long-Term Obligations Account Group

Year Ending June 30, Principal Interest Total
1999 i, $ 1,850 $ 922 $ 2,772
2000 .......cccieeeeeee e 2,175 913 3,088
2007 oo 2,285 803 3,088
2002 2,405 685 3,090
2003 ..o 2,530 558 3,088
Thereafter.......cccccceeeunnneen. 7,370 2,357 9,727

Total ..o, $18,615 $6,238 $24,853

For the year ended June 30, 1998, NOTE 15 summarizes changes in certificate of participation obligations reported

in the General Long-Term Obligations Account Group.

For the State’s component units, approximately $14.1 million in certificate of participation obligations are reported

in the College and University Funds.
University and University of Cincinnati.

The obligations finance building construction costs at the Ohio State

As of June 30, 1998, future commitments under the certificate of participation financing arrangements for the

State’s component units are as follows (in thousands):

Ohio State University

University of Cincinnati

Total Component Units

Year Ending
June 30, Principal Interest Total Principal  Interest Total Principal Interest Total
1999 $ 675 $ 528 $ 1,203 $ 250 $109 $ 359 $ 925 $ 637 $ 1,562
2000......cccemnenne 795 501 1,296 250 98 348 1,045 599 1,644
2001 ..., 820 471 1,291 250 87 337 1,070 558 1,628
2002......ccceveenee 870 437 1,307 250 75 325 1,120 512 1,632
2003....ccceeienne 925 401 1,326 250 63 313 1,175 464 1,639
Thereafter.......... 7,880 2,885 10,765 930 284 1,214 8,810 3,169 11,979
Total c.oeeeeriienee $11,965 $5,223 $17,188 $2,180 $716 $2,896 $14,145 $5,939 $20,084

NOTE 14 OTHER LONG-TERM OBLIGATIONS

As of June 30, 1998, other general long-term obligations
Obligations Account Group are as follows (in thousands):

Compensated Absences (A.) .....cceeeviiiiiieeeeeennnnns
Lease Agreements (B.)......ccccceeeiiiiiiiiiiiiei i,
Judgments, Settlements, and Claims (C.).............
Litigation Liabilities (C.) ...c.uvveeeeeriiiiiiieiieieeeiiee,
Workers’ Compensation Obligation (D.)................

Total Other General Long-Term Obligations .....
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For the year ended June 30, 1998, NOTE 15 summarizes the changes in other general long-term obligations
reported in the General Long-Term Obligations Account Group.

A. Compensated Absences

To lessen the impact of terminal leave pay on a given State agency’s budget, an accrued leave funding program was
instituted by law in 1982. State agencies must contribute a percentage of gross payroll to a common pool of
resources from which terminal leave expenditures/expenses are paid. The amount of cash equity with Treasurer
and related interest receivable available to satisfy terminal pay claims at June 30, 1998 was approximately $46.8
million. These and related assets are reported as part of the Payroll Withholding and Fringe Benefits Agency Fund.

The compensated absence liability for the primary government’s proprietary funds is reported net of the funds’

portion of accrued leave funding and is included in “Accrued Liabilities.” The compensated absence liability for

the primary government’s governmental funds is also reported net of the funds’ portion of the accrued leave funding
and is reported as part of the General Long-Term Obligations Account Group.

For the primary government, the gross compensated absences liability, as of June 30, 1998, was $354.8 million, of
which $35.8 million is allocable to the proprietary funds and $319 million is allocable to the General Long-Term
Obligations Account Group. The net (after reduction of the $46.8 million) compensated absence liability, as of
June 30, 1998, was $308 million, of which $31.1 million is reported in the proprietary funds and $276.9 million is

reported in the General Long-Term Obligations Account Group.

For the State’s component units, the compensated absences liability, as of June 30, 1998, in the amount of $189.4
million is included in “ Accrued Liabilities.”

B. Lease Agreements

The State’s primary government leases office buildings and office and computer equipment. Although the lease
terms vary, most leases are renewable subject to biennial appropriations by the General Assembly. If the likelihood
of the exercise of a fiscal funding clause in the lease agreement is, in the management’s judgment, remote, then the
lease is considered noncancelable for financial reporting purposes and is reported as a fund expenditure/expense for
operating leases or in the General Long-Term Obligations Account Group or appropriate proprietary fund type for
capital leases.

Assets acquired through capital leasing are valued at the lower of fair market value or the present value of the
future minimum lease payments at the lease’s inception. The noncurrent portion of capital lease obligations for the
proprietary fund types are reported in those funds as long-term obligations. The related assets and depreciation of
these assets are included in the proprietary funds. Capital lease obligations for the governmental fund types are
reported in the General Long-Term Obligations Account Group and the related assets are reported in the General
Fixed Assets Account Group.

Operating leases (leases on assets not recorded in the combined balance sheet) contain various renewal options as
well as some purchase options.

Any escalation clauses, sublease rentals, and contingent rents are considered immaterial to the future minimum

lease payments and current rental expenditures. Operating lease payments are recorded as expenditures or expenses
of the related funds when paid or incurred.
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The primary government’s total operating lease expenditures/expenses for fiscal year 1998 were approximately $85
million. Future minimum lease commitments for operating leases and capital leases judged to be noncancelable, as

of June 30, 1998, are as follows (in thousands):

Primary Government

CAPITAL LEASES

General
Operating Enterprise Long-Term
Year Ending June 30, Leases Fund Obligations Total
1999 i $10,550 $ 17,240 $ 4,832 $22,072
P20 100 909 14,101 4,004 18,105
P20 10 R 146 1,165 3,439 4,604
2002 ... 34 1,165 2,160 3,325
P2{0 [0 1< T 19 1,165 1,042 2,207
Thereafter.................. — — 405 405
Total Minimum Lease
Payments........ccccoeeveeiiiniinnnen. $11,658 34,836 15,882 50,718
Less: Amount Representing Interest.. 18,162 1,847 20,009
Present Value of Net Minimum
Lease Payments..........ccceenn.ee. $16,674 $14,035 $30,709

As of June 30, 1998, the primary government had the following fixed assets (net of accumulated depreciation for
proprietary funds) under capital leases, which are reported under “Accrued Liabilities” in the proprietary funds (in
thousands):

Primary Government

General
Enterprise Fixed
Fund Assets Total
EqUIPMeENnt ... $25,928 $21,157 $47,085
VENICIES ..o — 73 73
B 1] = | $25,928 $21,230 $47,158

Amortization expense for the proprietary funds is included with depreciation expense.
Capital lease obligations for the component units are included under the “Accrued Liabilities” account. Future
minimum lease commitments for capital leases judged to be noncancelable, as of June 30, 1998, are as follows (in

thousands):

Component Units

Other Total
University Miami University Component Component
Year Ending June 30, of Cincinnati University of Akron Units Units
$ 6,353 $ 4,017 $1,976 $6,544 $ 18,890
7,029 3,697 1,688 5,459 17,873
7,922 3,362 582 4,821 16,687
7,924 3,227 3,905 2,789 17,845
7,923 2,808 241 1,372 12,344
143,363 8,172 360 4,618 156,513
Total Minimum Lease Payments....... 180,514 25,283 8,752 25,603 240,152
Less: Amount Representing Interest .......... 76,961 4,906 1,140 3,762 86,769
Present Value of Net Minimum
Lease Payments ...........cccoceeveiinnnne $103,553 $20,377 $7,612 $21,841 $153,383
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As of June 30, 1998, the component units had the following fixed assets under capital leases (in thousands):

Component Units

Other Total
University Miami University Component Component

Year Ending June 30, of Cincinnati University of Akron Units Units
Land.....ccoeeeeeeeeeeeeeeeeee $ — $ - $ 517 $ — $ 517
Buildings .......coeviiieeeiieeene 27,472 1,212 5,305 1,949 35,938
Land Improvements.............. — — — 5,340 5,340
Equipment.......cocooeeiiiieeens — 19,165 7,767 28,621 55,553
Vehicles ..coooeeiiiiieieieieieeee — — — 54 54
o] - U $27,472 $20,377 $13,589 $35,964 $97,402

C. Judgments, Settlements, and Claims/Litigation Liabilities

The Ohio Department of Education has been involved with several school desegregation court cases filed against
the State by various local boards of education. In cases when the judgment went against the State, the courts
decided the State was responsible for sharing in all past and future desegregation costs. As of June 30, 1998, the
State was responsible for an estimated $57.5 million liability for past desegregation costs, which is recorded in the
General Long-Term Obligations Account Group until such time that it becomes payable from the General Fund.

Additionally, the State has accrued $5 million for legal costs and $386 thousand for claims payable under the
Disability Assistance Program that the Ohio Department of Human Services administers.

For information on the State’s loss contingencies arising from pending litigation, see NOTE 23.

D. Workers’ Compensation Obligation

The State’s primary government is permitted to pay its workers’ compensation liability on a terminal funding (pay-
as-you-go) basis. As a result, the Workers’ Compensation Enterprise Fund recognized an unbilled premium
receivable for the State’s portion of its actuarially determined liability for compensation, which is recorded in the
General Long-Term Obligations Account Group, in the amount of $537.7 million.

E. Liabilities Payable from Restricted Assets
Deferred Prize Awards

Deferred prize awards payable in installments over future years totaling approximately $1.36 billion, as of June 30,
1998, are recorded as “Liabilities Payable from Restricted Assets” at present value based upon interest rates the
Treasurer of State provides the Ohio Lottery Commission Enterprise Fund. The interest rates, ranging from 4.0 to
11.7 percent, represent the expected long-term rate of return on the assets restricted for the payment of deferred
prize awards. Once established for a particular deferred prize award, the interest rate does not fluctuate with
changes in the expected long-term rate of return. The difference between the present value and gross amount of the
obligations is amortized into income over the terms of the obligations using the interest method.

75



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 1998

NOTE 14 OTHER LONG-TERM OBLIGATIONS (Continued)
The present value of future payments of unpaid prize awards, as of June 30, 1998, is as follows (in thousands):

Year Ending June 30,

1999 $ 163,196

2000 .. i 162,952

20071 e 163,013
2002, 162,949

2003 e 162,704
Thereafter......oooeueeiiieeeiiieeeeeeeeeee e 1,499,058

2,313,872

Less: Unamortized Discount .......ccooevveeveievneiiinnnnnnns 956,109
Net Prize Liability .....ccccoeeeieiieiieeeeeeeee $1,357,763

Prizes can be claimed within six months of the drawing date for on-line games and within six months of the closing
date for instant games. After the expiration of the statutory six-month period, the prize liability is reduced by the
amount estimated for unclaimed prizes.

Tuition Benefits

The actuarial present value of future tuition benefits payable from the Tuition Trust Authority Enterprise Fund
totaling $260.3 million, as of June 30, 1998, are recorded as “Liabilities Payable from Restricted Assets.” The
valuation method reflects the present value of estimated tuition benefits that will be paid in future years and is
adjusted for the effects of projected tuition increases at state universities and state community colleges and
termination of plan participation.

The following assumptions were used in the actuarial determination of tuition benefits payable: 7.5 percent rate of
return, compounded annually, on the investment of current and future assets; a projected tuition increase of 6.0
percent, compounded annually; and a 3.0 percent Consumer Price Index (CPI) inflation rate. The assumed rate of
projected tuition increase is a compounded average result. Tuition rates are assumed to grow based on a formula
reflecting CPI, student enrollment, and proportion to total expenditures covered by tuition.

F. Reserve for Compensation

The Workers” Compensation Enterprise Fund provides benefits to employees for losses sustained from job-related
injury, disease, or death. The Bureau has computed a reserve for compensation, as of June 30, 1998, in the amount
of $12.9 billion. The reserve, which includes estimates for reported claims and claims incurred but not reported, is
included in the “Benefits Payable” balance reported for the Enterprise Fund. NOTE 24A. describes the changes in
this liability.
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Changes in general long-term obligations, for the year ended June 30, 1998, are as follows (in thousands):

Other
General Special Certificates General
Obligation Revenue Obligation of Long-Term
Bonds Bonds Bonds Participation Obligations

(NOTE 10) (NOTE 11) (NOTE 12) (NOTE 13) (NOTE 14) Total

Balance, as of June 30, 1997............... $1,598,596 $171,595 $4,664,837 $26,630 $1,010,267 $7,471,925
Additions:
Debt ISSUES ..., 170,260 70,000 958,262 — — 1,198,522
Deep-Discount Accretions ................ 15,792 — 2,435 — — 18,227
Reclassification of Revenue Bonds

from the Internal Service Fund ...... — — 2,816 — — 2,816
Increase in Compensated Absences. — — — — 366 366
Increase in Lease Obligations........... — — — — 13,720 13,720
Increase in Judgments, Settlements,

and Claims ....ooeveviieieieeeeeeeeeees — — — — 22,862 22,862
Increase in Litigation Liabilities.......... — — — — 49,075 49,075

Total Additions...........euvveeeeeeeiiiiiiiinnnnnes 186,052 70,000 963,513 — 86,023 1,305,588
Deductions:
Debt Retirements, Terminations, and

Defeasances.....cccoevvveveeeeievneeennnnn. 216,465 4,790 796,792 8,015 — 1,026,062
Decrease in Lease Obligations ......... — — — — 11,757 11,757
Decrease in Judgments,

Settlements, and Claims................ — — — — 82,414 82,414
Decrease in Litigation Liabilities........ — — — — 27,235 27,235
Decrease in Workers’ Compensation

(@] )1 To =11 o] o — — — — 24,200 24,200

Total Deductions............cccceveeeeeveeeennnnns 216,465 4,790 796,792 8,015 145,606 1,171,668
Balance, as of June 30, 1998............... $1,568,183 $236,805 $4,831,558 $18,615 $ 950,684 $7,605,845

Fiscal year 1998 additions to the general obligation bonds, revenue bonds, and special obligation bonds do not
include premiums/(discounts) and bond issuance costs. These costs came to approximately $7.2 million, $819
thousand, and $3.7 million, respectively for each type of bond issuance, and are netted with bond proceeds reported
on the governmental funds’ combined operating statement.

NOTE 16 NO COMMITMENT DEBT

The State of Ohio by action of the General Assembly created various financing authorities for the expressed

purpose of making available to non-profit and, in some cases, for profit private entities lower cost sources of capital

financing for facilities and projects found to be for a public purpose. Fees are assessed to recover related

processing and application costs incurred. The authorities’ debt instruments represent limited obligations payable

solely from payments made by the borrowing entities. Most of the bonds are secured by the property financed.

Upon repayment of the bonds, ownership of acquired property transfers to the entity served by the bond issuance.
This debt is not deemed to constitute debt of the State or pledge of the faith and credit of the State. Accordingly,
these bonds are not reflected in the accompanying financial statements.

77



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 1998

NOTE 16 NO COMMITMENT DEBT (Continued)

As of June 30, 1998, revenue bonds and notes outstanding that represent “no commitment” debt for the State are as
follows (in thousands):

Outstanding

Organization Amount
Ohio Department of Development:
Ohio Housing Finance AQENCY ..........uueeeeeemeeeeeeeeeeeeneneeennennnnns $1,960,177
Ohio Enterprise Bond Program...........cccccceviiiiiiiiiiiniininiinen, 103,765
Hospital Facilities Bonds .......cccoeeeeeieeieeeeeeeeeeeeeeeeeeeeeee e 4,220
Total No Commitment Debt..........oovveveiiiiiiiiiiiieeeieies $2,068,162

NOTE 17 DEFERRED COMPENSATION PLAN

The State of Ohio offers its employees and elected officials a deferred compensation plan created in accordance
with Internal Revenue Code Section 457 that is reported in the Deferred Compensation Agency Fund. The plan,
known as the Ohio Public Employees Deferred Compensation Program (OPEDCP), is available to any public

employee and permits participants to defer a portion of their salary and the related tax liability until future years.

The deferred compensation is not available to employees until termination, retirement, death, or unforeseeable
emergency.

As of June 30, 1998, all amounts of compensation deferred under the plan, all property and rights purchased with
those amounts, and all income attributable to those amounts, property, or rights were (until paid or made available
to the employee or other beneficiary) solely the property and rights of the State (without being restricted to the
provisions of benefits under the plan), subject only to the claim of the State’s general creditors. Participants’ rights
under the plan were equal to those of general creditors of the State in an amount equal to the fair market value of
the deferred account for each participant.

Consequently, the $1.03 billion and $9.9 million asset balances reported for the primary government and its
component units, respectively, on the Combined Balance Sheet — All Fund Types, Account Groups and Discretely
Presented Component Units as “Deposit with Deferred Compensation Plan” represent the State of Ohio’s assets
actually held by the plan administrator. Plan assets are carried at market value.

Effective September 1, 1998, the plan has been amended, pursuant to the Small Business Job Protection Act of
1996, to comply with subsection (g) of IRC Section 457. Under the provisions of the revised plan, all assets and
income are to be held by the Ohio Public Employees Deferred Compensation (OPEDC) Board, the plan
administrator, in trust on behalf of the employer for the exclusive benefit of eligible employees and their

beneficiaries. The amended plan essentially provides that plan assets are no longer subject to the claims of an

employer’s general creditors; however, the plan continues to carry the provision that employees do not own the
assets until they are distributed. The amended plan agreement also continues the provision that the State and the
OPEDC Board has no liability for losses under the plan with exception of fraud or wrongful taking.

Recently, the Governmental Accounting Standards Board (GASB) issued Statement No. 32 Accounting and

Financial Reporting for Internal Revenue Code Section 457 Deferred Compensation Plans. The provisions of

this statement are effective for periods beginning after December 31, 1998, or when a government complies with the
requirements of subsection (g) of IRC Section 457, whichever is earlier. The statement requires state and local
governments, which have fiduciary responsibilities for IRC Section 457 plans, to report such plans as expendable

trust funds. The statement also requires plan investments to be reported at fair value. Management has not yet
determined the impact that GASB Statement No. 32 will have on the State’s financial statements.
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The State has six enterprise funds, which provide for the tuition guarantee program, liquor sales, lottery sales,
workers’ compensation insurance services, underground state parking facilities, and government audit and

management advisory services.

Segment information, as of and for the fiscal year ended June 30, 1998, is as follows (in thousands):

Tuition Ohio Underground  Office of Total
Trust Liquor Lottery Workers’ Parking Auditor Enterprise
Authority Control Commission Compensation  Garage of State Funds

Operating Revenues............ $ 86,291 $380,791 $2,426,248 $ 5,115,778 $ 2,580 $31,944 $ 8,043,632
Depreciation........ccccceeuveeeee. 92 716 14,048 16,709 415 1,949 33,929
Amortization of Premiums... — — 100,690 361 — — 101,051
Operating Income (Loss)..... 23,574 103,990 785,914 (792,340) 809 (29,325) 92,622
Operating Transfers-in ........ — — — 15 — 29,642 29,657
Operating Transfers-out ...... — 106,714 723,865 5,377 1,023 — 836,979
Net Income (LosSS)............... 23,564 (2,739) 59,210 (797,702) (137) 204 (717,600)
Fixed Asset Additions.......... 179 1,020 20,548 8,155 163 1,538 31,603
Fixed Asset Disposals......... 92 357 8,171 4,672 — 2,078 15,370
Net Working Capital ............ 28,442 14,925 155,210 1,034,455 1,472 15,832 1,250,336
Increase in

Cash & Cash Equivalents . 45 4,064 35,728 1,984,833 90 33 2,024,793
Total AsSSets.......ccccvvvveeeennnn. 345,526 54,270 3,033,513 25,383,376 10,160 26,633 28,853,478
Liabilities Payable from

Restricted Assets ............. 260,300 — 2,613,548 — — — 2,873,848
Bonds and Other Non-

current Liabilities Payable

from Operating Revenues. 104 1,873 5,068 13,110,706 85 4,738 13,122,574
Total Equity (Deficits)........... 84,629 17,065 261,329 4,101,187 8,809 17,752 4,490,771

NOTE 19 CHANGES IN CONTRIBUTED CAPITAL

For the fiscal year ended June 30, 1998, changes in contributed capital reported in the primary government’s
Internal Service Funds are as follows (in thousands):
Internal Service Funds

Ohio Data Ohio Penal Support
Network Industries Services Total
Contributed Capital Balance, July 1, 1997 ..........oovveeeees $34,198 $1,512 $5,257 $40,967
Additions:
Capital Contributions from Other Funds
(reported as Residual Equity Transfers-out):
Capital Projects Funds:

Administrative Services Building Improvements......... 5,147 — — 5,147
B0 7= 7AYo Lo [ 110 1= 5,147 — — 5,147
Contributed Capital Balance, June 30, 1998.................... $39,345 $1,512 $5,257 $46,114

NOTE 20 FUND EQUITY
A. Fund Deficits

The Highway Capital Improvement Fund reports a fund balance deficit of $4.3 million, as of June 30,
1998.
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B. Other Reserves and Designations

Primary Government
The “Reserved for Other” account reported for the governmental and expendable trust funds in the primary
government’s combined balance sheet, as of June 30, 1998, consists of the following (in thousands):

Special Capital Expendable
Reserved for Other: General Revenue Projects Trust Total
INVENTONIES ..evveeieee et $ 1,835 $35,226 $ — $ — $ 37,061
Other Assets — Prepaids .........cccccevvviiiiieennnn. 794 201 — — 995
Human Services Stabilization........................... 105,992 — — — 105,992
Loan Commitments.........ccovvvveeiieiiieieeeeeeeeeeeee — 22,658 42,049 — 64,707
Health Care Benefits .......coovvvveeiiiiieiie 4,625 3,338 2 — 7,965
Advances to Other Funds.........ccocoeeiiiiiiieeeeennn. — — — 114,629 114,629
Department of Development’s
Office of Minority Financial Incentives —
Mini-Loan Program Deposits ........cccccovuveneee. 1,409 — — — 1,409
Guaranteed Student Loan Program ................. — 1,860 — — 1,860
Total v $114,655 $63,283 $42,051 $114,629 $334,618

Reserved retained earnings for the Enterprise Fund, as of June 30, 1998, are provided for future health care benefits
funding from the Liquor Control Fund, the payment of deferred lottery prizes from the Ohio Lottery Commission,
and insurance claims payable from the Workers’” Compensation Fund in the amounts of $40 thousand, $77.6
million, and $104 million, respectively.

Reserved retained earnings for the Internal Service Fund, as of June 30, 1998, are provided for the funding of
future health care benefits in the amount of $148 thousand.

As of June 30, 1998, designations of the General Fund’s unreserved fund balance are as follows (in thousands):

Unreserved,

Designated
General Fund Fund Balance

Income Tax Reduction Program .........cccccoeviiiiiineennnn. $701,390
Public School Building Program .........cceeeeeeiiiiiiiineen. 170,000
Budget Stabilization ...........cccueieiiiiiiiii 44,184
School District Solvency Assistance Program............. 30,000
Total Designations...........cccceeeeiiiiiiiieeieennnnns $945,574

Component Units
Reservations of fund balances for the component unit funds, as of June 30, 1998, consist of the following (in
thousands):

Other Total
Restricted for: Ohio State University Component Component
University of Cincinnati Units Units
General Operations (includes Auxiliary Enterprises) $ 106,169 $ 79,951 $ 72,414 $ 258,534
Loan Programs........ccevvvveeeeeiiiiiiiiieeeeeeeeeeeeeeeee e 62,518 29,938 99,523 191,979
Endowment and Quasi-Endowment Activities.......... 885,032 990,843 174,829 2,050,704
Plant Operations..........cccevvvviiiiiiiiiiiiiiieeeeeeeeeeeeeeeee 10,500 25,375 6,343 42,218
Annuity and Life INCOMe.......ccoeeeiiiieieieieeeeeeeeeeeeee 5,573 5,281 — 10,854
University Foundations..........cccccoviiiiiiieieiiinniieen, — 65,600 750 66,350
Grants and ContractS.......ceeveveveeiieieeeeeeeeeeeeeeeeeees — — 2,270 2,270
Student Organizations and Support Services........... — — 35 35
Outside Scholarships........cooocveiieiiiiiiiiiiieeeeees — — 25 25
Total Reserved Balance..........ccccceeeeeeeiinnnee. $1,069,792 $1,196,988 $356,189 $2,622,969
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As of June 30, 1998, designations of unreserved fund balances reported in the component unit funds consist of the
following (in thousands):

Total
Unreserved, Designated for: Component
Units
Educational and General Programs ..............eeeeeeeeeeeeeemeneeenennnnns $166,726
Auxiliary ENterpriSes. ... .o i 12,355

Hospital Operations.........c..ueeiviiiiiiiiiiie e 480

LOAN ProgramsS .........eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeneeeneeeennneeeensennnnnnnnne 2,763
Endowment and Quasi-Endowment Activities............ccoeevunnnn.... 58,628
Plant Operations ..........oocuueeiiiieiiiieee e 81,160

Federal and State Grants ...........cevvveeiiiiieiiieeeee e 388
Total Designations..........ccovvvvveiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeee $322,500

NOTE 21 COMPONENT UNIT FUNDS

Condensed financial statements for the component unit funds, as of and for the fiscal year ended June 30, 1998, are

as follows (in thousands):
Condensed Balance Sheet — Component Units

Ohio Water
Development Other Total
Authority Ohio State University Component Component
(12/31/97) University of Cincinnati Units Units
Assets
Cash Equity with Treasurer................ $ 241 $ — $ — $ —  $ 241
Cash and Cash Equivalents............... 10,090 51,673 43,978 93,410 199,151
Investments.........ccccveeeeeeeececiiiieeeen, 883,437 1,440,841 687,541 882,739 3,894,558
Receivables.........cccovvveeeeeiieciiieeee, 1,751,232 265,690 96,623 260,329 2,373,874
Due from Other Funds....................... 844 255,225 109,570 71,995 437,634
INVENONIES ..ovveeeeeiiieeee e — 18,226 4,382 21,156 43,764
Deposit with Deferred
Compensation Plan..........cccccceeeeinnne 877 — — 8,986 9,863
Restricted ASSetS.....ccoeeeeeieieieieeien, — 10,704 — 9,254 19,958
Fixed Assets
(net of accumulated depreciation)...... 164 2,445,678 1,091,312 4,704,345 8,241,499
Other ASSEetS .......cevvvveeeiiiiiiiieee e 19,827 27,838 692,594 31,973 772,232
Total ASSELS ...cevvvveeieee e $2,666,712 $4,515,875 $2,726,000 $6,084,187 $15,992,774
Liabilities
Accounts Payable...........cccccvveeeeeenns $ 22,040 $ 75977 $ 26,739 $ 73,070 $ 197,826
Accrued Liabilities ..........ccccvvvveeeerennns 8,203 195,894 199,412 292,173 695,682
Intergovernmental Payable................. — — — 1,634 1,634
Due to Other Funds.........ccccceeeunneee. 844 255,225 109,570 71,995 437,634
Deferred Revenues........ccccceeeeeeunnneee. — 65,141 10,892 99,478 175,511
Refund and Other Liabilities............... 3,697 24,932 63,477 41,244 133,350
Liability for Deferred Compensation... 877 — — 8,986 9,863
Revenue Bonds and Notes ................ 1,465,761 216,269 234,982 365,803 2,282,815
Certificates of Participation................ — 11,965 2,180 — 14,145
Total Liabilities ......cceveeeeeeciiiiiieeeeens 1,501,422 845,403 647,252 954,383 3,948,460
Fund Equity and Other Credits
Investment in General Fixed Assets... — 2,231,257 869,509 4,323,047 7,423,813
Total Unreserved Retained Earnings.. 1,165,290 — — — 1,165,290
Total Fund Balance ..........ccccceeeeeennnes — 1,439,215 1,209,239 806,757 3,455,211
Total Fund Equity and Other Credits.. 1,165,290 3,670,472 2,078,748 5,129,804 12,044,314
Total Liabilities, Fund Equity
and Other CreditS.........ccccvvvvveeeeeennns $2,666,712 $4,515,875 $2,726,000 $6,084,187 $15,992,774
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Condensed Statement of Changes in Fund Balances — Colleges and Universities

Total
College and
Other University
Ohio State University Colleges and Component
University of Cincinnati Universities Units
Total Revenues and Other Additions ...........cccevevvvveeeennn.. $1,844,668 $ 641,603 $2,273,981 $ 4,760,252
Total Expenditures and Other Deductions..............ccc...... (1,912,642) (642,577) (2,929,797) (5,485,016)
Operating Transfers from Primary Government.............. 406,596 184,335 929,501 1,520,432
Net Increase (Decrease) for the Year.........ccccvveeeeeininnns 338,622 183,361 273,685 795,668
Fund Balance and Other Credits, July 1 (as restated)..... 3,331,850 1,895,387 4,856,119 10,083,356
Fund Balance and Other Credits, June 30 ..........ccc........ $3,670,472 $2,078,748 $5,129,804 $10,879,024
Condensed Statement of Current Funds Revenues, Expenditures and Other Changes —
Colleges and Universities
Total
College and
Other University
Ohio State University Colleges and Component
University of Cincinnati Universities Units
Total REVENUES ......uvviiieeeeeciiieeiee et e e aa e $1,357,047 $427,777 $1,856,559 $3,641,383
Expenditures:
Educational and General ..........cccccveeveeeiiecciiiiieeee e 1,094,444 519,409 2,171,182 3,785,035
Auxiliary Enterprises........cccovevveeeiiecciiieee e 113,013 52,960 353,626 519,599
HOSPITAIS ... 431,602 — 132,425 564,027
Total EXpenditures.........cccvevveeeeiecciiiieiie e, 1,639,059 572,369 2,657,233 4,868,661
Mandatory Transfers, Net..........cooovvviiiiiiiiiiiiieeee, 31,339 20,513 44,270 96,122
Total Expenditures and Mandatory Transfers ............ 1,670,398 592,882 2,701,503 4,964,783
Other Transfers and Additions (Deductions):
Operating Transfers from Primary Government ........... 396,832 180,529 928,054 1,505,415
Nonmandatory Transfers, Net........cccccoiiiiiiiiinns (3,120) (16,096) (30,301) (49,517)
Additions (Deductions) ........cccceeeeviicciiiiiie e, (3,471) 10,130 5,080 11,739
Total Other Transfers and Additions (Deductions)..... 390,241 174,563 902,833 1,467,637
Net Increase in Fund Balances...........cceeeevveieivveeeiennnnnns $ 76,890 $ 9,458 $ 57,889 $ 144,237

NOTE 22 JOINT VENTURES AND RELATED ORGANIZATIONS

A. Joint Ventures
Great Lakes Protection Fund (GLPF)

The Great Lakes Protection Fund is an Illinois nonprofit organization that was formed to further federal and state
commitments to the restoration and maintenance of the Great Lakes Basin’s ecosystem. The governors of seven of
the eight states that border on the Great Lakes comprise the GLPF’s membership. Under the GLPF’s articles of
incorporation, each state is required to make a financial contribution. Income earned on the contributions provides
grants to projects that advance the goals of the Great Lakes Toxic Substances Control Agreement and the
binational Great Lakes Quality Agreement.
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Each governor nominates two individuals to the GLPF’s board of directors who serve staggered two-year terms.
All budgetary and financial decisions rest with the board except when restricted by the GLPF’s articles of
incorporation.

Annually, one-third of the GLPF’s net earnings is allocated and paid to member states in proportion to their
respective cash contributions to the GLPF. The allocation is based on the amount and period of time the states’
contributions were invested. GLPF earnings distributions are to be used by the states to finance projects that are
compatible with the GLPF’s objectives. Ohio has applied its distribution (approximately $908 thousand for the
year ended December 31, 1997) to the operations of its own protection program, known as the Lake Erie Protection
Program, which is modeled after the GLPF.

Required contributions and contributions received from the states, which border the Great Lakes, as of December
31, 1997 (the GLPF’s year end), are as follows (in thousands):

Contribution Contribution Contribution
Required Received Percentage
Michigan .......ccccvviiieeeiieeeeee e, $25,000 $25,000 32.6%
INdiana* ......ooovviiiiieeeee e, 16,000 — —
HINOIS ..o 15,000 10,800 14.0
()] 31 To T 14,000 14,000 18.2
NEW YOrK ...cooovvviieiiieeeeeeieeeeee e 12,000 12,000 15.6
WiSCONSIN ...eciieeiieieeeeeeee e 12,000 12,000 15.6
MinNesota ......oeevveveeiiieiiieeeeee e 1,500 1,500 2.0
Pennsylvania.........cccccoviiiiiiiiiinnnnns 1,500 1,500 2.0
o] £ | $97,000 $76,800 100.0%

*The State of Indiana has not yet elected to join the Great Lakes Protection Fund.

Summary financial information for the GLPF, for the fiscal year ended December 31, 1997, is as follows (in
thousands):

Cash and INVEStMENES......cciveeeiiieee e $119,176
(@1 =T N1 =] (=N 1,238
Total ASSEIS ...iieeeiiieee e $120,414
Total LiabilitieS....cuuieieeeiiieeee e $ 4,273
Total Fund EQUItY ....coooiiiiiiieee e 116,141
Total Liabilities and Fund Equity .............ueveeieeinnnnnes $120,414
Total Revenues and Other Additions ............ccoovveeeiiieniennnee. $23,898
Total EXpenditures ........ooeeveiiiiiiiiiiiieeecee e (8,920)
Net Increase in Fund Equity..........coooveeeeieeieeieeee, $14,978

In the event of the Fund’s dissolution, the State of Ohio would receive a portion of the Fund’s assets equal to the
lesser of the amount of such assets multiplied by the ratio of its required contribution to the required contributions
of all member states, or the amount of its required contribution.
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Local Community and Technical Colleges

The State’s primary government has an ongoing financial responsibility for the funding of six local community
colleges and eight technical colleges. With respect to the local community colleges, State of Ohio officials appoint
three members of each college’s respective nine-member board of trustees; the remaining six members are
appointed by county officials. The governing boards of the technical colleges consist of either seven or nine
trustees, of whom State officials appoint two and three members, respectively; the remaining members are
appointed by the local school boards located in the respective technical college district.

The Ohio General Assembly appropriates moneys to these institutions from the General Fund to subsidize
operations so that higher education can become more financially accessible to Ohio residents. These
expenditures are included in the “Higher Education Support” expenditure function reported in the General
Fund. The primary government also provides financing for the construction of these institutions’ capital
facilities by meeting the debt service requirements for the Higher Education Facilities bonds issued by the
Ohio Public Facilities Commission (OPFC) for these purposes. The capital outlay expenditures for the

projects financed by the OPFC bond issuances are included in the Higher Education Improvements Capital
Projects Fund.

During fiscal year 1998, expenditures reported in the General Fund and the Higher Education Improvements
Capital Projects Fund in support of the local community and technical colleges are as follows (in thousands):

Higher
Education Capital
Support Outlay
Expenditures Expenditures Total
Local Community Colleges:
Cuyahoga Community College........cccceeeieiieieeeeeennn. $ 39,828 $ 8,117 $ 47,945
Jefferson Community College..........cccevvviiiiiennnnn. 3,729 457 4,186
Lakeland Community College ..........uueeeeeeeeeeeeenennnnns 13,813 2,931 16,744
Lorain County Community College........cccccceeuuneee. 14,848 776 15,624
Rio Grande Community College...........cccccervinunnnnen. 3,934 173 4,107
Sinclair Community College........ccccccoviiiiiieiiieinnnnns 32,903 3,880 36,783
Total Local Community Colleges..........ccccceeeenneee 109,055 16,334 125,389
Technical Colleges:

Belmont Technical College ...........occcviieeeiiiiiiinnnen. 4,617 491 5,108
Central Ohio Technical College........ccceeeeeeeeeeeeeeenn. 4,098 224 4,322
Hocking Technical College.........cccooeuviieeeiiiiniinnnen. 16,219 3,401 19,620
Lima Technical College.........ccccceriiiiiiiiiiiiiiiiiien, 6,327 8,710 15,037
Marion Technical College........cccccurviiieeiiiiiiniinnen. 3,396 654 4,050
Muskingum Technical College ..........ccceeeeeiiiiiinnnen. 5,309 83 5,392
North Central Technical College............cccccerrunnnnn. 6,754 269 7,023
Stark State College of Technology ..........ccccceeeerneee 8,664 2,598 11,262
Total Technical Colleges.........cccccevveeiiiiiiiieeennnn. 55,384 16,430 71,814
Total e $164,439 $32,764 $197,203

Information for obtaining complete financial statements for each of the primary government’s joint ventures is
available from the Ohio Office of Budget and Management.
B. Related Organizations

Officials of the State’s primary government appoint a voting majority of the governing boards of the Ohio Turnpike
Commission, the Petroleum Underground Storage Tank Release Compensation Board, the Ohio Air Quality
Development Authority, the Higher Education Facility Commission, and the Ohio Legal Assistance
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Foundation. However, the primary government’s accountability for these organizations does not extend beyond
making the appointments.

During fiscal year 1998,

e The primary government distributed $2.3 million in motor vehicle fuel excise tax
collections from the Special Revenue Fund to the Ohio Turnpike Commission.

e Three separate funds, established for the Petroleum Underground Storage Tank
Release Compensation Board, the Ohio Air Quality Development Authority, and the
Higher Education Facility Commission, were accounted for on the primary
government’s Central Accounting System. The primary purpose of the funds is to
streamline payroll processing for these organizations. The financial activities of the
three funds, which do not receive any funding support from the primary government,
have been included in the Other Agency Fund.

e The Public Defender’s Office compensated the Ohio Legal Assistance Foundation
approximately $612 thousand from the Special Revenue Fund for administrative
services performed under contract for the distribution of State funding to nonprofit
legal aid societies. Also, during fiscal year 1998, the Ohio Legal Assistance
Foundation received approximately $650 thousand in state assistance from the Special
Revenue Fund.

NOTE 23 CONTINGENCIES AND COMMITMENTS

A. Litigation

The State, its units, and employees are parties to numerous legal proceedings, which normally occur in
governmental operations.

In instances when the unfavorable outcome of pending litigation has been assessed to be probable, liabilities are
recorded in the financial statements. As of June 30, 1998, $59.2 million in liabilities ultimately payable from

various governmental funds has been recorded in the General Long-Term Obligations Account Group for this
purpose.

Litigation, similar to that in other states, has been pending questioning the constitutionality of Ohio’s system of
school funding. The Ohio Supreme Court concluded in a March 1997 decision that major aspects of the system
(including basic operating assistance and state loans) are unconstitutional. It ordered the State to provide for and
fund sufficiently a system complying with the Ohio Constitution, staying its order for a year to permit time for
responsive corrective actions by the Ohio General Assembly. The Court has indicated that property taxes may still
play a role in, but “can no longer be the primary means” of, school funding. The Court also confirmed that
contractual repayment provisions of certain debt obligations issued for school funding will remain valid after the
stay terminates. Hearings at the trial court level have taken place. The parties await the trial court decision on the
adequacy of steps taken to date by the State to enhance school funding consistent with the Supreme Court decision.

As part of its response, the General Assembly has increased state funding for public schools. In addition, the
General Assembly placed two issues on the May 1998 primary ballot. The voters approved neither. One was a
constitutional amendment authorizing additional state debt issuing capacity, and the other was an increase in
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Ohio’s sales tax. The constitutional amendment would have authorized general obligation debt to pay costs of
school facilities throughout Ohio and facilities at State supported and assisted institutions of higher education. The
sales tax proposal would have increased the state sales and use tax from five to six percent, estimated to generate
more than $1 billion; half of the increased revenues would have been applied to pay costs of school operations and
facilities while the other half would have been earmarked for additional homestead property tax relief.

Other litigation pending in the Ohio Court of Claims contests the Ohio Department of Human Services’ former
Medicaid financial eligibility rules for married couples where one spouse is living in a nursing facility and the other
spouse resides in the community. The Department promulgated new eligibility rules effective January 1, 1996.
The Department 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 the Department. The
plaintiffs filed a petition for certiorari with the U.S. Supreme Court, which petition was denied. Should the
plaintiffs ultimately prevail, it is not possible to state the period (beyond fiscal year 1999) during which necessary
additional Medicaid expenditures would have to be made. Plaintiffs have estimated total additional Medicaid
expenditures at $600 million 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 million. The Court of Claims has certified the
action there as a class action.

All other legal proceedings are not, in the opinion of management after consultation with the Attorney General,
likely to have a material adverse effect on the financial position of the State’s fund types and account groups.

B. Federal Awards

The State of Ohio receives significant awards from the federal government in the form of grants and entitlements,
including certain non-cash programs (which are not included in the General-Purpose Financial Statements).
Receipt of grants is generally conditioned upon compliance with terms and conditions of the grant agreements and
applicable federal regulations, including the expenditure of resources for eligible purposes. Substantially all grants
are subject to either the Federal Single Audit or to financial compliance audits by the grantor agencies of the federal
government or their designees. Disallowances and sanctions as a result of these audits may become liabilities of the
applicable funds or the General Long-Term Obligations Account Group.

As a result of the 1997 State of Ohio Single Audit (completed in December 1997), approximately $115 thousand of
federal expenditures is in question as not being appropriate under the terms of the respective grants. The amount of
expenditures, which may be ultimately disallowed by the grantor, cannot be determined at this time, and
consequently, no provision for any liability or adjustments for this matter has been recognized in the State’s
financial statements for the fiscal year ended June 30, 1998.

C. Construction Commitments

As of June 30, 1998, the Department of Transportation had contractual commitments of approximately $1.17
billion for highway construction projects. Funding for future expenditures is expected to be provided from federal,
primary government, general obligation bonds, and local government sources in the amounts of $504.5 million,
$255.1 million, $366.3 million, and $43.1 million, respectively.

86



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 1998

NOTE 23 CONTINGENCIES AND COMMITMENTS (Continued)

As of June 30, 1998, construction (non-highway) commitments for the primary government’s budgeted capital
projects funds are as follows (in thousands):

Capital Projects Fund

Arts Facilities Building Improvements ... $ 53,652
Higher Education Improvements ............cccccviiiiiiiiiieiiiniiieeeee e 221,057
Mental Health/Mental Retardation Facilities Improvements.................... 40,505
Parks and Recreation IMprovements ..............eeeeeeeeeeeeeeeeeeeeeeeeeeeeeneneeenns 9,839
Local Infrastructure Improvements. ..o 14
Administrative Services Building Improvements.............cccccovvviiiiienennn. 78,441
Youth Services Building Improvements ...........cccccovvviiiiieiieiiiniiiiiieeeenn, 40,241
Transportation Building Improvements...........cccccoviiiiiiieiiiiiiiniiiieeeeeen, 6,972
Adult Correctional Building Improvements.............ooecvvvieeeeiiiniiiieeeeeeenn. 85,915
Highway Safety Building Improvements ..........ccceeeviiiiiiiiiiieieeiiiie, 2,804
Ohio Parks and Natural RESOUICES ........cceevueiieieiiiieieieeeeeee e eeeeaees 32,786
Sports Facilities BUuilding............eeeiiiiiiiiiiiee e 29,384

L] €= LSS $601,610

NOTE 24 RISK FINANCING
A. Workers’ Compensation Benefits

The Ohio Workers’ Compensation System, which the Bureau of Workers’ Compensation and the Industrial
Commission administer, is the exclusive provider of workers’ compensation insurance to private and public
employers in Ohio who are not self insured. The Workers’ Compensation Enterprise Fund provides benefits to
employees for losses sustained from work-related injuries or illnesses.

The “Benefits Payable” account balance, as of June 30, 1998, in the amount of $12.9 billion includes reserves for
indemnity and medical claims, including actuarial estimates for both reported claims and claims incurred but not
reported. The estimate for this liability is based on historical claims experience data and assumptions and
projections as to future events, including claims frequency, severity, persistency, and inflationary trends for medical
claim reserves.

The compensation adjustment expenses liability, which is included in “Refund and Other Liabilities” in the amount
of $1.6 billion, is an estimate of future expenses to be incurred in the settlement of claims. The estimate for this
liability is based on projected claims-related expenses, estimated costs of the Health Partnership Program, and the
reserve for compensation.

Management of the Ohio Bureau of Workers” Compensation and the Industrial Commission of Ohio believes that
the reported liability estimates are adequate; however, the ultimate liabilities may vary from amounts provided. The
methods of making such estimates and for establishing the resulting liabilities are reviewed and updated quarterly
based upon current circumstances. Any adjustments resulting from changes in estimates are recognized in the
current period.

Benefits payable and the compensation adjustment expenses liability are discounted at 6.5 percent in fiscal year
1998 and 6.75 percent in fiscal year 1997. The undiscounted reserves for the benefits and compensation
adjustment expenses totaled $33.6 billion, as of June 30, 1998, and $32.4 billion, as of June 30, 1997. For
additional information, refer to the Fund’s separate audited financial report, for the fiscal year ended June 30, 1998.
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Changes in the balance of benefits payable and the compensation adjustment expenses liability for the Workers’
Compensation Program during the past two fiscal years are as follows (in millions):

Fiscal Year Fiscal Year
1998 1997

Benefits Payable and Compensation

Adjustment Expenses Liability, as of July 1 .......ccccooeinnnen. $14,464 $13,765
Add: Incurred Compensation

and Compensation Adjustment Benefits ............occvveeeeeennn. 1,628 2,194
Less:  Incurred Compensation

and Compensation Adjustment Benefit Payments .............. (1,909) (1,802)
Add: Change in Liability Due to Decrease in Discount Rate......... 334 307

Benefits Payable and Compensation

Adjustment Expenses Liability, as of June 30 ..................... $14,517 $14,464

B. OhioMed Health Plan

Employees of the primary government have the option of participating in the OhioMed Health Plan, which is a fully
self-insured health benefit plan established July 1, 1989. Medical Mutual of Ohio administers the plan under a
claims administration contract with the primary government.

When it is probable that a loss has occurred and the amount of the loss can be reasonably estimated, the primary
government reports liabilities for the governmental and proprietary funds. Liabilities include an amount for claims
that have been incurred but not reported. The plan’s actuary calculates estimated claims liabilities based on prior
claims data, employee enrollment figures, medical trends, and experience.

Governmental and proprietary funds pay a share of the costs for claims settlement based on the number of
employees opting for plan participation and the type of coverage selected by participants. The payments are
reported in the Payroll Withholding and Fringe Benefits Agency Fund until such time that the primary government
pays the accumulated resources to Medical Mutual of Ohio for claims settlement.

For governmental funds, the primary government recognizes claims as expenditures to the extent that the amounts
are payable with expendable available financial resources; any remaining accrued unfunded liabilities are reported
in the General Long-Term Obligations Account Group. For proprietary funds, claims are recognized as expenses
when incurred.

Consequently, claims liabilities that exceed financial resources accounted for in the Payroll Withholding and Fringe
Benefits Agency Fund are reported as unfunded liabilities in the proprietary funds and in the General Long-Term
Obligations Account Group. As of June 30, 1998, approximately $29.1 million in assets was available in the
Agency Fund.

Changes in the balance of claims liabilities during the past two fiscal years are as follows (in thousands):

Fiscal Year Fiscal Year
1998 1997
Claims Liabilities, as of July 1..........ooveeviiiiiiiiiiiiiiinnns $18,732 $17,763
Add:  Incurred ClaimsS ...........euueeeueeeiiiiiiieieieieeeeeeeeeeeaeeeeneenees 73,311 69,475
Less: Claims Payments ........ccccuveieieiiiiiiiiiieeieee e (71,989) (68,506)
Claims Liabilities, as of June 30........ccceveveveiveneeennnn.. $20,054 $18,732
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As of June 30, 1998, resources on deposit in the Payroll Withholding and Fringe Benefits Agency Fund for the
payment of claims exceeded the estimated claims liability amount by $9.1 million, thereby, resulting in a funding
surplus. The surplus is offset with a “Due to Other Funds” balance reported in the Agency Fund with
corresponding “Due from Other Funds” balances reported in the paying funds.

C. Other Risk Financing Programs

The primary government has established programs to advance fund potential losses for vehicular lLability and theft
in office. The potential amount of loss arising from these risks, however, is not considered material in relation to
the State’s financial position.

NOTE 25 YEAR 2000 ISSUES

In October 1998, the Governmental Accounting Standards Board (GASB) issued Technical Bulletin 98-1,
Disclosures about Year 2000 Issues. The provisions of the GASB technical bulletin, effective for financial

statements on which the auditor’s report is dated after October 31, 1998, require the State to make disclosures
about its state of readiness in addressing Year 2000 issues for its internal computer systems and equipment.

The Year 2000 issue is the result of shortcomings in electronic data-processing systems and other equipment that
may adversely affect operations in the year 1999 and beyond.

The following stages have been identified as necessary to implement a Year 2000-compliant system.

Awareness Stage — In this first stage, an organization establishes a budget and project plan (for
example, a timeline or chart noting major tasks and due dates) for dealing with the Year 2000
issue.

Assessment Stage — While in this stage, an organization begins the actual process of identifying
all of its systems (preparing an inventory) and individual components of the systems. An
organization may decide to review all system components for Year 2000 compliance or, through a
risk analysis, identify only mission-critical systems and equipment — systems and equipment
critical to conducting operations — to check compliance.

Remediation Stage — During this stage, an organization actually makes changes to systems and
equipment. This stage involves the technical issues of converting existing systems, or switching to
compliant systems. Decisions are made on how to make the system or processes Year 2000-
compliant, and the required system changes are made.

Validation/Testing Stage — At this stage, an organization validates and tests the changes made
during the conversion process. The development of test data and test scripts, the running of test
scripts, and the review of test results are crucial for this stage of the conversion process to be
successful. If the testing results show anomalies, the tested area needs to be corrected and re-
tested.

To address Year 2000 issues, the State of Ohio established the Year 2000 Competency Center within the

Department of Administrative Services. The Center’s mission is to lead, support, and facilitate achievement of
Year 2000 compliance throughout the primary government to ensure uninterrupted service to Ohio’s citizens.
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The Year 2000 Competency Center has identified the stages under which the following computer systems critical to
conducting State operations fall, as of June 30, 1998. The stage identified for each system is the stage the
respective state agency was in the process of completing at year-end. As of June 30, 1998, all of the following
systems have completed the awareness stage.

Stage/System Description of System
Assessment Stage
Department of Administrative Services’
State Payroll System ..o System processes and accounts for payroll transactions for State agencies.

As of June 30, 1998, the Department of Administrative Services was in the process of
tailoring and implementing the GEAC, Inc. Human Resources Management System
(HRMS), a new personnel and payroll system for all state agencies. Full implementation of
the Year 2000-compliant HRMS by January 1, 2000 is not assured. Consequently, the
Department of Administrative Services had decided to place additional focus on contingency
planning for the current operating payroll system, which is not Year 2000-compliant, pending
the installation of the new HRMS.

Department of Rehabilitation and Correction’s
Prison Security System..........cccooviiiininiiiiienes System provides security at the 31 state correctional facilities.

Department of Transportation’s
Appropriation Accounting System ............ccccoeeee System tracks and controls costs, budget, and allocations for transportation projects.

Remediation Stage

Board of Regents’:
Funding System ..o System allocates funding to State-assisted higher education institutions.

Grants and Scholarships System System processes and accounts for grants and scholarships to students.

Bureau of Workers’ Compensation’s:
Medical Bill Processing System ............cccccevnennee. System processes medical bills for the Health Partnership Program.

Claims Processing and Payments System. System processes Injured worker’s claims.

Department of Administrative Services’:

Fleet Management System..........c.cccconiiiiiininene System tracks inventory, maintenance costs, and utilization of State-owned vehicles.
Fixed Asset Management System.............cccoeeeeeee System supports the management of state-owned fixed assets with data input from state
agencies.

Department of Education’s
School Finance System..........cccoccoviiiiinniinieeneens System tracks the distribution of education program funds to school districts, county boards,
and institutions.

Department of Health’s

Women, Infants and Children (WIC) System......... System processes payments for WIC program participants.
Department of Human Services’:
Client Registry Information-Enhanced System....... System supports the issuing of Food Stamps and other public assistance benefits to eligible
recipients in Ohio.
Medicaid Management Information System............ System processes all Medicaid claims for payment to medical service providers.
Department of Public Safety’s
Tax Distribution System ... System tracks the distribution of motor vehicle registration and license fees to Ohio’s
counties.

Department of Transportation’s
Construction Management System ............cccc..... System accounts for highway construction project progress and payments.

Lottery Commission’s
Gaming System........cccciiiiriiiiec e System accounts for all lottery tickets sold and winning ticket redemptions.

Office of Budget and Management’s
Central Accounting System..........ccccccovviiieinnennen. System performs and tracks all State agency budget and accounting activities, such as,
appropriations, allotments, payments, payroll, and revenue.

Validation/Testing Stage

Bureau of Employment Services’
Unemployment Compensation Tax System............ System accounts for employer unemployment tax assessments and payments.

Unemployment Compensation
Benefits Delivery System..........cccoooiviiiieeninneene. System accounts for unemployment benefit payments.
(Continued)
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Bureau of Workers’ Compensation’s:
Oracle Financial System ........cccocoeieiiinieeneenen. System constitutes the Bureau of Workers’ Compensation’s general ledger system,
including data on accounts payable, accounts receivable, and budgeting.

Employer System ... System tracks employer information that includes rates and status.

Department of Commerce’s
Unclaimed Funds System ..........cccccovviiininnenne. System tracks the consolidation, safekeeping, and accounting of escheat property derived
from inactive accounts in financial institutions and other companies.

Department of Public Safety’s:
Cashier's System .........ccccoceeceiiniicicieecceee System accounts for the collection of motor vehicle registration and operator license fees.

System maintains data for remote access by law enforcement officials.
Law Enforcement Automated Data System............

Department of Taxation’s
Integrated Tax Administration System.................... System accounts for collections from various State taxes, including personal income tax,
sales tax, and corporation franchise tax.

Treasurer of State’s:
AS400-Cashier’s Processing..........cccooeveeceenienuene System accounts for state agency deposits in the State Treasury.

AS400-Warrant Processing — Redemptions.......... System tracks daily settlements with warrant-clearance banks and provides journals for
reconcilement of redeemed state warrants.

The Year 2000 Competency Center identified the following systems as completing the testing stage, as of June 30,
1998.

System Description of System

Auditor of State’s
Warrant-Writing System .........c.ccoceceiiiieicnineee System writes warrants for state payroll, tax refunds, Department of Human Services
payments, and payments to vendors for equipment, products, and services.

Department of Transportation’s
Current Billing System..........ccccoviiiiiniiiciine. System generates the billing to the federal government for reimbursement of highway
construction costs.

As of June 30, 1998, the State had contractual commitments totaling $115.4 million to make computer systems and
other equipment Year 2000-compliant.

The primary government’s Year 2000 remediation efforts have been aimed primarily at ensuring unimpeded and
uninterrupted operation, including tax collections, investment activities, and timely payment of its obligations.
However, because of the unprecedented nature of the Year 2000 issues, the effects and the success of the primary
government’s remediation efforts cannot be fully determinable until the Year 2000 arrives. Consequently,
management cannot assure that the primary government will be Year 2000 ready, that its remediation efforts will be
successful in whole or in part, or that parties with whom the primary government does business will be Year 2000
ready.

The State’s major component units, the Ohio Water Development Authority, Ohio State University, and University
of Cincinnati, did not early implement the provisions of GASB Technical Bulletin 98-1 when the independent
auditor’s report on each respective component unit’s financial statements was dated prior to November 1, 1998.
Consequently, disclosures on Year 2000 issues under GASB Technical Bulletin 98-1 for the State’s major
component units are not available for inclusion in this report.
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A. Debt Issuances

Subsequent to June 30, 1998 (December 31, 1997 for the Ohio Water Development Authority), the State issued the
following major debt (in thousands):

Net
Delivery Interest
Organization/lssue Date of Issue Cost Amount Type of Debt
Primary Government:
Ohio Public Facilities Commission:
Higher Education Capital Facilities
Bonds, Series Il - 1998B ...........cceeeeeee. July 14,1998 4.7% $150,000 Special Obligation
Mental Health Capital Facilities
Bonds, Series Il — 1998A........cccceeiiiieinnnn. July 14, 1998 4.6% 60,800 Special Obligation

210,800
Commissioners of the Sinking Fund:

Highway Capital Improvements,
Series Co. e July 9, 1998 4.4% 200,000 General Obligation

Treasurer of State:
Infrastructure Improvement

Bonds, Series 1998B..........cccccvveieeriine August 6, 1998 4.7% 120,000 General Obligation
Infrastructure Improvement
Refunding Bonds, Series 1998R ............. August 6, 1998 4.3% 12,635 General Obligation
132,635
Total Primary Government........... $543,435

Component Units:
Ohio Water Development Authority:

Freshwater, Series 1998 ..........ccccvvieeeenn. May 1, 1998 5.0% $143,325 Revenue
Miami University:
General Receipts Bonds, Series 1998..... October 1, 1998 4.5% 39,190 Revenue
University of Toledo:
General Receipts Bonds............cccceeeeee.. October 1, 1998 4.8% 13,485 Revenue
Total Component Units................ $196,000

Additionally, the Ohio State University established a $120 million tax-exempt commercial paper program in August
1998. The University’s General Receipts Commercial Paper Notes are limited obligations of the University, which
are secured by a pledge of the University’s general receipts. The notes do not constitute debts or bonded
indebtedness of the State of Ohio and are not general obligations of the State or the University, and neither the full
faith and credit of the State nor the University are pledged to the payment of the notes. The notes have been issued
to provide for interim financing of various projects approved by the Ohio Board of Regents. The first issuance of
commercial paper was on August 20, 1998, in the amount of $10 million at a blended rate of 3.4 percent.

B. Tobacco Settlement

On November 18, 1998, Ohio’s Attorney General announced that the State would agree to a legal settlement with
four of the nation’s largest tobacco companies. As of the date of the auditor’s report on the State’s general-purpose
financial statements, a final settlement, which could result in Ohio receiving $9.9 billion in annual payments over a
25-year period commencing in early calendar year 1999, remains contingent on the approval of a majority of the
states involved in the settlement’s negotiations and the tobacco industry’s final acceptance of the plan.
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