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Crowe

Crowe Chizek and Company LLC
Member Horwath International

REPORT OF INDEPENDENT AUDITORS

To the Office of Financial Incentives
State of Ohio

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of the Office of Financial Incentives
(Office), State of Ohio, as of and for the year ended June 30, 2005, which collectively comprise
the Office's basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the Office’s management. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

As discussed in Note 1, the financial statements of the Office of Financial Incentives are
intended to present the financial position and the changes in net assets, or fund balances
thereof of only that portion of the governmental activities, each major fund, and the aggregate
remaining fund information that is attributable to the transactions of the Office. They do not
purport to, and do not, present fairly the financial position of the State of Ohio as of June 30,
2005, and the changes in its financial position for the year ended in conformity with accounting
principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the Office of Financial Incentives, as of June 30 2005,
and the respective changes in financial position thereof for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
September 23, 2005 on our consideration of the Office’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our
audit.



The Management's Discussion and Analysis on pages 3 through 7 is not a required part of the
basic financial statements but is supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the required supplementary information. However, we did not audit the information and
express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Office of Financial Incentives’ basic financial statements. The
combining nonmajor fund financial statements are presented for purposes of additional analysis
and are not a required part of the basic financial statements. The combining nonmajor fund
financial statements have been subjected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, are fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

Gl et s Oy 44

Crowe Chizek and Company LLC

Columbus, Ohio
September 23, 2005



OFFIGE -OF FINANCIAL INCENTIVES
MANAGEMENT'S DISCUSSION & ANALYSIS
For the Year Ended June 30, 2005

As management of the Office of Financial Incentives (OFI} we are providing this overview of OFl's
financial activities for the fiscal year ended June 30, 2005. Please read this overview in conjunction with
the OFF's basic financial statements, which follow.

OF!| was created as part of the Qhio Department of Development (ODOD) on July 14, 1983, by action of
the State of Ohic Legislature. OFI adminislers the 166 Direct Loan, Logn Guaranteg, and Ohio
Enterprise Bond Fund programs of the QDOD under Chapter 122 and 166 of the Ohic Revised Cade.

The 166 Direct Loan program provides direct loans for businesses locating or expanding in Qhio that
demonstrate they will create or retain new jobs for Ohio citizens. The Ohio Enterprise Bond Fund
program (OEBF) provides one-stop project financing for qualifying commercial, industrial, and
manufacturing businesses in the State of Ohio. OEBF project amounts may range from $2 million to $10
million for up to 80% of the eligible project cost. The OEBF has achieved an investment grade rating of
*AA-" by Standard & Poors (S&P). As a result, ODOD can issue, on behalf of all borowers, investment
grade economic development revenue bohds. The OEBF allows large and small creditworthy, but
unrated, businesses access to national capital markeis which they otherwise may not be able to
independently enter.

OFI is included within the State of Ohio's Comprehensive Annual Financial Report as part of the primary
government. OFI uses a special revenue fund to report its financial position and results of operations, We
believe these financial statements present all activities for which OFl is financially responsible.

FINANCIAL HIGHLIGHTS
Key financial highlights for fiscal year 2005 are as follows:

* The assets of the OF! exceeded its liabilities-at the close of the most recent fiscal year by $589 million
(net assets).

» The OFT's total net assets increased by $60.6 million.

» As of the close of the current fiscal year, the OFF's government funds reported combined ending fund
balances of $592 million, an increase of $60.8 milllon in comparison with the prior year.
At the end of the current fiscal year, unreserved fund balance was $174 million.
OFI closed 27 166 Direct Loans totaling $41.4 million, one Picneer Rural Loan totaling
$750,000, one OEBF fotaling $7.9 million, two Rural Industrial Park [oans totaling $1 mitlion, one
Research and Development Loan totaling $4.5 million, three Innovation Ohio Loans totaling $2
miflian, and two Rural Development grants totaling $1 mitlion,

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an infroduction to OFI's basic financial statements.
These basic financial statements are ¢omprised of three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) rotes to the financial statements,

Government-wide financial statements.

The government-wide financial statérents are designed to provide readers with a broad overview of the
OFI's finances, in a manner similar to a private-sector business.

The statement of net asseis presents information on all of the OFIs assets and liabilifies, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position of OF/! is improving ar deteriorating.



OFFICE OF FINANCIAL INCENTIVES
MANAGEMENT’'S DISCUSSION & ANALYSIS
Farthe Year Ended June 30, 2005

OVERVIEW OF THE FINANCIAL STATEMENTS {CONTINUED)

The statement of afivities presents information showing how the government's net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of the related cash inflows or outflows. Thus,
revenues and expenses are reporied in this statement for some items that will only result in cash flows in
future fiscal periods.

The government-wide financial statements can be found on pages 9-10 of this report.
Fund financial statements.

A fund is a grouping of related accounts that is used to maintain conirol over resources that have been
segregated for specific activities or objectives. The OFI, like other state and local govemments, uses
fund -accounting to ensure and demonstrate compliance with finance-related legal reguirements. Ail funds
can be divided into three categories: governmental funds, proprietary funds, and fiduciary funds. All of
the QF/I's funds are governmental funds. :

Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on nearterm inflows and outllows of spendable
resources, as well as on balances of spendable resources available at the end of the fiscal year, Such
information may be useful in evaluating a government’s neasterm financing requirements.

Because the focus of governmental funds is namower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presenied for governmental activities in the governmeni-wide financial statements. By doing
so, readers may beftter undersiand the longterm impact of the government's near-term financing
decisions. Both the governmental fund balance sheet and the governmental fund statement of revenuss,
expenditures, and changes in fund balances provide a recongiliation to Tacililate this comparison between
governmental funds and governmental activities.

The OFI| maintains eleven individual govemmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances for the Operating Fund, Facilities Establishment Fund, Regional Agency Fund,
Rural Development Initiative Fund, Chio Innovation Fund and Research and Development Fund, all of
which are considered to be major funds. Data from the other six governmental funds are combined into a
single, aggregated presentation. ' Individual data for each of these nonmajor governmental funds is
provided in the form of combining statements elsewhere in this report.

The fund financial statements can be found on pages 11-17 of this report.

Motes to the flnancial statements

The notes provide additional information that is essential to a full understanding of the data provided in
the government-widé and fund financial statements. The notes to the financial slatemants can be found
on pages 18-30 of thig report.

Other information

The combining statements referred to earlier in connection with nonmajor governmental funds are

presented immediately following the notes to the financial statements. These combining statements can
be found on pages 32-35 of this report. '



OFFIGE OF FINANGIAL INGENTIVES
MANAGEMENT'S DISCUSSION & ANALYSIS
For the Year Ended June 30, 2005

FINANCIAL ANALYSIS OF THE OFFICE OF CREDIT AND FINANCE

Government-wide Financial Analysis

The following is a summary of OFI's net assets as of June 30, 2005 compared to June 30, 2004.

Net Assels at June 30
2005 2004 % Change
Assets
Current and Other Non Current Assels 3 745,203,097 $ 616,200,491 20.9%
Capital Assets, Non-Infrastructure —— 231524 231524 0.0%
Total Assets — 145434621 616441015 20.9%
Liabilities
‘Current Liabilities 163,300,484 84,084,170 80.4%
Due in More Than One Year . 3095811, . 3067869 0.9%
Total Liabilities 186306305 _ . BRO52039 77.6%
Net Assets
Invested in Capital Assets 231,524 231,524 0.0%
Restricted for the Enterprise Bond Program 10,000,000 16,000,000 0.0%
Unrestricted 78 R(8 792 518 157_452 11.7%
Total Nel Assets -3 589038316 .5 B2B38BO7G 11.5%
Total Assets

Total Assets of OF! increased by $123 million, or 20.9%, during fiscal year 2005, This increase is
primarily the result of a combination of OFI receiving $ 50 millien in bond proceeds in the Facilities
Establishimieint Fund and a $68.2 million increase in allocated coliateral on lent securities, as reported by
the Treasurer of State.

Tolal Liabilities

Total Liabilities of OF| increased by $68.3 million during fiscal year 2005. This increase is the result of
the $68.2 million increase in dlocated obligations under securities lending, as reported by the Treasurer
of State. -

Total Net Assets

During fiscal year 2005, OFfs Net Assets increased $ 60.8 million, or 11.6%. Net Assels invested in
Capital Assets and Restricted Net Assets remainad unchanged. The increase in Unrestricted Net Assets
is primarily attributed to the $50 million in bond proceeds réceived. The remaining $10.8 million is the
amount by which program and general revenues, $10.3 million and $6.9 million, respectively, outstripped
program expenses of $6.5 million.



QFFICE OF FINANCIAL INCENTIVES
MANAGEMENT’S DISCUSSION & ANALYSIS
Faor the Year Ended June 30 2005

FINANCIAL ANALYSIS OF THE OFFICE OF CREDIT AND FINANCE (CONTINUED})

The following Is a summary of OFFs Statement of Activities for the year ending Juna 30, 2005 compared
to the year ending June 30, 2004. '

Statement of Activity for the year ending June 30

2005 2004 — A Change
Revenues '
Program Revenues: -
Community and Economic Development % 10332506 _§ 10413074 0.8%
General Revenues
Bond Proceeds from the State of Ohio 50,000,000 100,000,000 100.0%
Investment Income 6,737,706 2,824,185 138.6%
Met Decrease in Fair Value of Investments - {382,157) -100.0%
Miscellaneous Revenues 193 488 152 606 26.8%
Total General Revenues 56,931.104 _ 102.504634
Program Expenses _
Community and Economic Development . (5485940) __ (11934 987) -45 7%
Distributions to Other Offices o (128420) ____(214.197) -40.0%
Change in Net Assets $ 60,649,340 $ '100,858.524

Program revenues consist of loan fee and interest income. In fiscal year 2005, program revenues were
consistent with the prior year.

In general revenues, investment income increased $3.9 million, or 138.6%. Towards the end of fiscal
year 2004, OF1 received $100 million in bond proceeds from the State of Ohic and an addftional $50
mitlion was received during fiscal year 2005. These additional proceeds, in eonjunclion with improved
interest rates and a change in policy in regards to Ohio Enterprise Bond Fund reserve account interest
resulted in this significant increase.

Program expenses consist primarily of personnel and operating expenditures and bad debt expense. The
total program expenses decreased $5.4 million or 45.7%. This decrease was the result of a decrease in
bad debt expense.

Distributions to Other Offices decreased $85,777, or 40%. This decrease is dueto the phasing-out of the
122 Direct Loan Program.



OFFICE OF FINANCIAL INCENTIVES

MANAGEMENT'S DISCUSSION & ANALYSIS

For the Year Ended June 30, 2005

FINANCIAL ANALYSIS OF THE OFFICE OF CREDIT AND FINANCE (CONTINUED)
Financial Analysis of the Government's Funds

The following is a summary of OF!I's fund balances as of June 30, 2005 compared to June 30, 2004.

Fund Balance at June 30

2003 2004 —2Change
Operating Fund $ 1379001 § 2,033,310 -32.2%
Facllities Establishment Fund 396,662,636 342,188,328 15.9%
Regional Agency Fund 63,797,839 61,699,644 3.4%
Rural Development Initiative Fund 1,500,000 500,000 200.0%
Ohio Innovation Fund 51,700,337 50,696,486 2.0%
Research and Development Fund 51,596,203 5(1,606,476 2.2%
Nenmajor Governmental Funds — 25341148 - 23535 257 7.7%
Total Fund Balance _$ 501,977,161 _$ 533,159,406 11.4%

Thie Operating Fung fund balance decreased $ 654,309, or 32.2%. This is the amount by which
personnel and operating expenditures outstripped fee revenues during fiscal year 2005.

The Facilities Establishment Fund fund baiance increased $54.5 million, or 15.9%, as a result of the $50
million of bond proceeds received from the State of Ohio.

The Rural Development Initiative Fund fund balance increased $1 million, or 200%. This was the amouint
by which operating transfers in exceeded grant expenditures during fiscal year 2005.

BUDGET VARIANCES IN THE GENERAL FUND

Since OF| operates using only special revenue funds, an analysis of variations between ariginal and final
budget amounts for the General Fund has not been presentsd.

CAPITAL ASSETS

OF! has $231,524 invested in nest capital assets as of June 30, 2005. There were no acquisitions or
dispositions during the fiscal year.

CONDITION EXPECTED TO AFFECT FUTURE OPERATIONS

QFt is aware of no conditions projected to have a sigrificant impact on future operations.

CONTACTING THE OFFICE OF FINANCIAL INCENTIVES MANAGEMENT

This financial report is designed 1o provide an overview of OFI's finances and it's accountability for the
money it receives. If you have questions about this report or need additional financial information, contact
Cindy Cleveland, Manager, Ohio Department of Develepment, Office of Financial Incentives, 77 South
High Street, 26" Floor, Columbus, ©hio 43216-1001.

7
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OFFICE OF FINANCIAL INCENTIVES
STATEMENT OF NET ASSETS
June 30, 2005

Assets
Cash Equity with Treasurer
Cash and Cash Equivalents
Allocated Collateral on Lent Securities
Loans Receivable, Net
L.eases Receivable

Other Assets
Capital Assets, Non-Infrastructure

Total Assets

Liabilities
Accounts Payable
Accrued Liabilities
Allocated Obligations Under Securities Lending
Long Term Liabilities:

Due in One Year
Due in More Than One Year

Total Liabilities

Net Assets
Invested in Capital Assets, Net of Related Debt
Restricted for;

Enterprise Bond Program
Unrestricted

Total Net Assets

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

9

Governmental
Activities

$ 256,923,287
52044 935
152,960,353
281,767,978
1,423,946
02,598

231,524

745,434,621

123,303
53,828
152,960,363

- 163,010
3,085,811

156,396,305

231,524

10,000,000
578,806,792
$ 589,038,316



OFFICE OF FINANGIAL INCENTIVES
STATEMENT OF ACTMITIES
For the Fiscal Year Ended June 30, 2005

Net (Expense)
Revenue and
Changes in
Net Assets
Primary
Govermnment
_ Charges for Governmental
Functions/Programs Expenses Services Activities
Primary Government
Governmental Activities
Community and Economic Developmend $ 6485940 $ 10332506 & 3,846,566
Total Governmental Activities 8,485,940 10,332,506 3,846,568
Total Primary Government $ 6485940 § 10,332,506 $ 3,846,566

General Revanu‘es".

Bond Proceeds received from the State of Chio

Investment Income

Miscellaneous Revenue
Total General Revenues
Distributions to Other Offices
Change in Net Assets

Net Assets,; Beginning of Year
Net Assets, End of Year

50,000,000

6,737,706

193,488
__se3i104

_ {128,420}

60,649,340

528,388,976

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

10



OFFICE OF FINANCIAL INCENTIVES
BALANGE SHEET
'GOVERNMENTAL FUNDS

June 30, 2005

ASSETS:
Cash Equity with Treasurer
Cash and Cash Equivalents
Allocated Collateraf ¢n Lent Securities
Loans Receivable, Net
Leases Receivable

Other Assets
Due From Other Funds

TOTAL ASSETS

LIABILITIES:
Accounts Payable
Accrued Uiabilities
Adlocated Obligations Under Securifies Lending
Deferred Revenue
Due To Cther Funds
TOTAL LIABILITIES

FUND BALANCES:

Reserved for:
Encumbrances
Noncurrent Portion of Loans Receivable
Noncurrent Portion of Leases Receivable

Qhio Enterprise Bond Program
Unreserved/Undesignated (Daficits)

TOTAL FUND BALANCES

TOTAL LIABILTIES AND FUND BALANCES

Facilities Regional

Operating Establishment Agency

Fund Fund Fund
$ 1532528 $149870270 § -
- 30,884,578 20,396,152
900,578 £9,415,758 -
- 214,496,606 43,401,687
- 1,423,946 -
4,146 88,452 -
$ 2446652 $486,183610 $ 63,797,839
$ 104245 $ - 3 =
53,828 - -
909,578 BO.419,758 g
- 88,452 2
- 32,764 -
1,067,651 89,530,974 -
757,131 64,784,240 5,310,750
- 208,542,165 42,025,046
= 1,403,402 4
% 10,000,000 -
621,870 112,432,829 16,462,013
1,379,001 306862635 _ 63,797,839
$ 2446852 $486,193610 § 63,797,839

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

11



Rurat

Development Innovation Research and Nonmajor Total
Initiative Ohio Development  Governmental  Governmental
Fund Fund Fund Funds Funds
$ 1500000 S 49719395 §$ 47098203 $ 7,204,491 $25855923287
= = - 754,205 52,044,935
890,040 29,501,491 27,544,995 4,294,491 152,960,353
- 2,000,000 4,500,000 17,359,685 281,757,978
- - - - 1,423,046
- - - - 92,598
- - - 22,764 22,764
$ 2390040 §$ 81220886 § 79541198 § 20635636 $745225861
§ - % 19068 § - 8 - & 123,303
- - - = 53,828
890,040 29,501,491 27,944,095 4,294,491 152,060,353
- - - - 88,452
. - - - - 22,764
_ 890,040 29,520,649 27,944,985 4,294 491 153,246,700
1,500,000 5,965,708 37,275,000 17,369,792 132,462,651
- 2,000,000 4,500,000 17,012,748 274,079,959
. - - - 1,403,402
- _ - - - 10,000,000
- 43,734,629 9.621,203 {9,041,385) 174,031,149
1,500,000 51,700,337 51,586,203 25,341,145 591,977,161
$ 2390040 § 81220886 $ 79541198 § 20635638 §$745,225861

12
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OFFICE OF FINANCIAL INCENTIVES

RECONCILIATON OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

June 30, 2005

Total Fund Balances for Governmental Funds

Total net assets reported for governmental activities in the Statement of
Net Assets is different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported as asseis In the governmental funds.

Some of the Office's revenues are collected after year-end but are not
avaitable soon eénough to pay for the current period's {within 60 days of
year-end) expenditures, and therefore, are deferred in the funds.

Long term liabilities are not due and payable in the curent pericd
and therefore are not reported in the governmental funds.
' Compensated Absences

Ohio Enterprise Bond Fund Liability

Total Net Assets of Governmental Activities

$ 591,977,161

231,524

88,452

(97,458)
(3,161,363)

$ 589,038,316

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

14



OFFICE OF FINANCIAL INCENTIVES
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 36, 2005

REVENLUIES:
Fee Revenue

Loan Interest Income

Investment Income

Miseellaneous

TOTAL REVENUES

EXPENDITURES:

Persannel Expenditures
Operating Expenditures

Grant Expenditures

OEBF Loan Payment Expenditures

Bad Debt Expense

Miscellaneous

TOTAL EXPENDITURES

EXCESS (DEFICIENCY) OF REVENUES OVER
{UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES):

Interfurid Transfers

Bond Proceeds received from the State of Ohio
Distributions to Other Offices

TOTAL OTHER FINANCING SOURCES (USES)

NET CHANGE iN FUND BALANCES

FUND BALANCES - JULY 1, RESTATED (SEE NOTE 9)

FUND BALANGES, JUNE 20

Facitities Regional
Dperating Establishment Agency
Fund Fund Fund

§ 1134844 $ 530004 § -
- 6,792 675 1,764,140

- 4,308,257 254,590

= 134,074 . 42668

1,134,844 11,763,010 2,061,408
902,545 . -
888,607 - 1,327,971

- 149,760 B
- 1,669,020 {15,642)

- 268,478 -

1,788,153 2,085,256 1,31 2,329

_ (654,300) 9 877,754 749079

: (5,203,446) 1,349,116

- 50,000,000 -

= 44 796,554 1,349,116

_ (654,309) __ 54,474,308 2,098,195
2,033,310 342 188,328 61,690 644

$ 1,379,001 $396662836 § 63797839

The notes to the financial statements are an integrat part of this statermient.
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Rural

Development Inrovation Research and Nenmajor
iniliative Ohio Development  Govemmental
Fund Fund Fund Funds Total
5 - % G000 § 4500 § 12610 $ 1,687,958
- 20,833 - 66,200 8,644,548
- 1,076,414 1,086,227 15,200 8,737,706
- - - 12 176,755
- 1,103,247 1,089,727 94731 17,246,967
- - - - 902 546
- 80,338 - - 2,294,916
1,000,000 - - = 1,000,000
- - - - 149,760
- - - 14,748 1,668,126
- 19,088 - - 286,534
1,000,000 99396 - 14,748 6,300,882
1,000,000 1,003,851 1,088,727 79,083 10,946,085
2,000,600 - - 1,854,330 -
- - - - 50,000,000
_ L . - {128,420) (128.420)
2,000,200 - - 1.725,910 49,871,580
1,000,000 1,003,851 1,089,727 1,805,893 50,817,665
500,080 50,696,486 50,506,476 23,535,252 531,159,496
§ 1500000 $ 51700337 $ 51,586,203 § 25841145 $501977,161

16



OFFICE OF FINANCIAL INCENTIVES

RECONCILIATON OF THE CHANGE IN FUND BALANCES OF
GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES .
For the Fiscal Year Ended June 30, 2005

Net Change in Fund Balances - Total Governmental Funds $ 60,817.685

The change in net assets reporied for governmental aclivities in the
Statement of Activities is different because;

Some of the Office's revenues are collected after year-end but are not

available scon enough to pay for the cument period's (within 60 days

of year-end) expenditures, and therefore, are defenied in the funds.

This amount represents the change in beginning and end of year

deferred revenues. 18,733

Some expenses reported in the statement of activities do not require

the use of curreni financial resources and, therefore, are not reported
as expenditures in governmental funds

Change in Compensated Absences (23,695
Change in Ohio Enterprise Bond Fund Liability {161,363)
Change in Net Assets of Govemmen.tal Activities $ 60,649,340

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

17



OFFICE OF FINANCIAL INCENTIVES
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2005

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Office of Financial Incentives (OF}), as of June 30, 2005,
and for the year then ended, conform with accounting principles generally accepted in the United States
of America as applied to governments. The OF! is considered a single purpcse governmental entity
reported as Community and Econcmic Development. The Governmental Accounting Standards Board
(GASB) is the standard-sefting body for establishing governmental accounting and financial reporting
principles. The GASB’s Codification of Governmental Accounting and Financial Reporting Standards
documents these principles. OFI's significant accounting policies are as follows:

A. Reporting Entity

The Office of Financial Incentives, formerly the Office of Credit and Finance was created as part
of the Department of Development of the State of Ohio on July 14, 1983, by action of the State of
OChio Legislature. OFI administers the Direct Loan, Loan Guarantee, and Ohio Enterprise Bond
Fund programs of the Department of Development under Chapters 122 and 166 of the Ohio
Revised Code. These programs loan money to quatified businesses throughout the state for the
purpose of stimulating jobs and business within the state. The financial statements present only
the financial position and results of operations of the transactions attributable 1o OF|, which is a
patt of the primary reporling entity of the State of Ohio, and they are not intended to present the
financial pesition or the results of operations of the Department of Development taken as a whole.
The Comprehensive Annual Financial Report of the State of Ohio provides more extensive
disclosure of the significant aceounting policies of the State as a whole. Bud'geiary statements
are not required since the budgetary level of control lies with the Department of Development and
not with the OF 1§,

B. Basis of Presentation

The Statement of Nel Assets and the Stalerment of Activities display information about OFL
These statements include the financial activities of the overall govemmerit and siiminations have
been made for interfund transfers,

The Statement of Net Assets reports all financial and capital resources using the economic
resources measurement bcus and tha accrual basis of azcounting.  OF| presents the statement
in a format that displays assets fess liabilities equal net assets. Net assets is displayed in three

components:
. The Invested in Capital Assets component consists of land that OFF acquired.
. The Restricted Net Assets component represents net assets with constraints placed on

their use that are dther 1.) externally. imposed by creditors, grantors, contributors, or laws
or regutations of other governments or 2.} imposed by law through constitutional
provisions or enabling legistation.

. The Unrestricted Net Asseis component consists of net assets that do not -meet the
definitiors of the preceding two components.

The Statement of Activities presents a comparison between direct expenses and program
revenues for each function of OFI's governmental activities. Direct expenses are those that are
specifically associated with a program or function and, therefore, are clearly identifiable to a
particular program or function. Centralized expenses have been included in direct expenses.
indirect expenses have not been allocated {o the programs or functions reported in the Statemant
of Actiities. Generally, OF| does not incur expenses for which it has the option of first applying
restricted or unrestricted resources for thelr payment.
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NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
B. Basis of Presentation {continued)

Program revenues include loan interest income and fee revenue. Revenues that are not
classified as program revenues include all wrestricted investment income and miscellaneous
revenue.

The fund financial statements provide information about OFFs funds. The emphasis of fund
financial statements is on major governmental funds, each displayed in a separate column. Ali
remaining governmental funds are aggregated and reported as non-major funds. The funds
maintained by OFI are all governmental special revenue fund types. Each accounts for spécific
revenuss that are legally restricted to expenditure for designated purposes.

1. Major Governmental Funds
bgera‘tintr Fund (CAS Fund 451) ~ records operating expenditures. related to the
administration of the loans and loan guarantees made pursuant fo Revised Code
Sections 122.39 to 122,62 and Chapter 166. Operations are primarily funded through
transfers from the Facllities Establishment Fund.

Facilities Establishment Fund (CAS Fund 037} - accounts for proceeds deposited by

the Treasurer of the State of Ohio with OFl from bond sales, fee incomie, interest income,
loan receipts and disbursements for loans made pursuant to Chapter 166 of the Code.
Also, this Fund provides a reserve for the Ohio Enterprise Bond Fund in the event of
bondholder default.

Davslopment Enterprise Bond Reserva Account - This account is used to account for
the accumulation of payments made on type166 loans from January to June and July
to December. Funds are held in the account for a six month period to provide a
secondary reserve in the event the OEBF Program Reserve Account exceeds the
$10,000,000 available balance.

OEBF FProgram Reserve Account - This resefve account was m:txally created from net
proceeds of the 1988-1 State of Ohlo bond issuance. The account is used to ensure

adeguate funds are available 1o repay OChio Enterprise Bond Fund (OEBF)
bondholders when due. The $10,000,000 OEBF fund balance reserve will remain for
QEBF bondholders within the Facilities Establishinent Fund.

Regional Agency Fund - reports funds deposited with the regional agencies from fee
income, interest income, loan receipts, and loans disbursements made pursvant to
Chapter 166 of the Code and transfers of funds from the Facilities Establishment Fund.

Rural Development Initiatlve Fund — provides grants to eligible applicants who also

qualify and receive funding under the Rural tndustriat Park Loan program.

Innovation Ohio Loan Fund (Fund 009) — created to assist existing Ohio companies
develop next generation products within certain Targeted Industry Sectors by financing
the acquisition, construction and related costs of technology, facilities and equipment.

Research and Development Investment Loan Fund (Fund 810} — created to position

Ohio to compete aggressively for private-sector research and development investments
that will create high wage jobs.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
B. Basis of Presentation (continued)
2 Non-major Governmental Funds

Loan Guarantee Fund - records funds deposited with the Treasurer of the State of Chio
and accounts for payments made by OFI due to the default on contractuat loan terms by
borrowers on loans guaranteed pursuant to Chapter 166 of the Code.

122 Diréct Loan Program Fund (GDOD GRF) - accounted for the administration of
development loans made pursuant to Sections 122.38 to 122.62 of the ORC. The 122

Direct Loan Program, no lenger an active program, was replaced hy the 166 Direct Loan
Program. The two remaining loans were paid off in fiscal year 2005.

Rural Industrial Park Fund (Fund AZﬁ)'— accounis for designated priority investment
areas within Chio.

Urban Redevelopment Loan Fund (Fund 5D2} - accounts for activity which aides in the

development of eligible communities within the State of Chio, which are designated as
“Cenfral Cities™ as defined by the U.5. Office of Management and Budget.

Family Farm Loan Guarantee Fund (Fund 5HT) - reporis OFfs share of family farm
foan financing deposited with various financial institutions as a loan guarantee for eligible
borrowers. OF} guaranteés up te 40% of the loan project, which should not exceed
$200,000 per project.

C. Measurement Focus and Basis of Accounting

The government-wide financial statements (i.e. the statement of net assets and the statement of
activities) are reported using the economic resources measurement focus and the accrual basis
of accounting. Revenues are recorded when earned, and expenses are recorded at the time
liahilities are incurred, regardless of the timing of related cash flows. For revenues arising from
exchange transactions (i.s., charges for goods or services), OF! defers revenue recognition when
resources are received in advance of the exchange. .

As permiited by GAAP, OFI has elected nat to apply Financial Accounting Standards Board
Statements and Interprefations issued after November 30, 1989.

The governmental fund financial statements are reported using thé current financial resources
measurement focus and the modifiad accrual basis of accounting. Revenuss are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current pericd. For this purpose, OFI considers revenués to be available if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are recorded when
a liability is incurred, as under accrual a¢eounting. However, expenditures related to
compensated absences are recorded only when payment is due.

Significant revenue sources subject to accrual under the modified accrual basis of accounting
include investment income (including net increase or decrease in the fair value of invesiments),
loan interast income {including net increase or decrease in- allowance for doubtful leans), and fee
revenue.
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NOTE 1-- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. Estimates - The preparation of the financial statements in conformity with generally accepted
accounting principles reguires management to make estimates and assumplions that affect the
amounts reported in the financial statements and accompanying notes. Actual rosulis may differ
from those estimates, ' '

E. Deposits and Investments - In fiscal year 2005, OBM implemented GASB Statement No. 40,
“Deposit and Investment Risk Disclosures”. 1n addition, the OBM has adopted provisions of
GASB Siatement No. 31, "Accouniing and Financial Reporting for Certain Investmenis. and
External Invesiment Pools” (“GASB 31") of the Governmental Accounting Standards Board
(*GASB™). Accordingly, OFfs investments are stated at fair value {(based on quoted market
prices) in the accompanying statement of net assets and the change in the fair value of the
investmenis is recorded as Net Increase (Decrease) in Fair Value of Investments in the
Statement of Activities.

OFf has invested funds in the State Treasury Asset Reserve of Ohio (STAROhio}. STAROhio is
an investment pool managed by the State Treasurer's office, which allows governments within the
state to pool their funds for investment purposes, STAROhio is not registered with the SEC as an
investment company, but does operate in a manner consistent with Rule 2a7 of the Investment
Company Act of 1940. Investments in STAROhIo are valued at STAROhio's share price, which is
the price at which the investment could be sold.

F. Securities Lending - Ih accordance with GASB Statement No. 28, “Accounting and Financiai
Reporting for Securities Lending Transactions” ("GASE 28%), OFI reporis cash received as
collateral on securities lending transactions and any investments made with that cash as assets
in the accompanying balance sheet. Liabilities to return the collateral te the borrower are also
recognized. Securiities received as collateral in connection with securities lending activities are
not recorded as assets and liabilities of OF|, because OF! does not have the ability to pledge or
sell the securities without borrower default.

G. Loans Receivable, Net and Allowance for Uncollectible Loans - Loans receivable includes
amounts due OF | for loans and loan guarantees entered into as part of its loan programs. Loans
receivable is reported net of the allowance for uncollectible loans, which applies the following
atlowance methodology:

. 76% of loans certified to the Office of the Attorhey General,
1% of loans cutsianding within the Facilities Establishment Fund, and
0.5% of the loans outstanding within the Regional Agency Fund and the Family
Fam Loan Fund.

The OF i management has determined that an Allowance for Uncollectible Loans is nol necessary
for the innovation Ohio Fund, Research and Development Fund, Rural industrial Park Lean Fund
and Urban Development Loan Fund based on collection history.

Direct loan write-offs are reported upon holification from the Attorney Generat that an account is
uncollectible. Direct loan wite-offs are charged against the aliowance.

The loan receivables are divided into eurrent B0 days) and non-current portions. The following
table summarizes the vartious funds and the breakdown of the receivables.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued]}

Eund Current . Non-gurrent
Facilities Establishment $ 5,954,441 $208,542, 185
Regional Agency 1,376,641 42 025,046
Innovation Ohio 2 2,000,000
Research and Development - 4,500,000
Rural Industrial Park 238,749 6,137,947
Urban Redevelopment 6,666 8,041,480
Family Farm Loan Guarantee —i0t 822, 2833 341
Total : . .

Leases Receivable - Lease Receivable includes a 166 Direct Loan to Union County CiC/Scotts.
The State holds titie to the asset and leasas it back. Total lease receivable as of June 30, 2005
was $1,423,946 which is comprised of a2 current portion' ($20,544) and a non-current pertion
{$1,403,402).

Other Assets - Other assets includes receivables for Port Authority Bond Reserve service fees
and prepaid expenses. Total other assets as of June 30, 2005, were $92 588.

Accounts Payable and Accrued Liabilities - Accounts payable includes accruals for operating
expendituresfexpenses, which are aitributabile to purchases prior to June 30, 2005. Total
accounts payable as of June 30, 2005 was $123,303. Accrued liabilities include wages payable
of $53,828 as of June 30, 2005.

Deferred Revenue - In the fund financial statements, dsferred revenue includes accruals for
revenue due to OF! by Jurie 30, 2005 but collected after August 31, 2005 Total deferred
revenue as of June 30, 2005 '

was $88,452.

Compensated Absences - The State of Ohio, which governe employee leave benefits and
policies; pays -compensation to separated employees for leave balances accumulated during the
employee’s term of service. In accordance with Governmental Accounting Standards Board
Statement No. 16, Accounting for Compensated Absences, OF! calculated the compensated
absences liability. on employses’ fiscal year-end balances for vacation, sick, and compensatery
leaves. The total compensated absencas balance for the period ending Juné 30, 2005 was
$97.458.

Fund Balance/Net Assets

Reservations of equily represent amounts that are not appropriable or are legally restricted for a
specific purpose. The total fund balance for the period ended June 30, 2005 was $591,977,161.

The fund balance includes 132,462,651 for encumbrances, $274,079,959 for non-current loan
receivables, $1,403,402 for non-current lease receivable, $10,000,000 for the Ohio Enterprise
Eond Fund Program Reserve and $174,031,149 that is unreserved/undesignated.

The totd net assets as of June 30, 2005 were $589,038,316 which includes $231,524 for capital

assets, $10,000,000 that is restricted for the OEBF Program Reserve, and $578,806,792 of
unrestricted net assets.
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NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Investment and Loan interest Incotne - Investment income includes investment earnings from
STAR Ohio investments and the quaiterly allocation of investment earnings from cash equity with
treasurer and corresponding interest reeeivables. Loan interest income includes interest earned
from the repayment of loans.

Feo.Revenue and Miscellaneous Rovenue - Fees include service fees for the acim:mstratmn of
the loan processing and commitment and application fees paid by the borrower.

Personnel and Operating Expend}turelexpenses- Personnel expenditures/expenses include
all payroll and fringe benefit costs pald by the OFL  Operating expenditures/expenses include
various supplies and maintenance expenditures, equipment purchases, and regional agency
trustee and administrative fees.

Grant Expenditures/Expenses - The Rural Development Initiative Fund provides grants to
eligible applicants who also qualn‘y and recelve funding under the Rural Industrial Park Loan
program.

OEBF Loan Pay'ment-Expendlthres'lExpenses' - The OFI guarantees Ohio Enterprise Bonds

and makés loan payments for Bonds that are in default of monthly payments. As of June 30,

2005, there were three OEBF bonds in defauit totaling $3,161,363.

Interfund Transfers and Disfributions to Other Offices- The OFlinterfund transfers primarity
consisted of transfers from the Facilities Establishment Fund to other loan programs and the
regional agencies. These and other tansfers are provided for in HB No. 95 and require
Conftrolling Board approval unless otherwise specified. Transfers out to state agencies resulted
from repayment of 122 Direct Loans into the State of Chio's General Revenue Fund. Since the
financial statements present only the financial information of OFI and de not present the
consolidated financial information of the State of Ohio, taken as a whole, the total distributions to
other offices will not reflect offsetting receipts from state agencies.

Bond Proceeds received from the State of Chic — The OF| received an additional $50 million
in cash lo finance a number of large projects as well as to replenish the Faclht:es Establishiment
Fund

Selflnsurance - The State of Chio serves as the OFfs primary government and is self-insured
for claims covered under its traditional healthcare plan, vehicle liability, public fidelity blanket
bonds, property losses, and tort liability. Additionally, the State of Ohio participates in a public
entity risk pool which covers liabilities associated with claims submitted to the Bureau of Workers'
Compensation.
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NOTE 2 - DEPOSITS AND INVESTMENTS

The deposit and investment policies of the Treasurer of State and the State Board of Deposit are
governed by the Uniform. Depository Act, Chapter 135, Chio 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 fo meet current deniands.
Such moneys must be maintained either as cash in the State’s treasury or in one of the following: a
comimercial account that is payable or withdrawable, in whale 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 meneys 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 Deposifs — Those meneys not required for immediate use, but needed before the end of the
current period of designation of depositaries. Interim deposits may be deposited or invested h the
following instruments:

. 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;
. Bonds, notes, debentures, or other obligations or securities issued by any federsl

government agency, or the Export-Import Bank of Washington;

Repurchase agreements in the securities enumerated above;

Interim depesits in the eligible institutions applying for interim moneys;

Bonds and other ohligations of the State of Ohig;

The Treasurer of Staie’s investment pool; _

Linked deposits, reducedrate deposits at financial institutions that provide educed-rate

loans ta small businesses, as authorized tinder Section 135.63, Ohio Revised Code;

. Agricultural linked deposits, reduced-rate deposits at financial institutions that provide
reduced-rate loans to agriculturai businesses, as authorized under Section 135.74, Ohio
‘Revised Cods;

. Revetse repurchase agreements with any eligible financial institution that is a member of
the Federal Reserve System or federal home lcan bank, or any recegnized U.G.
government securities dealer;

. Secuiities lending agreements with . any gligibte ﬁnancral mstltut:on that is a member of the
federal reserve system or federal home loan bank, or any recognized U.S. gevernment
securities dealer;

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

. Bankers’ acceplances matuling in 270 days or less and not exceeding 10 percent of the
: investment portfolio; '

. Debt of domestic corporations and foreign nations diplomatically recognized by the United

States, rated investment grade by nationally recognized 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 collaterahzed.
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NOTE 2 — DEPOSITS AND INVESTMENTS (continued)

As of June 30, 2005, OFls investments totaled $52,012,313, consisting of monsy market funds
($32,345,096) and STAR Chio ($18,667,217).

Credit Risk — Credit risk is the risk that an issuer or counterparty to an investment will be unable to fuifilt
its obligations. - At year end, OFI indivectly held debt securities through STAR Ohio and multiple money
markéet funds. STAR Qhio was rated AAA and OF!'s money market funds were not rated.

Concentration of Credit Risk — Concentration of credit risk is the risk of inability to recover the value of
deposits, investments, or collateral securities in the possession of an outside parly caused by a lack of
diversification. At year end, OF! was not exposed to concentration of credit risk because OFI had na
positions of 5 percent or more in any single issuer.

Interest Rate Risk — Interest rate risk is the risk that an interest rate change could adversely affect an
investment's fair value. At year end, all of OF['s investments had an average maturity of less than ona

year.

Custodial Cradit Risk - Depaosits — In the case of deposits, this is the risk that in the event of a bank
failure, OFF's deposits may not be returned to it. OF| maintains cash on deposil at a commercial bank
and in two custodial accounts with the Staie Treasurer. Public depositories are required to give security
far all public funds on deposit. These institutions may either specifically collateralize individual accounts
in lieu of amounts insured by the Federal Deposit Insurance Corporation (FDIC) or may pledge a pool of
government securities, the face value of which is at least 110% of the total value of public moneys on
deposit at the institution. At year end, OFFs deposits were nol exposed lo custodial credit risk.

Custodial Credit Risk - Investments - For an investment, this is the risk that, in the event of the failure
of the counterparty, OF | will not be able to recover the value of its investments or collateral securities that
are in the possession of an outside party. OFi's investments were not exposed fo custodial credit risk at
year end because all investments were registered in the OF['s pame.

Foreign Currency Risk — Foreign cumrengy risk is the risk that changés in exchange rates between the
U.S. Dollar and foreign currencies could adversely affect an investment’s fair value. OF| had no exposure
to foreign currency risk at fiscal year end_.

NOTE 3 - SECURITIES LENDING TRANSACTIONS

OFi through the Treasurer of State’s investment Department participates in a securities lending program
for securities included in the “Equity in State of Ohio common cash and investments” and STAR Ohio
accounts. The State's lending programs, authorized under Sections 135.143, 135.45 and 135.47, Ohio
Revised Code, are adntinistered by custodial agent banks, whereby certain securities are transferred to
indepandant broker-dealers (borrowers) in exchange for collateral. OF! has minimized its exposure to
credit risk due to borrower default by requiring the custodial agent to ensure that the lent securities are
collateralized at no less than 102 percent of the market valie at the time of the loan. At no point in time
can the vafite of the collateral be less than 100 percent of the value of the underlying securities on loan.

For loaned contracts the Treasurer executes, not more than 15 percent of the State’s cash and
investment portfolio can be lent to a single broker-dealer. For State funds on deposit with the Treasurer,
the lending agent may not lend more than 75 percent of the total average portfolio. For the STAR Ohio
program, not more than 25 percent of the STAR Ohio investment pool may be lent at any one time, and
not mere than 10 percent of the investment pool may be subject to term loans in excess of one business

day.
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NOTE 3 - SECURITIES LENDING TRANSACTIONS (continued)

During the fiscal year, the State Treasurer and the STAR Ohio program lent U.S. government and agency
obligations in exchange for collateral ¢onsisting of cash and/or U.S. government obligations. OF1 cannot
sell securities received as coltateral unless the borrower defaults. At June 30, 2005 the:coliateral OF| had
received for securities lent consisted entirely of cash, some of which had been temporarily invested by
OF| in various securities. For State funds, the Siate Treasurer invests cash collateral in shoit-term
obligations; which have a weighted average maturity of all foans was 4.9 days while the weighted maturity
of collateral was 19.5 days. For STAR Ohio, the weighted average of all loans and colfateral was 1 day.

For State funds, the securities lending agent shall indemnify the Treasurer of State for any losses
resulting from either the default of the borrower or any violations of the securities lending policy. For the
STAR Ohio program, the agent agrees to indemnify the Treasurer for [0ssés résulting from the failure of
the horrower to return the loaned securities in accordance with the terms of the loan agreement, provided,
however, that the agent’s obligation to indemnify the Treasurer shall be limited to an indemnification
amount equal to the difference between the market value of the loaned securities on the date that such
loaned securittes should have been returmned fo the agent and the greater of (1) the cash collaleral
received from the borrower or (2) the value of investments of collateral. There were no recoveries during
fiscal year 2005 dua to prior-period losses.

For both the State funds and STAR Qhio lending programs, since the lender owes the bormower maore
than the borrower owes the lender, there is no credit risk to the lender as of June 30, 2005. The State's
Office of Budget and Management allocates the State’s pooled cash collateral to various funds within the
State's Central Accounting System (CAS) based on ¢ash balances at Juneg 30, 2005. As a result, OFf's
Allocated Collateral on Lent Securities and related Allocated Obligations Under Securities Lending as of
June 30, 2005, was $152,960,353.

NOTE 4- LOAN PROGRAM ACTIVITY

The following table summarizes loan repayments and new loan activity of the various funds during the
fiscal year:

Baginning Loan Loan Ending

Fund Balance Additions Redugctions Bailance
Facillties Establishinent $ 230,591,276 $36,3055804 $(39.784266) $ 227,112,814
Regional Agericy 46,748,116 6,111,164 (9,230,494 43,619,786
Innavation Chio - 2,000,000 - 2,000,000
Research and Development - 4,500,000 = 4,500,000
122 Direct 127,188 ) - {127.188) =
Rugal Industrial Park 6,831,218 1,000,000 -{1.454.522) 6,376,696
Urban Redevelopment 8,221,459 - {173,333) 8,048,126
Family Farm Loan Guarantee 3,507,778 50,000 {608,167} 2,949.811
Grand Totat $ 296,027,035 §$40,966,968 $(51386970) $ 294,607,033

The allowance for loan logses is the result of management’'s review of loans, with consideration given fo
collateral values, bomrrower's financial condition and current ecanomic envitonment, The allowance fs
maintained at the level management estimates adequately provide for potential loan losses. The total
allowance for loan losses as of June 30, 2005 was $11.425,109 (Facilities Establishment Fund was
$11,182,262: Regional Agency Fund was $218,099; and Family Farm Loan Guarantee Fund was
$14,748).
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NOTE 4 - LOAN PROGRAM ACTIVITY (continued)

Under the Famity Farm Loan Guarantee Program, OFIs share of loan financing is in the form of
Certificates of Deposit with various financial institutions as a loan guarantee for eligible borrowers. OFI
guarantees up to 40% of the lpan project, which should not exceed $200,000 per project.  As the
bofrowers pay down the bank loan, the bank refunds a portion of the Certificate of Deposit to OFI.

NOTE 5 - COMMITMENTS AND CONTINGENCIES
A. Ohio Enterprise Bond Funds

Ohio Enterprise Band Fund {OEBF) bonds are issued through the Treasurer of State for the purpose of
financing “eligible projects” of private industry organizations, such as ‘a company's purchase of
manufacturing equipment. The actual bonds are sold through private placement. At June 30, 2005
outstanding foan balances under this program aggregated $163,560,000 with original terms up to 20
years at interest ranging from 2.0% to 10.0%. According to the Ohio Enterprise Bond Fund's official bond
statement, the bonds are not general obligafions of the State of Ohic or of any political subdivision and
are not payable from any tax source, therefore, the rights of holders of the bonds to payments of amounts
due there under are limited solely to the Ohio Enterprise Bend Fund Accounts. The scheduled paymaent
of the bonds is, however, guaranteed through OFL OFI[ anly monitors OEBF activities and does not
include the financial transactions within its financial statements.

Of the 36 Chio Enterprise Bond Fund bonds with outstanding principal balances, 33 were current in their
repayment as of June 30, 2005. The following schedule identifies the three bonds in default and shows
payments to be made each year from FY2006 through FY2010 and then in 5-year incremenis.

Euclid & CIC of Erie

Wickliffe _ . _Hamifton . __ Terminal _ _ _ Tofal _
Fy 2006 $ 196,667 $ 71668 $ 120,000 $ 388,335
FY 2007 . 200.000 80,000 120,000 400,000
FY 2008 216,667 80,000 136,667 433,334
FY 2009 231,667 80,000 146,667 458,334
FY 2010 251,667 91,667 161,666 505,000
FY 2011-2015 1 621 666 558,332 75,000 2,254 998
FY 2018-2020 433333 - 238409099
Total § g,ggg,ggg § 1395000 _$__ZED..D.QD_ _$_ﬁ,325.ﬁﬂﬂ_

At June ‘30, 2005, OFI's debt service obligation in regards to these three defaulled bonds was
$3,161,363, which is recorded as a long term liability on the Statement of Net Assets. The difference
between the total bend amount outstanding and OFI's long term liability amount is a combination of net
collateral proceeds and debt service reserve funds totaling $3,566,730 and $96,907, respectively.

B. Ohio Enterprise Bond Fund Leases
Within the OEBF, there are seven projects where the State of Ohio holds tifle to the assets and leases
them back to the companies. These lease transactions are OEBF aciivities and are not part of the OFI

financial statements. Total leases receivable as of June 30, 2005 were 524,072,000. The projecis that
include leases are as follows:
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NOTE § -~ COMMITMENTS AND CONTINGENCIES (continited)

Original Current
_lssued _Borrower Amount  ___ Balance __ _

1983-5 Foremost Management 8,100,000 4,885,000
1989-4 House of LaRosa .8,255,000 3,120,000
1995-1  JJ & W Partnership 3,425,000 2,260,000
15991-1  Kinetics Noise Control 2,270,000 1,230,000
1994-4 Orlando Baking Company 3,575,000 1,485,000
20001  Scotts/tInion County ) 6,025,000 5,335,000
20002 Western Reserve P.A. Timken 6,185,000 5,757,000

Grand Total $ 37,835,000  _$ 24 072,000

In case of a lease default, OF| would first draw on the 10% letier of credit to satisfy the bondholders. If
the letter of credit is insufficient, the State would then liquidate the assets to which it holds title. Finally, if
the bondholders are still not paid in full, OFI is obligated to make the bond payments using the Facilities
Establishment Fund.

€. Loan Commitments

These commitments primarily represent Chapter 166 loan commitments, which have been approved by
OFI's Development Financing Advisory Council and the State’s Controlling Board; however, the loans
were not closed as of .June 30, 2005. Below is a summary of outstanding commitments of OF[ related to

the Chapler 166 program:

Eund ; Commitment ..
Facilities Establishment 3 £4,284.240
Innovation Ohio 5,715,104
Research and Development 37,275,000
Rural {industrial Park . 2,000,000
tirban Redevelopment — 15360792
Grandg Total . 3 124,644 136 :

The Facilities Establishment encumbrance includes $ 5,823,955 to local agencies. These funds are
transferred to the escrow funds of these agencies for eligible project lpans based on program
requirements. The encumbrances do not include each individual agency’s pollution prevention program.
These programs are administered by the local agencies on behalf of OFI.

D. Loan Guarantees

Under the Chapter 166 Loan Guarantee Program, OF| guarantees up to 75% of certain qualifying loans
made by various financial institutions. The bonds issued by the State of Ohio to fund the loan and loan
guarantee pregrams under 186 of the Code are 1o be repaid initially from revenue of the State from the
sale of liquor. Repayment would come from the Facilities Establishment Fund only if such revenues were
inadequate {o service the debt. At June 30, 2005, OF| had two guarantees outstanding.
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NOTE 6 - PENSION PLAN

All full-time employees participate n the Ohio Public Employess Retirement System (OPERS). OPERS
administers three separate pension pians as described below;

1 The Traditional Plan — a cost-sharing multiple-employer defined benefit pension plan.

2. The Member-Directed Plan ~ a defined contributjon plan in which the member invests both
member and employer contributions {(employer contributions vest over five years at 20% per
year), Under the Member-Directed Plan members accumulate retirement assets equal to the
value of member and (vested} employer contributions plus any investment earnings.

3 The Combined Plan — a eost-sharing muitiple-employer defined benefit pension plan. Under
the Combined Plan employer contributions are invested by the retirement system to provide a
formula retirement bensfit similar in nature to the Traditional Plan benefit. Member
contributions, the investrient of which is self directed by the members, accumulate retirement
assels in a manner similar to the Member-Directed Plan.

OPERS provides retirement, disability, survivor and death benefits and annual cost of living adjustments
to members of the Traditional Plan and Combined Plans. Members of the Member-Directed Plan do not
qualify for ancillary benefits.

Authority to establish and amend benefits is provided by state statute per Chapter 145 of the Ohio
Revised Code. OPERS issues a stand-alone financial veport. Interested parties may obtzin a copy by
making a wrillen request to 277 East Town Streel, Columbus, Ohio 43215-4642 or by calling (814) 222-
6701 or 1-800-222-PERS (7377). '

The Ohio Revised Code provides statutory authority for employee and employer contributions. For 2004,
member and employer contribution rates were consistent across all three plans.

The 2004 member contribution rate was 8.5% for OFl employees. The 2004 employer contribution rate
was 13.31% of covered payroll. OFFs required contributions to OPERS for the years ended June 30,
2005, 2004, and 2003 were $89,298, 567,998, and $93,589, respectively, equal to the required
contributions for each year,

NOTE 7~ OTHER POST-EMPLOYMENT BENEFITS

The Ohio Public Employees Retirement System (OPERS) administers three separate pension plans: The
Traditional Plan (TP) — a cost-sharing multiple-employer defined benefit plan; the Member-Directed Plan
(MD} — a defined contribution plan; and the Combined Plan {(CO) — a cost-sharing multiple-employer
defined benefit pension plan that has elements of both a defined-benefit and defined contribution plan.

OPERS provides retirement, disability, and survivor benefits, as well as postretirement hiealth care
coverage to qualifying members of both the Traditional and the Combined Plans. Mambers of the
Member-Directed Flan do not qualify for ancillary benefits, including postemployment health care
coverage.

In order to gualify for pest-retirement health care coverage, age and service retirees under the Traditional
Pension and Combined Plans must have 10 or more years of gualifying Ohio service credit, Health care
coverage for disabiiity recipients and qualified survivor benefit recipients is available. The health care
coverage provided by the OPERS is considerad an Other Pestemployment Benefit (OPEB) as described
in GASB Statement No. 12.
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7. OTHER POST-EMPLOYMENT BENEFITS (continued)

A portion of each employer's contribution to OPERS is set aside for the funding of postretirement health
care. The Ohio Revised Code prevides staiutory authority for employer contributions. The 2004
employer contribution rate was 13.31% of covered payroll, of which 4% was used to fund health cara for
the year. The Ohio Revised Code provides the statutory authority requiring public employers to fund
postretirement health care through their confributions to OPERS.

The assumptions and calculations below were based on OPERS’ latest actuarial eview performed as of
December 31, 2003,

Funding Method - An entry age normat actuarial cost method of valuation is used in determining
the present value of OPEB. The difference between assumed and actual experience (actuarial
gains and losses) becomes part of unfunded actuarial accrued liability.

Asset Valuation Method - All investments are carried at market value. For actuarial valuation
purposes, a smoothed market approach is used. Under this approach assets are adjusted to
reflect 25% of unrealized market appreciation or depreciation on investment assets annually.

fnvestment Return - The investment assumption rate for 2003 was 8%.

Active Empioyee Total Payroll - An annual increase of 4%, compounded annually, is the base
portion of the ‘individual pay increase assumption. This assumes no change in the number of
active employees. Additionally, annual pay increases, over and above the 4% base increase,
were asslimed to range from .5% to 6.3%.

Health Care - Health care costs were assumed to increase atthe projected wage inflation rate
plus an addiional factor ranging from 1% 1o 6% for the next 8 years. [n subsequent years (9 and
beyoend) health care costs were assumed 10 increase at 4% (the. projected wage inflation rate).

QPEB's are advance-funded on an actuarially determined basis. At year-end 2004, the number of active
contributing participants in the Traditional Pension and Combined Plans totaled 369,885. The
contribution rates stated above are the actuarially deterniined contribution requirements for OPERS. The
portich of OF s 2005 contributions that was used to fund post-employment benefits was $26,834.

The amount of $10.5 billion represents the actuarial value of QPERS' net assets available for OPEBs at
Detember 31, 2003. The actuarially acerued liability and the unfunded actuarial accrued liability, based
on the actuanal cost method used, were $26.9 billion and $16.4billion, respectively. ' :

On September 9, 2004 the OPERS Retirement Board adopted a Health Care Preservation Plan (HCPP)
with an effective date of January 1, 2007. The HCPP restructures OPERS health care coverage to
improve the financiai solveney of the fund in response to skyrocketing heaith care costs.

Uind'er the HCPP, retirees. eligible for health care coverage will receive a graded monthly alfocation based
on their years of service at retirement. The Plan incorporates a cafeteria approach, offering a broad
range of health care options that ailow benefit recipients to use their monthily altocation to purchase health
care coverage customized fo meet thelr individual needs. If the monthly allocation exceeds the cost of
the options selected, the excess is deposited into a Retiree Medical Account that can be used to fund
future health care expenses.
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8. LONG TERM LIABILTIES

Long term liability activity for the year ended June 30, 2005 is as follows:

Beginning E-ndiﬁg Amount Due

Type ——Balance _ lncrease _ Decrease = Balance  _in OneYear
Compensated Absences $ 73783 $ 23685 3§ - $ 97458 5 8,625
Ohio Enterprise Bond Fund 3000000 161 2383 = 31681 363 156 385

Total Long Term Liabilites _$3.073763 _$ 185088 8. .. . - _$3258821 .3 . 183010

The compensated absences will be paid from the operating fund.

A summary of OFI's future Ohic Enterprise Bond Fund debt service obligations as of June 30,'2005
are as follows:

Eiscai Year Principal Que
2006 156,385
2007 S
2008 -
2008 3,334
2010 161,667

2011-2015 454,931

2016-2020 — 2384008
Total 3,161,383

9. RESTATEMENT QF FUND BALANCE

During 2005, it was determined that the liability established for the Chic Enterprise Bond Fund was not a
liability under the governmental modified accrual basis of accounting because it was not expected to be
liquidated with available financial resources in the current period. Therefore, OFI increased the July 1,
2004 beginning Facilities Establishment Fund fund balance $3,G600.000, the amount of the previously
accrugd liability. This adjustment had nb effect on the government-wide financial statements as those
statements are reported on the full accrual basis of accounting.
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OFFICE OF FINANCIAL INCENTIVES
BALANCE SHEET

NONMAJOR GOVERNMENTAL FUNDS
June 30, 2005

ASSETS:
Cash Equity with Treasurer
Cash and Cash Equivalents
Allocated Collateral on Lent Securities
Loans Receivable, Net
Leases Receivable

QOther Assets
Due From Other Funds

TOTAL ASSETS

LIABILITIES:
Accaunts Payable
Accrued Liabilities

Allocated Obligations Under Securities Lending
Deferred Revenue

TOTAL LIABILITIES

FUND BALANCES:

Reservad for:
Encumbrances
Noncurrent Portion of Loans Receivable
Noncurrent Portion of Leases Receivable

Ohio Enterprise Bond Program
Unreserved/Undesignated (Deficits)
TOTAL FUND BALANCES

TOTAL LJIABILTIES AND FUND BALANGES

Loan 122 Direct  Rural Industrial
Gusrantee Loan Park Loan
Fund Fund Fund
$ - % $ 3413759
754,205 3
19,636 2,025,587

= 6,376,696

- 22,764
773,941 11,838,806
19,636 2,025,587
19,636 2,025,587

- 2,000,000

2 6,137,947

754,205 1675272
754,205 9,813,219

$ 773841 0§ $11,838.808

The notes to the financial statements are an integral part of this statement.
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Urban Family Farm  Total Nonmajor
Redevelopment Loan Gaurantee Governmentat
L.oan Fund Fund "~ Funds

$ 2216667 $ 1,574085 % 7.204491
- - 754,205
1,315,281 933,987 4,294 491
8,048,126 2,934,883 17,359,685

- - 22,764
11,580,074 5,442 915 20,635,636
1,315,281 933,687 4,294,491
1,315,284 933,987 4,294,491
45,369,792 - 17,369,792
8,041,460 - 2,833,341 17,012,748
(13,146,459) 1,675,587 (9,041,395)
10,264,793 4,508,928 25.341,145
$11,580,074 $ 5442915 $29635636




OFFICE OF FINANCIAL INCENTIVES

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
NONMAJOR GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2005

Loan 122 Direct Rural industrial
Guarantee Loan - Park Loan
Fund Fund Fund
REVENUES: '
Fee Revenue 3 o~ 8 - % 5,156
Loan Interest Income - 1,868 10,665
Investment Income 15,209 - -
Miscellaneous ) - - _ -
TOTAL REVENUES 15,209 1,868 15,821
EXPENDITURES:
Bad Debt Expense - - -
TOTAL EXPENDITURES - - -
EXCE_SS {DEFICIENCY) OF REVENUES OVER
(UNDER) EXPENDITURES 15,209 1,888 15,821
OTHER FINANCING SOURCES (USES):
Interfund Transfers - - 1,854,330
Distributions to Other Offices _ _ - (128,420 -
TOTAL OTHER FINANCING SOURCES (USES) - _ {128420) 1,854,330
NET CHANGE IN FUND BALANCES 15,209 (126,552) 1,870,151
FUND BALANCES, JULY 1 738,996 126,552 7,943,088
FUND BALANCES, JUNE 30 8 754205 % _ - $ 8813219

The notes to the financial statements ara an integral part of this staternent.
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Urban Family Farm  Total Nonmajor

Redevelopment  Loan Gaurantee  Govemmental
Loan Fund Fund _ Funds

$ 7454  § - 3 12,610

- 54,367 66,900

; ' 15,209

12 - ' 12

_ 7,468 54,367 94,731

- _ 14,748 14,748

- 14,748 _ 14748

7,466 39619 79,983

. . 1,854,330

- = (128,420

- - 1,725910

7,466 39,619 1,805,893

10,257,327 4,469,309 23,635,252

$ 10264793 § 4508928 § 25341145
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Crowe

Crowe Chizek and Company LLC
Member Horwath International

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Office of Financial Incentives
State of Ohio

We have audited the financial statements of the Office of Financial Incentives (Office), State of
Ohio, as of and for the year ended June 30, 2005, and have issued our report thereon dated
September 23, 2005. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Office’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control over
financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be material weaknesses. A
material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over financial reporting and its operation that we consider to be
material weaknesses. We noted other matters involving the internal control over financial
reporting that do not require inclusion in this report, that we have reported to the management of
the Office in a separate letter dated September 23, 2005.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Office’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.
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This report is intended for the information and use of audit committee, management, the Office’s
Development Financing Advisory Council, management of the State of Ohio and the Ohio

Legislature and is not intended to be and should not be used by anyone other than these
specified parties.

- ca.a./; S d-mr LE
Crowe Chizek and Company LLC

Columbus, Ohio
September 23, 2005
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Prior Year Finding 2004-01 — Reportable Condition
General ledger

In the past, the Office of Financial Incentives (Office) did not utilize a general ledger system to record its
financial activities. The Office began installation and implementation of a general ledger system in fiscal
year 2004. While the implementation is not complete, the Office does have a general ledger process in
place now that provides a framework for accurate recording of transactions, appropriate reconciliations of
account balances and proper reporting of the financial information.
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88 Hast Broad Street
P.O. Box 1140

Auditor Of State Columbus, Ohio 43216-1140
Betty Montgomery R A
Facsimile 614-466-4490
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CLERK’S CERTIFICATION
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