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‘SAL’ REPLACES ‘TEL’ IN ATTEMPTS TO LIMIT APPROPRIATIONS

The previousissue of the Facts and Figuresnewsletter wasdevoted ertirely to the Education Tax Pdicy
Institute (ETPI) analysis of the proposed Tax Expenditure Limitation (TEL) and the havoc it would have
cawedfor Ohio schoolsif insertedin the stateO€onstitution. As thatissue wasreachi ng our reackrs
ledgslative leadersnegotiated anagreaemert to withdraw the TEL from the November 2006 ballot.

Although the demise of the TEL garneredmuch attertion, a related action by the General Assembly receved
farless coverage. Initsplace legslators passed Semate Bill 321 incorporating some agect of the TEL. This
new state governmert spending limit isreferredto asSAL, or State Appropriation Limit.

SAL will first apply to the fiscal year2008-2009 biemial budget that Governor-elect Ted Strickland will
submit to the Assembly in March2007. While it wonOdirecty affectlocal expendituresby school districts
asthe TEL would have, it may seriously constrain state funding for primary and secandary education.

The state appropriation redriction is a growth limit on the state Gereral Reverue Fund (GRF). Specifically,
aggregate GRF appropriations arelimitedto the greatr of the:

¥ Prevous yeac:)samamt plus 3.5%, or
¥ PrevousyeaOsamaunt plus the stattO<ombinedinfl ation rate and population growth rate.

What will this meanfor state aid to education? Trying to predct how the SAL might affectfuture state
budgets and education aid is virtually impossible. It is possible, however, to illustrate what impactthe SAL
would have hadin the pag hadit beenin Ohio law. The Legslative Service Commission providedjust such
anillustration in a Ofscal noteCprepared earlier this year.

The fiscal note appliedthe SAL to actual appropriations since 1987 to determine how much they would have
exceeadthe spending limits eachyearif the limits had gone into placeat that time. The conclusion: GRF
sperding this yearalone (FY 2007) would have needkd to be reducedby 14% (or about $2.8 hillion) to
comply with the SAL limit.

The fiscal note doesnot attemp to show how that $2.8 billion of spending cuts might have beenallocaedto
educaton, Medicaid, prisons, or other spending categories However, it doesillustrate that more than one-
third of the GRF spending that would be subjectto the cutsis represerted by state aid for primary ard
secandary educaion. By ETPIO®wn calculation, educationOgproportionate shareof GRF sperding cuts at
thatlevel would amount to just over one billion dollarsin the currert fiscal year.




ETPI ANALYZES IMPACT OF HOUSE BILL 66 ON OHIO SCHOOL DISTRICTS

As partof itsresearchprojects for 2006, the Education Tax Pdicy Institute is completing ananalysis of
House Bill 66, the Fiscal Y ear 2006-07 biennial budgetbill. Changesin the school funding apparatus are
both sweepng and complex. Tabe 1 isa summary of changes

Table 1: Summary of Major School Funding Formula Changes in HB 66

Funding Formula
Component

Direction of Change

Comment

Foundation Level

FY06: 2.2% increase
FYO07: 2.3% increase

Theincreases in the Foundation L evel have been under-
mined by the decrease in Cost-of-Doing-Business Factor

Cost-of-Doing-Business
Factor (CDBF)

Decreased funding--
FY06: $120 million*
FY07: $240 million*

The CDBF was phased down from a7.5% range in FY 05
to a5.0% rangein FY06 and a2.5% rangein FY 07 in
order to increase Poverty Based Assistance

(Building BlocksO(anew
funding component)

Increase in funding--
FY06: $40 million
FY07: $48 million

Some of the Building Blocks used to be funded through
grants (which were not included on the SF3 in prior years)

Formula Aid Guarantee

Increased funding (more districts
receiving funds)

Using the LOWER of aper pupil or total dollar guarantee
amount saved the state roughly $40 million per year (based
on Ohio Department of Education January 2006 estimate)

Poverty Based Assistance
(PBA)

Increased funding--
FY06: $29.5 million
FY07: $81.1 million

Formerly known as DPIA, it has increased by less than the
savings from decreasing the CDBF

Parity Aid

Planned future increases will no
longer occur

Parity Aid redefined so that 76% level is now 100%, but
the amount isbased on 7.5 mills rather than 9.5 mills

* ETPI estimates that the CDBF reductions will reduce funding by approximately $120 million in FY 06 and $240
million in FY 07 (relative to FY 05) prior to the application of the formula aid guarantee or the transitional aid

guarantee.

Summary of the Statewide Impactof HB 66 Funding Changes

¥ Theincreasesin the state foundation level of funding from $5169 in FY 05 to $5283 in FY 06 and
$5403 in FY 07 were on par with theincreagsmacein FY04 and FY05. Theincreagsin these four
years however, areless thanthe previous rate of increasesin all years from FY 90 through FY 03,

excep for the oneincrea® from FY93 to FY 94.

¥ Redructuring of the basc aid componerts of the funding formulaledto the elimination of the existing
Oladc aid guararteeQ(which included foundation aid and categorical funding), repacing it with a
new Ofamula aid guararteed(which appliesonly to formula aid) which is definedto be the smaller of
the per pupil formula aid amount from the precedng year or the total formula aid dollar amaunt from
the precedng year. Thisisthefirst time OhioOschool funding formula hashad a guarartee that
worksin thismamer. The Departmert of Education esimatesthat 183 districts were negatively
affectedby this provisionin FY07.

¥ Not only hasthe structure of this guararteebeenchanged, but the combination of other changesto the
funding formula made in HB 66 have ledto anexplosion of districts receiving funding through the
formula aid guarartee Tabe 2 summaiizesthisimpact.

(Continued on next page)



Table 2: Districts on the Basic Aid or Formula Aid Guarantee, FY05-07

Type of Guarantee # of Districts on Cost of Guarantee
Guarantee

FY 05 Basic Aid Guarantee 89 $29,516,661

FY 06 FormulaAid Guarantee 356 $105,156,304

FY 07 FormulaAid Guarantee 395 $221,802,685

Source: Ohio Department of Education, October 2006.

¥ A main reason why there are so mary districts on the Formula Aid Guarartee is the phase down of the
Cost-of-Doing Business Facor in FY06 and FY07. Becauwsethe CDBF is multipliedby the
foundation level, adeaea® in the CDBF mears thatvirtually every district will seeareductionin
their formulaaid calculation. In this serse, the changesto the CDBF undermine the alread/ modeg
increagsin the foundation level in FY06 and FY07.

¥ One rationale stated by the General Assembly for phadng down the CDBF wasto realocat the
money savedto Poverty Based Assistance (PBA) so that it could be targeted toward high poverty
districts. However, ETPI calculations show that reductions in the CDBF saved $120 million in FY 06
and $240 million in FY07 (comparedto the FY 05 caost) while PBA funding grew by only $29.5
millionin FY06 and by $81.1 million (ascomparedwith FY 05 funding) in FY07. Furthermore, the
FY06 and FY Q7 levels of PBA funding are propped up by the presence of 250 districts on the new
PBA guararteein FY06 (which increased PBA funding by $36.7 million) and 189 districts on the
PBA guararteein FY 07 (which increased PBA funding by $17.6 million). While the presence of the
trarsitional aid guararteeat the bottom of the SF3 works to ensure that districts have not lost money
asareaullt of the reduction of the CDBF, clearly this money is not being effectively targetedto high
poverty districts, aswasthe statedintertion.

¥ PBA funding is not only far more complicatedto forecag thanwasits predecessor (DPIA), but is also
more redrictedin its usage by school districts thanwasthe cas with DPIA funding.

¥ The redefinition of Paity Aid includedin HB 66 servesto eliminate the possibility that Party Aid
would ever rechitsintendedfunding level whenoriginally enacedin FY02. ETPI edimatesthat
Party Aid funding ! if fully phasedin asinitially plamed! would be approximatly $100 million
more per yearthanis currertly being spert.

¥ Another notalle effect of the HB 66 funding changesis the increase in prominence of the Trarsitional
Aid Guarartee Table 3 summarizesthisimpact

Table 3: Districts on the Transitional Aid Guarantee, FY05-FY07

Type of Guarantee Number of Districts Cost of Guarantee
on Guarantee

FY 05 Transitional Aid ? $9,306,244
FY 06 Transitional Aid 196 $110,330,031
FY 07 Transitional Aid 154 $85,096,545

Source: Ohio Department of Education, October 2006.

It isimperative to note that each district on the Trarsitional Aid guarantee hasessertially beenQl at
lined OBy definition, the Trarsitional Aid guarartee assuresthe district of the sametotal funding
amaunt (prior to transfersand adustmerts) asit receved in the previous year. Therefore, 196 districts
recevedno increa® in total funding in FY06 and 154 districts recevedno increagin FYO07.
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ETPI ANALYZES IMPACT OF HOUSE BILL 66 ON OHIO SCHOOL DISTRICTS (Cont.)

¥ Pertaps the most significart change to school funding containedin HB 66 wasthe initiation of aplan
to phase-out the tangible personal property tax by 2010. This change wasimplementedaspart of a
comprehersive planto reform the taxation of businessesin Ohio. Whilethereis widegpread
agreamert ammg state policymakersthat this tax reform wasnecessary, the impacton school districts
could be considerabe. The elimination of this signifi cant componert of the property tax base will
diminish local reveruesand result in along-term negative impact on school districts ashold
harmlessOprovisions phase out by 2018.

The Impactof HB 66 Funding Changeson Local Districts

In the spring of 2006, ETPI beganworking with five school districts exhibiting arange of demagraphicsand
ecaomic circumgancesto asess the impact of the educaton funding provisions of HB 66. Thefive
districts are:Circleville, Highland (Morrow), Marysville, Mason, and South-Wesgern. ETPI believesthefive
districts represent a diverse samge thatreflects the experiencesof mast other districts statewide. While none
of the five districts wasaffectedin quite the same way, the following lessons were | earred from working
with the seleceddistricts:

¥ The school funding formula producedin HB 66 hasbecome so complex thatit wasvery diffi cult for
districtsin FY06 to accurately forecad their state reveruesin FY07. It is now virtually impossible
for districts to produce anaccurate and useful 5-yea forecas asrequiredby law.

¥ The complexity of the funding formula hasalso mace it almost impossible to discern theimpactof any
one elemert of the funding formula acoss districts. Thisimpairs the developmert of sound policy.

¥ |n gereral, the combination of redrictions on real property tax reveruesrelatedto HB 920, the
elimination of tangible personal property from the local tax base, and the result that more than two-
thirds of the stateO$13 school districts areon either the Formula Aid or Trarsitional Aid Guarartee
in FY 07 impliesthat the passage of additional operaing leviesisthe only option availabe to districts
to gererak fundsrequiredto coverinflationary costs and maintain currert programs.
CURRENT ETPI RESEARCH PROJECTS
Sincethe lag newsletter, ETPI resarchershave beenworking on four major projeds. Very briefly, they are:
¥ Analysis of House Bill 66 Funding Changes (Seemaijor article in this edtion.)
¥ Sclool Operating Levy Analysisfrom 1994 to 2006.
¥ School Funding Simulations. ETPI resarchersare simulating various changesto the school funding
formula under consideraton by the caoalition of educational organizations working on a possible

constitutional amerdmert to reform school funding.

¥ Developmert of a New Cost-of-Doing Business Facbor.
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