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‘SAL’ REPLACES ‘TEL’ IN ATTEMPTS TO LIMIT APPROPRIATIONS 
 
The previous issue of the Facts and Figures newsletter was devoted entirely to the Education Tax Policy 
Institute (ETPI) analysis of the proposed Tax Expenditure Limitation (TEL) and the havoc it would have 
caused for Ohio schools if inserted in the stateÕs Constitution. As that issue was reaching our readers, 
legislative leaders negotiated an agreement to withdraw the TEL from the November 2006 ballot.  
 
Although the demise of the TEL garnered much attention, a related action by the General Assembly received 
far less coverage.  In its place, legislators passed Senate Bill 321 incorporating some aspects of the TEL. This 
new state government spending limit is referred to as SAL, or State Appropriation Limit.  
 
SAL will fi rst apply to the fi scal year 2008-2009 biennial budget that Governor-elect Ted Strickland will 
submit to the Assembly in March 2007.  While it wonÕt directly affect local expenditures by school districts 
as the TEL would have, it may seriously constrain state funding for primary and secondary education.  
 
The state appropriation restriction is a growth limit on the state General Revenue Fund (GRF). Specifi cally, 
aggregate GRF appropriations are limited to the greater of the:  
 

¥ Previous yearÕs amount plus 3.5%, or  
¥ Previous yearÕs amount plus the stateÕs combined inflation rate and population growth rate.  

 
What will this mean for state aid to education? Trying to predict how the SAL might affect future state 
budgets and education aid is virtually impossible. It is possible, however, to illustrate what impact the SAL 
would have had in the past had it been in Ohio law. The Legislative Service Commission provided just such 
an illustration in a Òfiscal noteÓ prepared earlier this year.  
 
The fi scal note applied the SAL to actual appropriations since 1987 to determine how much they would have 
exceeded the spending limits each year if the limits had gone into place at that time. The conclusion: GRF 
spending this year alone (FY 2007) would have needed to be reduced by 14% (or about $2.8 billion) to 
comply with the SAL limit.  
 
The fi scal note does not attempt to show how that $2.8 billion of spending cuts might have been allocated to 
education, Medicaid, prisons, or other spending categories. However, it does illustrate that more than one-
third of the GRF spending that would be subject to the cuts is represented by state aid for primary and 
secondary education. By ETPIÕs own calculation, educationÕs proportionate share of GRF spending cuts at 
that level would amount to just over one billion dollars in the current fi scal year.  



ETPI ANALYZES IMPACT OF HOUSE BILL 66 ON OHIO SCHOOL DISTRICTS 
  
As part of its research projects for 2006, the Education Tax Policy Institute is completing an analysis of 
House Bill 66, the Fiscal Year 2006-07 biennial budget bill.  Changes in the school funding apparatus are 
both sweeping and complex. Table 1 is a 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   
FY07: 2.3% increase   

The increases in the Foundation Level 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 a 7.5% range in FY05 
to a 5.0% range in FY06 and a 2.5% range in FY07 in 
order to increase Poverty Based Assistance 

ÒBuilding BlocksÓ (a new 
funding component) 

Increase in funding-- 
FY06: $40 mill ion  
FY07: $48 mill ion 

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 a per 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 mill ion   
FY07: $81.1 mill ion  

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 is based on 7.5 mills rather than 9.5 mills  

*  ETPI estimates that the CDBF reductions will reduce funding by approximately $120 million in FY06 and $240 
million in FY07 (relative to FY05) prior to the application of the formula aid guarantee or the transitional aid 
guarantee.   

 
Summary of the Statewide Impact of HB 66 Funding Changes 

¥ The increases in the state foundation level of funding from $5169 in FY05 to $5283 in FY06 and 
$5403 in FY07 were on par with the increases made in FY04 and FY05.  The increases in these four 
years, however, are less than the previous rate of increases in all years from FY90 through FY03, 
except for the one increase from FY93 to FY94.   

¥ Restructuring of the basic aid components of the funding formula led to the elimination of the existing 
Òbasic aid guaranteeÓ (which included foundation aid and categorical funding), replacing it with a 
new Òformula aid guaranteeÓ (which applies only to formula aid) which is defined to be the smaller of 
the per pupil formula aid amount from the preceding year or the total formula aid dollar amount from 
the preceding year.  This is the fi rst time OhioÕs school funding formula has had a guarantee that 
works in this manner.  The Department of Education estimates that 183 districts were negatively 
affected by this provision in FY07.   

¥ Not only has the structure of this guarantee been changed, but the combination of other changes to the 
funding formula made in HB 66 have led to an explosion of districts receiving funding through the 
formula aid guarantee.  Table 2 summarizes this impact. 

(Continued on next page) 

 



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

 
Type of Guarantee # of Districts on 

Guarantee 

 
Cost of Guarantee 

FY05 Basic Aid Guarantee 89 $29,516,661 
FY06 Formula Aid Guarantee 356 $105,156,304 
FY07 Formula Aid Guarantee 395 $221,802,685 

    Source: Ohio Department of Education, October 2006.    
 
¥ A main reason why there are so many districts on the Formula Aid Guarantee is the phase down of the 

Cost-of-Doing Business Factor in FY06 and FY07.  Because the CDBF is multiplied by the 
foundation level, a decrease in the CDBF means that virtually every district will see a reduction in 
their formula aid calculation.  In this sense, the changes to the CDBF undermine the already modest 
increases in the foundation level in FY06 and FY07.   

¥ One rationale stated by the General Assembly for phasing down the CDBF was to reallocate the 
money saved to 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 FY06 
and $240 million in FY07 (compared to the FY05 cost) while PBA funding grew by only $29.5 
million in FY06 and by $81.1 million (as compared with FY05 funding) in FY07.  Furthermore, the 
FY06 and FY07 levels of PBA funding are propped up by the presence of 250 districts on the new 
PBA guarantee in FY06 (which increased PBA funding by $36.7 million) and 189 districts on the 
PBA guarantee in FY07 (which increased PBA funding by $17.6 million).  While the presence of the 
transitional aid guarantee at the bottom of the SF3 works to ensure that districts have not lost money 
as a result of the reduction of the CDBF, clearly this money is not being effectively targeted to high 
poverty districts, as was the stated intention.   

¥ PBA funding is not only far more complicated to forecast than was its predecessor (DPIA), but is also 
more restricted in its usage by school districts than was the case with DPIA funding.   

¥ The redefinition of Parity Aid included in HB 66 serves to eliminate the possibility that Parity Aid 
would ever reach its intended funding level when originally enacted in FY02.   ETPI estimates that 
Parity Aid funding !  if fully phased in as initially planned !  would be approximately $100 million 
more per year than is currently being spent.   

¥ Another notable effect of the HB 66 funding changes is the increase in prominence of the Transitional 
Aid Guarantee.  Table 3 summarizes this impact. 

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

 
Type of Guarantee Number of Districts 

on Guarantee 

 
Cost of 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 is imperative to note that each district on the Transitional Aid guarantee has essentially been Òflat 
lined.Ó By definition, the Transitional Aid guarantee assures the district of the same total funding 
amount (prior to transfers and adjustments) as it received in the previous year.  Therefore, 196 districts 
received no increase in total funding in FY06 and 154 districts received no increase in FY07.   
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ETPI ANALYZES IMPACT OF HOUSE BILL 66 ON OHIO SCHOOL DISTRICTS (Cont.) 
¥ Perhaps the most signifi cant change to school funding contained in HB 66 was the initiation of a plan 

to phase-out the tangible personal property tax by 2010.  This change was implemented as part of a 
comprehensive plan to reform the taxation of businesses in Ohio.  While there is widespread 
agreement among state policymakers that this tax reform was necessary, the impact on school districts 
could be considerable.  The elimination of this signifi cant component of the property tax base will 
diminish local revenues and result in a long-term negative impact on school districts as Òhold 
harmlessÓ provisions phase out by 2018.     

 
The Impact of HB 66 Funding Changes on Local Districts 

In the spring of 2006, ETPI began working with fi ve school districts exhibiting a range of demographics and 
economic circumstances to assess the impact of the education funding provisions of HB 66.  The fi ve 
districts are: Circleville, Highland (Morrow), Marysville, Mason, and South-Western.  ETPI believes the fi ve 
districts represent a diverse sample that reflects the experiences of most other districts statewide.  While none 
of the fi ve districts was affected in quite the same way, the following lessons were learned from working 
with the selected districts: 
 

¥ The school funding formula produced in HB 66 has become so complex that it was very diffi cult for 
districts in FY06 to accurately forecast their state revenues in FY07.  It is now virtually impossible 
for districts to produce an accurate and useful 5-year forecast as required by law. 

¥ The complexity of the funding formula has also made it almost impossible to discern the impact of any 
one element of the funding formula across districts.  This impairs the development of sound policy.   

¥ In general, the combination of restrictions on real property tax revenues related to HB 920, the 
elimination of tangible personal property from the local tax base, and the result that more than two-
thirds of the stateÕs 613 school districts are on either the Formula Aid or Transitional Aid Guarantee 
in FY07 implies that the passage of additional operating levies is the only option available to districts 
to generate funds required to cover inflationary costs and maintain current programs.     

 
 
CURRENT ETPI RESEARCH PROJECTS 
 
Since the last newsletter, ETPI researchers have been working on four major projects. Very briefly, they are: 
 

¥ Analysis of House Bill 66 Funding Changes. (See major article in this edition.) 
 

¥ School Operating Levy Analysis from 1994 to 2006.    
 

¥ School Funding Simulations. ETPI researchers are simulating various changes to the school funding 
formula under consideration by the coalition of educational organizations working on a possible 
constitutional amendment to reform school funding.  

 
¥ Development of a New Cost-of-Doing Business Factor. 
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