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ETPI ANALYZES THE TAX AND EXPENDITURE LIMITATION AMENDMENT

The Education Tax Pdicy Institute hasreleagd a 64-page analysis of the proposed Tax and Expenditure
Limitation (TEL) amerdmert to the Ohio Constitution describing it asan Oalgsmal use of languageCthat would
gererak confusion ard litigation in every aectof goverrmert finance.

In the report, ETPI said the Oanerdmert is so sweepi ng in its scope thatit will have mary unintended .
consequencesO Ratherthanimprove the governmentOsfficiency asit purports, ETPI said the amendmert Quill
consume enormous govermmert resourcesjust to sort through the Constitutional mardatesthat it imposesO

The proposed amerdmert createsa new Section 14 in Article XII of the Ohio Constitution, with language
applicatde to the total spectrum of public financesin Ohio. TEL Oaesnot show a glimmer of undersanding
about goverrment accounting pracice Othe ETPI report said. The amerdmert Olasno grounding in realty.O

In short, TEL would pemit expendituresby political subdivisions to grow amually by the greatr of 3.5% or the
sum of inflation plus population growth. This provision isdireciedat cities counties townships, school

districts, and apparertly all other kinds of taxing authorities ETPI noted. A subdivision could not increas
experdituresbeyond the pemitted growth rate, increas atax, or levy anew tax Quithout first obtaining the
approval of amajority of eleciors in that political subdivision.O(See story on ballot issueson page 2.)

SPRING EDITION FOCUSES ON SINGLE TOPIC: THE IMPACT OF TEL

This edtion of ETPIOS act and Figures newsletter is devotedto one subject the proposed Tax and Experditure
Limitation (TEL) amerdmert to the Ohio Constitution, whichis headng to the Novemkber ball ot.

The newsletter coverssome of the most significart findings from the aralysis preparedby Levin, Driscall &
Fleeter atthe requeg of ETPI. The Columbus-basedtax consultant firm hasserved ETPI since 1997 in
preparaton of highly valuedreports such asthe effects of electic utility deregulation, the impactof repeaing
the invertory tax, a 10-yearstudy of property taxesin Ohio, and anexamination of funding in OhioO21 urban
school districts. To downloadthe complete TEL report, go to: www.etpi-ohio.org.




WHAT TEL WOULD CREATE: CONFUSION AND LITIGATION

The lackof precise language in the proposed Tax and Expenditure Limitation (TEL) amendmert and failure to
define key terms will creak yearsof costly litigation and confusion, accarding to the Education Tax Pdicy
Institute study.

TEL contains so mary drafting errars, so many imprecise concefs, and omits so mary critical definitions that
the only certainty from its approval would be the certainty of lawsuits.

For examge, the ETPI aralysis of TEL notedthat Oag taxpayerOcould sue for erforcemert of the amendmertOs
provisions. Thus, anout-of-state reddent who pays atrivia amaunt of salestax becanesataxpayer and has
standing to challenge a governmert action. A successful litigant canrecover costs and attorney feesfrom the
State, but the State camot recover ary costs from anunsuccesful litigant, unless the courts detemmine thatit
wasa frivolous claim.

Further, the amendmert would supersede ary other clause of the Constitution. OSgh an aggressive claim for
preceanceover other decisions by the peaple about governance of the state Othe ETPI report said, Olas
implicaions for issuessuch asthe Constitutional guararteefor a @horough ard efficiert systemCof common
schools, use of highway taxesfor highway purposesonly, the independence of the judiciary, and municipal
homerule O

REGISTERED VOTERS CAN DEFEAT AN ISSUE WITHOUT EVEN CASTING A BALLOT

Proposedtax and spending limitationsin TEL would allow a school district to go to the pollsto make an
excepion in lewing highertaxesor to make higher expenditures However, there is animportart, potertially
devagating, choice of wordsin the amendmert.

TEL would require a majority of all GeleciorsO(regsteredvoters) to approve those ballot measires not just a
majority of those who vote.

Currert laws spell out thatin order for aballot measire to be approved, it must secure ayesvote of amajority of
elecborsvoting on theissue. The Ohio Constitution (Article V, Section 1) makesclea that OetcbrOequals
Oregsteredvoter.O

Under TEL, aschool district would face analmost impossible task of getting a majority of regsteredvotersto
approve anoperating lewy or bond issue. For example, if adistrict hasa 60% turnout of regsteredvoters, it
would take a whopping 83% affirmative vote atthe polls to pass anew tax measire!

ONE-SIZE-FITS-ALL RULE MAKES NO DISTINCTIONS ON CAPITAL IMPROVEMENTS

TEL operatesunderthe bizare theory thatall government spending is the same, making no distinction between
experdituresfor operaing expensesand expendituresfor cagtal improvemerts. Moreover, proprietary
functions of governmert, such asmunicipal electic comparies paid for by user charges would becane
indistinguishal e from other governmert functions, paid for with tax dollars

For examge, ETPI notesthe impactof the amendmert would limit a school districtOsxpendituresregardess of
whether the increas occurredto raise teacher pay or to construct a high school. Likewise, it would limit a cityOs
expendituresregardless of whether a municipality wantedto hire more police offi cers or to redace anobsolete
sewer system.



STATISTICAL SIMULATIONS: THE TELLING EFFECT OF TEL ON FIVE SCHOOL SYSTEMS

The ETPI aralysis of the TEL proposal includedalook atthe impactthe amerdmert would have hadon five
Ohio school systemsN if the new public fi nancing systemhad beenin place from 2000-2005.

ETPI used data from the Comprehensive Annual Financial Reports maintained by the Auditor of Stateto
compare actual changesto simulated changesin dollarsthat would have occuredfor Akron, Pama, Sauth-
Wegern, Sylvaniaand Winton Woods if the TEL regulations had dictated expenditure levels through the
amerdmertOdimits.

The simulation of the proposed amendmert on operatons of the five school districts created mary diffi culties
related to the Omprecise language usedin the proposal, OETPI noted Nonetheless, the 18-page statistical
examination of the systemsshowedan ominous reault.

The calculation took into accaunt local expenditures per cent of local growth, state expenditures per cert of
state growth, and federal expendituresfor eachdistrict. Asbed canbe calculated, here arethe simulated effects
of TEL on these five systemsover the six-yearperiod.

School District

Cumulative Expenditure
Reduction

Average Annual Per Pupil
Expenditure Reduction

Akron $139 million $758
Pama $54 million $679
Sauth-Wedern $175 million $1,467
Sylvania $24 million $527
Winton Woods $24 million $1,025

A SMALL SAMPLING OF QUESTIONS THAT WILL EMERGE IF TEL IS APPROVED

The ambiguous language of the TEL proposal raisesa host of challenging quedionsin Constitutional issuesas
well asoperational details. Here are but a few of the challengesin the amerdmert:

--How doesagovernmert ertity account for agift made (such asmoneyto apublic library) in its experditure
limitsif the donor doesnot specify the purpose of the contribution?

--Whatif asubdivision curtails expendituresin one year because of tax delinquenciesbut is successful in
cdlecing the underpaymerts the following year? How is the expenditure limit figured?

--How doesa school district calculate bake salesand unused school building salesin its amual aggregate
expenditure limit? Whatis the impactin ahigh school athletic program whenthe football ticket salesare
calculated aspart of the districtO®xpenditure level?

--How doesa school district know the U.S. Cersus data to determine its experditure limit whenthe informaton
doesnot coincide with the boundariesof the district, such asa Joint Vocatonal School, or when a slow-growing
county population figure varieswidely from afad-growing district?

--If aschool district somehow succeed in abtaining voter approval for an excepion to sperding limits, doesthat
aporoval apply only for that one yea? Must the district request renewed approval eachyearfor the original
excepion to avoid reverdon back to the original sperding limit?

--Doesanincrease in state lottery prizescount against OhioO®verall experditure limit?



TEL TACKLES UNFUNDED MANDATES — BUT IT CREATES ANOTHER SET OF PROBLEMS

For decacks school officials and local governmerts have sought some method of curbing unfunded mardates
imposed by the State.

TEL tacKesthisissue, but in language so broadthat any future cost sharing betweenthe State and school
districts would violate its provisions. The entire School Foundation formula could come under quedion, ETPI
observed The language would prohibit the State from requiring school districts to pay for part of the cost of an
adequate educaton, but it also would prohibit the State from experding the necesary State reverue to repace
current chargedf dollars

Under the amendmert, the State neednot Oapropriate moneys for mardatesif more thantwo yearshave passed
sincethe effective date of the mandate and no claim for funding hasbeen mack by the political subdivision
during that period.O This would meanthat|ocal governmerts and school districts would needto scrutinize each
legslative eractmert in order to idertify possible mandates reaulting in thousands of claimsfrom individual
ertities

STATE EXPENDITURE LIMIT LUMPS REVENUE INTO ONE SYSTEM OF ACCOUNTING

As with local government, the amerdmert would limit increagsin State expendituresto the greater of 3.5%
amually or the sum of inflation plus state population change. Thislimitation appliesto all State expenditures
gereraedfrom taxes licerses fees pemits, ard sales

TEL, accarding to the ETPI amalysis, would affectthe ability of the State to fund higher education from tuition
and feesfrom callege studerts. The proposal, for instance, appeasto eveninclude expendituresgenerated from
concesions at Ohio Stadum within the one-sizefits-all systemof accounting.

In another instarce, if the State wartedto raise the fee for hunting licerses the additional reverue from such an
increa® could not be experded by the Oho Departmert of Natural Reourcesfor improved hunting
opportunitieswithout counting against the StateOglility to increag funding for education.

THERE’S CONFUSION EVEN ON IMPLEMENTATION OF THE AMENDMENT

If approved whendoesTEL take effect? Section 1b of Article Il of the current Ohio Constitution specffi esthat
anamerdmert proposed by aninitiative petition takeseffect 30 days after the election at which votersapprove
the proposal. Nothing inthe TEL providesany guidance about whether it appliesto afiscal yearalready in
progress.
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