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But first...
Basics of GO Debt

y



Chapter 133 Securities

Ohio's Uniform Public Securities Law

Used to finance “permanent improvements”

* Property or assets having an estimated useful life of 5+ years

Includes most GO bonds and bond anticipation notes (BANs), tax
anticipation notes (TANs), and revenue anticipation notes

Maximum maturity of the bonds is determined by the expected useful
life of the financed assets, as certified by fiscal officer (ORC 133.20)
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Section 133.20 | Maximum maturity.
Ohio Revised Code / Title 1 State Government / Chapter 133 Uniform Public Securities Law

Effective: Septemiber 29, X3 Latest Legiclation: Howse Sill 155 - 1209th General Assemibly POF: Dovwnlood Authenticated FDF

(A} This section applies to bonds that are generz] obligation Chapter 135, securities. 1f the bonds are payeble &= to principal by provision for annual installments,

the pariod of limitations on their last maturity, referred to a5 their maximum maturity, shall be measured from & dats twelve months prior to the first date on
which provizion for payment of principal is mads. If the bonds are payeble s to principal by provision for semianmual instzllments, the period of imitations on
thair last maturity shall be measured from a date six months prior to the first date on which provizion for payment of principzl is mada.

(B) Bonds izsued for the following permansent improvemants or for permanent improvements for the following purpos=s shall have maximum maturitiss not
exceading the number of vears stated:

(1) Fifty years:
(&) The clearence and preparation of 12zl property for redevelopmeant &= an urban redevelopment projact;

(b} Acguiring, constructing, widening, relocating, anlarging, extending, and improving & publicty owrned railrozd or line of railway or 2 Light or heavy rail rapid
transit system, including related bridgas, overpasses, underpasses, and tunnels, but not including rolling stock or equipment;

(c) Pursuant to saction 307675 of the Revised Code, constructing or repairing a bridge w=ing long life axpectancy material for the bridze deck, and purchasing,
instzlling, and maintaining any parformance equipment to monitor the physiczal condition of a bridge so constructad or repaired. Additionally, the averages
maturity of the bonds shzll not excesd the expected wseful life of the bridge deck as determined by the county enginesr under that section.

(1) Forty years:

(&) Generzl weterworks or water system permanent improvemants, including buildings, water mzains, or other structures and facilities in connaction therewith;
(b) Sewers or sewage treatment or disposal works or facilities, indluding fireproof buildings or other structures in connecbon therewith;

(c) Storm water drainage, surface water, and fiood prevention fadlities.

(%) Thirty-five years:

(&) An arana, a convention cantar, of & combination of an arenz and comvention center under section 307.6%5 of the Revised Code;

(b} Sports facilides.

DINSMORE & SHOHL LLP / © 2025. ALL RIGHTS RESERVED




(4] Thirty years:
(&) Municipz] recreation, excluding recreztional eguipment;
(b) Urban redevelopmant projects;

(c) Acquisition of real property, excapt as provided in division (F) of this saction;

(d) Strest or allay lighting purposes or relocating overhead wires, cgbles, and appurtenant equipment undergrownd.

(=) Twenty vears: constructing, reconstructing, widening, opening, improving, grading, draining, paving, extending, or changing the line of roads, highways,
exprassways, freeways, streets, sidewallks, alleys, or curbs end gutters, end related bridges, viaducts, overpasses, underpasses, grada crossing eliminations, ssrvice

znd access highways, znd tunnals.

(&) Fiftean yvears:

(&) Besurfading roads, highweys, streets, or alleys;

(b) Alzrm, telegraph, or other communicztions systems for police or fire departments or other emargency services;
(c) Pessanger buses used for mass transpartation;

(d) Energy conservation measures as authorized by section 133.06 of the Revized Code.
(7] Ten y2ars:

(&) Watar metars;

(b) Fira department apparatus and eguipmant;

(c) Rozd rollers and other road construction and servicing vehicles;

(d) Furniture, equipment, and furnishings;

(&) Landscape planting and other site improvements;

() Playground, athletic, and recreational equipment and apparatus;

(g) Emergy consarvetion measuras as authorized by saction 305.264 of the Bevizsed Coda.

(8] Five years: New motor vehicles other than those described in eny other division of this section 2nd those for which provision i made in other provisions of
the Revized Code.
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General Obligation Bonds

* |Issuer pledges its “full faith and credit and general
taxing power” to payment of debt charges

OOOOO

TREASURY BONDS
ARE BACKED BY
THE FULL FAITH
AND CREDIT OF
THE UNITED %
STATES GOVERNMENT!

» Unvoted GO: secured by an ad valorem tax on all taxable
property within the Issuer within limitations prescribed
by law (limited tax pledge)

% offer may not || =
be valid ,

« Voted GO: secured by an ad valorem tax on all taxable
property within the Issuer without limitation as to rate
or amount (unlimited tax pledge)

» Lower risk for investors, so often provides lower
borrowing costs for issuers than alternate financing
options
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Direct Debt Limitations

« Statutory debt limitations for net indebtedness

— County (ORC 133.07)

— Municipality (ORC 133.05)
— Township (ORC 133.09)

— School district (ORC 133.06)

« Based on a political subdivision’s assessed valuation




Direct Debt Limitations

 Certain debt is not included in the net indebtedness of a political
subdivision and not subject to the direct debt limitation:

— Special assessment bonds

— Revenue bonds

— Sales tax bonds

— Certain “self-supporting” obligations

— Debt issued for specific purposes (such as jail bonds)
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Constitutional Debt Limitation

* Art. XIl, Section 2 of the Ohio Constitution prohibits taxation of
property in excess of 1% (10 mills) of true value without a vote

— ORC 5705.02 further limits this to 10 mills of a property’s tax
valuation

— Tax rate limitation indirectly limits the ability to issue unvoted debt
with a GO pledge

— Known as “ten-mill limitation” or “indirect debt limitation”

» Applies to overlapping political subdivisions

— Calculate overlapping subdivisions with the highest ad valorem taxes
pledged to debt service on unvoted bonds.
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TEN-MILL CERTIFICATE
For Political Subdivisions Issning Unvoted General Obligation Debt

I, Comnty Auditor of COUNTY, CHIO, heraby certify in comnection with the fallowing proposed issue: of oblizations of the (the "Tzzuer") in the principal armomt of
k3 dated .20, that the tax rates raguired to produce an amonnt w0 pay the highest annnal ageregate debt charges for the proposad issue and 21l other oblisations of the Issner and the
subdivizions everlapping it which are payabls from taxes subject to the ten-mill limitation of Article XIT, Section 2, Ohio Constitution and applicable Fevized Code provisions, based on the facts set forth below and azsmming
that 2l levies were to ba rads for those deft charges on the general tax list and daplicate, are 2= follows:

Bonds and Motes Outstanding Prezent Diebt Charges for calendar year in which Eequired Tax Rate
Overlapping Aszessed Payable from Tax Inzide Principal they will be the hizhest (20 ) im Al for Two
Subdivizion Valuation 10-A0G0 Limitation Amount Previow: Columns
For Principal For Interest
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| I Eonds and Notes i i 5
Municipality
Gallipalis S Eonda and Motes 3 i 5
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__ Bonds and Motes 1 1 5
Townzhip
| I Eonds and MNotes b b 5
Joint Vocationsl School District 3
Other - Eionds and Notes 5 5 5
FROFOSED ISSUE ¥ ¥ 5
TOTAL
DATED this day of .20
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DINSMORE & SHOHL LLP
BOND ATTORNEYS
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Bond Anticipation Notes

« Option preceding the issuance of general obligation bonds

* Frequently issued during construction period or during high-interest
rate periods.

 Faster issuance process than bonds and generally lower costs of
Issuance (often no rating or official statement)

« Subject to same debt limitations as GO bonds

ORC 133.22
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Bond Anticipation Notes

« Short-term, interim financing option (typically 6-month or 1-year
maturity)

« May renew for up to 20 years, depending on maximum maturity of
anticipated bonds

 After 5 years, must begin to pay down principal as if bonds had
been issued

ORC 133.22




' Alternate Financing
Structures




Revenue Bonds

« Pledge of a specific revenue stream to pay debt service
— Utility revenues (water, sewer, electricity)
— PILOT payments
— Sales tax revenues (counties)
— Income tax revenues (municipalities)

» Typically, no pledge of the general taxing power of the Issuer if
the revenues generated are insufficient to pay debt service

— May include an additional GO pledge (“double barrel”)
« Exempt from Direct Debt Limitations




Revenue Bonds

Often secured by an Indenture or Trust Agreement
« Creation/granting of “trust estate” (security for the bonds)
« Pledge of revenues and other collateral
* Flow of funds
« Affirmative and negative covenants
« Parity bonds/additional debt provisions
* Default and remedy provisions
« Defeasance provisions
« Trustee-related provisions
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Revenue Bonds

Advantages
* Do not require voter approval
* Do not count against debt limitations

« Beneficiaries of the projects are often paying debt service if the bonds
are repaid with a revenue source associated with the project being

financed

Disadvantages
» May carry higher interest rates than GO bonds

« Typically more complex than GO bonds, which may result in higher
administrative costs/fees
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Current Revenue Anticipation Notes (CRANSs)

* Anticipated Current Revenues (up to 12 months)
— May be issued by any political subdivision LY

— In anticipation of the collection of current revenues from any CRANs

source(s) except property taxes W

* Including distributions of federal or state moneys

— Principal amount cannot exceed 50% of the amount of revenues that
the fiscal officer estimates the political subdivision will receive in the
remainder of the fiscal year.

— Must mature by the end of the fiscal year
ORC 133.10(B)




Tax Anticipation Notes (TANs)

« Types of TANs:

— Current property tax revenues (short-term)
— Permanent improvement (multi-year)

— Income tax anticipation notes upon passage of tax (school districts)

« Special obligation (not subject to debt limitations)
« Sometimes issued while waiting for delayed tax collection
« Cash-flow solution

* Proceeds used for purposes for which anticipated taxes are levied




Tax Anticipation Notes (TANs)

 Anticipated Property Tax Collections (up to 6 months)

— Any political subdivision

— Issued in anticipation of the collection of current property tax
revenues

— Principal amount cannot exceed 50% of the amount of property
taxes that the budget commission estimates the political subdivision
will receive in the current fiscal year and within six months after
Issuance

— Must mature within six months (or by the end of the fiscal year, if
earlier)

ORC 133.10(A)
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Tax Anticipation Notes (TANs)

* Anticipated Property Tax Collections (up to 12 months)

— Counties, municipalities, townships, or school districts.

— Issued in anticipation of the collection of current property tax
revenues

— Principal amount cannot exceed 50% of the amount of property
taxes that the budget commission estimates the political subdivision
will receive in the remainder of the fiscal year

— Must mature by the end of the fiscal year
ORC 133.10(C)




Tax Anticipation Notes (TANs)

* Permanent Improvement

— Related to a voted property tax levy
— Issued any time after approval of levy

— Not more than 50% of the total estimated proceeds of the levy for
the next ten years (if continuing) or throughout the term of the levy

— Multi-year obligations
ORC 5705.191, 5705.193, 133.24




Tax Anticipation Notes (TANs)

* Income Tax (school districts)

— After approval of school district income tax
— May be issued prior to time of first payment to the school district

— Not more than 50% of the total estimated proceeds of the tax for the
first year of collections (as estimated by tax commissioner)

— Not to exceed five years.
ORC 5748.05, 133.24




Lease-Purchase Financing

» Types of lease-purchase transactions: ;no

— Equipment . H }o

. VS
— Real property =P
— Certificated (COPs)
— Lease revenue bonds

e Other common structures include lease/lease-back and sale/lease-
back

* Private placement (negotiated or RFP) or public offering (COPs)
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Lease-Purchase Financing

e Basics

« Governmental entity makes installment payments with interest, subject to annual
appropriation each fiscal year

 Title to the equipment or property transfers at the end of the lease

» Leased equipment or property serves as collateral

Appropriation
[2-,pr6-pré-'a-shan]

The act of setting
aside money for
a specific purpose.
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Lease-Purchase Financing

* Subject to Annual Appropriations
* Annual appropriation is a condition precedent to renewal

* Not considered indebtedness under state law, so not subject to direct debt
limitations

 Failure to appropriate

— Return of leased equipment/property
— Impact on Issuer’s credit and potential future ability to borrow
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Lease-Purchase Financing

e Other Considerations

« Escrow fund -

Title work for real property leases

Provisions benefitting Lessor

Federal tax rules

Financial obligation under SEC Rule 15¢2-12
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Manuscript Debt

Internal debt of the political subdivision

— Securities of the political subdivision may first be offered to the officer(s)
in charge of the bond retirement fund or the treasury investment board of

a municipality.

« Must bear interest at a fair market rate (certified by fiscal officer)

« Can be outstanding for 5 years, unless matched to a specific obligation
or debt of the subdivision (ORC 135.14)

« Taxable debt (not viewed as debt in the eyes of the IRS although it is
debt for state-law purposes)

ORC 133.29
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County Treasurer-Purchased Debt
“Manuscript-Like Debt”

* Chapter 133 debt

« But rather than purchased by bank or public investors, County

Treasurer serves as the purchaser

— Securities of the political subdivision may first be offered to the officer(s)
in charge of the bond retirement fund or the treasury investment board of
a municipality.

« Permitted under ORC 133.29 and if County investment policy allows for it
* (Can be tax-exempt

ORC 135
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Restrictions on Investments by County Treasurer

* County Investment Policy

 ORC135.35(A)(4):

— “Bonds and other obligations of this state or the political subdivisions of this
state, provided the bonds or other obligations of political subdivisions mature
within ten years from the date of settlement;”

» County Auditor must certify that the interest rate is “a fair market

rate or rates for such securities at the time of the sale” ...
— ... But the County Auditor isn't in the investing business . ..
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Why Manuscript Debt is Appealing

* For borrowing political subdivisions

— Avoid expense of public sale or placement with a bank
* No underwriter fees, placement agent fees, etc.
— Potential interest rate breaks

* For County Treasurers

— Actively promote funding qualified projects for local jurisdictions
— Mitigate/eliminate risk of default
« County Budget Commission can assess risk first-hand

 Help the local community by facilitating lower cost borrowings at
competitive interest rates
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AOS Bulletin
2024-002
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OHIO AUDITOR OF STATE
KEITH FABER

Auditor of State
Bulletin 2024-002

DATE ISSUED: January 31, 2024

TO: All Public Offices
Independent Public Accountants

FROM: Keith Faber
Ohio Auditor of State

SUBJECT: Clarifying when Governmental Entities are Permitted to Assume Debt
in the Form of Standard Installment Loans from Private Financial
Institutions

Bulletin Purpose

The purpose of this bulletin is to clanfy when governmental entities are permitted to assume debt
in the form of standard installment loans from private financial institutions.

Implementation Date
Upon issuance.
Background

The Ohio Auditor of State (AOS) has noticed an increase in the number of audit clients executing
standard installment loans issued by banks or other private financial institutions without statutory
authority. When debt is improperly assumed by governments, the revenue raised by those
governments through taxation or other means may be placed at risk. Therefore, issuing a bulletin
to address the confusion surrounding when governmental entities are permitted to assume debt in
the form of standard installment loans from private financial institutions, became of great
importance to AOS.

Please consult with your legal counsel prior to entering into any debt agreements.
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Bulletin 2024-002

Clarifying when Governmental Entities are Permitted to Assume Debt in the Form of Standard
Installment Loans from Private Financial Institutions

Page 2

Bulletin Detail

L. Governmenial Entitics are Generally Prohibited from Assuming Debi in_the Form of a
Standard Installment Loan from Private Financial Institutions Unless Clearly Permitted by

Statute.

A standard installment loan agreement, for purposes of this bulletin, is any arrangement involving
a private financial institution (usually a bank) that requires the bomrower to execute a loan
agreement detailing: the amount of money to be loaned (usually as a lump sum), a penod of
repayment, and the regular intervals (usually yearly or monthly) when part of the principle is
expected o be repaid to the lender with interest (usually at a fixed rate). For purposes of this
bulletin, the loan agreement is wsually either encompassed within - or accompanied by - a
promissory note or similar instrument that the bormower must execute to evidence the loan
arrangement. A local government borrowing money from a private mstitution must have authonty
to both borrow money and provide evidence of the indebtedness (ie.. issue notes or other
securities).

It is a well-established principle in Ohio Law that most governmental entities are “creatures of
statute,” and may only act in accordance with the limited powers conferred upon them by statute
or necessarily implied therefrom. Therefore, governmental entities that are created by statute must
have clear statutory authority to execute a standard installment loan agreement from a private
financial institution.

In addition, the authority to spend money and incur debt is construed strictly under the law —
meaning there must be clear, express, statutory authority for a public body o engage in a specific
type of financial transaction or assume debt.” Therefore, unless a legal authority (statute,
regulation, etc.) clearly authonzes a governmental entity to (1) borrow money from private lenders
for its intended purpose(s) and (2) issue evidences of the debt {usually in the form of a promissory
note or similar security), such governmental entity 1= prohibited from obtaining a standard
installment loan from a private financial institution. *

11 is impartant o clarify that the private mstallment loan agreement addressed by this bulletin 15 not a lease-purchase
arrangement.  Lease-purchase armngements allow buyers 1o rent a prece of property for a few years by paying fixed
paymenls m installments before purchasing the property al a nominal price al the end of the lerm. An entity enlermg
it a Jease-purchase should look for express stamiory suthonty and should follow the requirements in O.R.C. Chapter
133 and other applicable Revised Code provisions with respect to those kease-purchases.

? See gemerally 2006 Op. Ay Gen. No. 2006-008 a1 2-71 o3 {~Financial powers given to public bodies are construed
siractly, and there must be clear authority 1© enter into fnancial ramsactons. ) see also Sae ex rel. Locher v
Mennimg, 9% Ohao SL 97, 00, 115 MLE. 571 {1916) (*“The au!h}ri!y 1o acl 10 fnancial transactions must be ¢lear and
distinctly granted, and, if such authorty s of dowbtful import, the dowbt i resolved aganst s exercise n all caes
where a financial obligation is sought 10 be imposed . . ") see alio 2004 Op. An'y Gen. No. 2004-005 a1 2-44 (“a
board of county commissioners may mcur debt only if i has clear statutory authority 1o do s0.); see alio 1993 Op.
Ay Gen. Mo, 93039, a1 2-203 (~“The power 1o barmow money or o mcur debt 15 nol necessanly 1o be implied from
the authority conferred upon a board of lownship trustees 1o expend funds for particu lar purpeses.~).

* While there is early case baw that concluded the power of governmental entities 1o borrow money for a particular
purpose carred with 11 an mcadental power of executing/dehvenng such evidence of indebledness (including
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A starting place to look for authonty to borrow money and the authority to issue securities is
O.B.C. Chapter 133 {“the Uniform Public Securities Law™).* Some examples of entities that may
utilize the provisions of OR.C. Chapter 133 for their security issuances include:

A board or boards of county commissioners;

The legislative authority for a municipal corporation:

The board of education for a school district;

A board of township trustees for township,

Any other pohtical subdivision or taxing district or other local public body or agency
authorized by the Uniform Public Securities Law or other laws to issue "Chapter 133

securities.”

Under O.R.C. §133.01KEK). a “security” includes “bonds, motes, certificates of indebtedness,
commercial paper, and other insfruments in writing, ncluding, unless the context does not admit,
anticipatory securitics, issued by an issuer to evidence its obligation to repay money borrowed, or
to pay intevest, by, or to pay at any fiture me other money obligations of, the issuer of the
securifies . . " As stated previously, promissory notes are a common debt instrument (a type of
security, per OURLC. Chapter 133) uwsed by private mstitutions to evidence a borrower's
indebtedness and the borrower®s obligation to repay the bank, usually with interest, when the bank
lends money.

One example of a provision m the Revised Code that would permit the taximg authonty of a
subdivision to both borrow money and issue securities (evidence of indebtedness) is O.R.C. §
133.15, which grants broad authority for the issuance of securities for the purpose of paying all or
any portion of the costs of any permanent improvement that the subdivision is authonzed o
aoquire, IMprove, Or construct.

Nearly all the secunty issuances authorized by and subject to O.RLC. Chapter 133 are
detailed/'complex and any governmental entity seeking to borrow money from a private financial
mstitution utilizing any provision of O.R.C. Chapter 133 as statutory authority for the loan
arrangement should consult its legal counsel before taking any actions.

negotiable bonds, notes, or other ssourities), laver case law on this subgect sugpests thal the power 1o isoe secunbics
15 ol necessarily meident 1o a power o borrow money and that generally, both powers must be expressly granted.
anprarf Krare ex rel. Shoemaker v. Tnentees q,l"{'a'rmﬁm Ip., 14 Ohie 51 569, 1863 WL 53 (1863 (“The grani af
power 1o the rstees 1o bormow money for the purpose of paying the amount subscnbed, carried with it the necessary
ncidental power of executing and delivermg such evidences of indebledness, as are sanctioned by the known usages
of business, i such cases; and it was, therefare, competent for the trustees o isoe the negotiable bonds of the ownship
in payment for the stock subseribed . . . ™), and Muskingum Cownty Com'rs v, State, TR Oloo 50 287, 302-3, 83 N.E.
£62 (1908) (~“The power o ssue bonds, or ather negotiable sscurities, 15 not necessanly incadent 1o a power expressly
conferred upon a municipal corporatson 1o bomow money, bul generally the one power, as well as the other, must be
expressly granted ")

4 The “Uniform Public Securities Law™ was enacted 1o: (1) defines key terms related o public securities and bonds;
(2) provade authority for the isuance of secunises by varous poliical subdivisions and taxing units; and (3 ) preseribe
a uniform pcru:\edurz for s ing securilies im.'|.1.||:|i.113 the formis), contentis), and manner ) of execution.
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