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policy issues that will be the focus of legislative budget decision-making and
which are so significant to keeping the proposed state budget in balance.
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Community Solutions. Sentencing Reform $58 million savings/biennium

The governor’s budget assumes that the legislature will approve several
changes in Ohio’s criminal sentencing laws that are estimated to save the state
$29,061,124 in corrections costs each fiscal year. If these reforms are not en-
/ acted, the governor maintains that the state would have to provide funding for
six new 2,000 bed, dormitory style prisons--and that would be based on the as-
sumption of zero prison population growth. New construction would cost an

THE CENTER FOR estimated $1.1 billion and the corrections department would need an additional
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$250 million each year in General Revenue Fund (GRF), funding to operate the
newly-constructed prisons. The sentencing policy reforms that the governor
assumes the legislature will enact to avoid those costs are:
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¢ Funding 220 existing but unused beds in 18 resi-
dential community-based correctional facilities;

¢ Raising the threshold amount for increased penal-
ties for theft related offenses from $500 to $750;

¢ Expanding the current prison diversion child sup-
port sanctioning options and creating new sen-
tencing alternatives;

* Permitting the Adult Parole Authority to utilize
various sanctions instead of charging offenders
who abscond from parole supervision with a new
felony offense; and

¢ Reinstating the ability of prisoners to receive
seven days of “earned credit” based on monthly
program completion in qualified education, voca-
tional, employment in prison industries, substance
abuse or other constructive programming.

Of these several proposed reforms, the one that pro-
duces the most annual estimated savings is the last
which is assumed in the budget to result in annual
cost avoidance of $11.4 million.

What is especially striking about the governor’s
sentencing reform fiscal estimates is that the claimed
savings is $58 million for the biennium, but failure to
enact them is estimated to cost $250 million in new
operating costs plus the cost of building new prisons
and paying for the debt service costs of issuing bonds
to pay for them. This disparity is likely to receive
considerable legislative attention.

‘ Refinancing GRF Debt ‘ $400 million revenue \

The governor’s budget assumes that the legislature
will take existing bonded indebtedness whose princi-
pal and interest payments are made with GRF money
and extend the life of the bonds that would have been
paid off by the end of the biennium by another ten
years.

By extending the debt, the state would be obligating
itself to making an additional $89.9 million in inter-
est payments. For many this may seem to be a steep

price to pay to avoid the other alternatives of cutting
spending or raising taxes to produce $400 million.

Collective Bargaining
Agreement

$170 million savings in
FY 2010 and $200 million
in FY 2011

Agency budget requests have been reduced by a total
of $370 million for the biennium on the assumption
that the governor will be able to get state employee
unions to agree to a number of changes that will
reduce payroll and benefit costs. The cost estimate
assumes that the changes would apply to non-union
employees as well but it is not clear whether failure to
gain collective bargaining contract agreement changes
for the union employees would still result in the gov-
ernor applying the proposed changes to non-collec-
tive bargaining agreement employees. The proposed
changes are:

* A graduated scale of pay reductions for both col-
lective bargaining employees and exempt employ-
ees ranging from zero for employees below pay
range 3 to 5 percent for those in pay ranges 12 and
above; employees earning $125,000 or more would
be reduced by 6 percent;

e A reduction in the amount of dental, vision, and
life insurance premiums the state pays on behalf
of employees;

¢ Authority for the governor to mandate that em-
ployees be placed on furlough (layoffs);

¢ Anincrease in the statutory trigger for the es-
tablishment of a mandatory retirement incentive
plan.

‘ Expanding SCHIP ‘ Indeterminate Cost \

The executive budget request includes funding in an
amount nowhere specified in the supporting budget
documentation supplied thus far to expand the state’s
Medicaid health care coverage of children from 200
percent of poverty to 300 percent of poverty. This ex-




pansion was approved, and funded, by the legislature
for the current biennium but the administration did
not implement the expansion. As a result it is likely
that the expansion, as well as all program expan-
sions included in the governor’s budget request, will
receive renewed attention as the legislature struggles
with the problem of producing a balanced budget for
the coming biennium.

Film Industry Tax Credit [ $10 million GRF revenue
loss annually

At a cost of $20 million in GRF revenues for the bien-
nium the governor proposes a refundable tax credit
of 25 percent on qualified production expenditures of
film production companies producing eligible films
in the state. The stated purpose of the proposed new
tax credit is to “encourage and develop a strong cin-
ematic production industry in the state of Ohio and
to compete with neighboring states in attracting new
film production to Ohio.”

Should the legislature not approve the credit (highly
unlikely considering they passed a similar and more
costly tax credit which the governor vetoed last year)
the state could add $20 million to its GRF revenue
estimates. More likely is that the legislature will at-
tempt to locate additional resources to increase the tax
credit.

The governor’s budget proposes additional tax credits
but has pushed their fiscal effects in future biennia.
One would increase the existing Technology Invest-
ment Tax Credit cap from $30 million to $45 million
at an annual cost of $15 million (delayed for three

to five years). Another would establish a new mar-
kets investment tax credit for purchasers of qualified
low-income community equity and long term debt
investments. The first year that the tax credit can be
claimed is expected to be FY 2013 and will result in
the loss of an estimated $12 million in GRF tax rev-
enues that fiscal year. Because these proposals do not
affect the current biennium it can be expected that the
legislature will not only approve them but look for
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ways of expanding them or adding other tax credits
and postponing their fiscal effects beyond the expira-
tion of the current legislative terms of office.

$188 million in GRF
revenues (excluding
proposed Medicaid fee
increases)

Fee Increases

The difference between a tax and a fee is that the
former is applied generally while a fee is levied only
on those who benefit from the service that the fee sup-
ports. It should be noted that various fees have been
increased every single biennium since at least 1971
including a number of years in which the governor
and the legislature took credit for enacted budgets
with “no tax increases.” However, in this biennium
the number of fee increases, and the revenue they are
expected to generate, exceeds those included in any of
the budget of those prior years.

Excluding proposed fee increases for nursing homes,
hospitals and ICF/MR (intermediate care facilities/
mental retardation) Medicaid providers, the governor
is proposing numerous individual fee increases to
produce a total of $236 million in additional state rev-
enues, $188 million of which will be in GRF receipts.

Outside of the Medicaid provider increases the state
agencies that would receive the biggest boost in
revenues to support their programs are the Environ-
mental Protection Agency ($15 million for an increase
in the Tire Fee), the EPA and natural resources agen-
cies ($17 million for increases in municipal solid waste
disposal, construction, demolition and debris fees);
the courts ($42.8 million from various fee increases);
the Department of Pubic Safety ($131.4 million); the
Departments of Health and Natural Resources ($9.7
million each). Lobbyists for all of the interests affect-
ed by the fee increases can be expected to resist the
proposed increases resulting in considerable scram-
bling in the legislature to find ways of avoiding them.
The difficulty will be in finding ways to cut spending
to avoid the fee increases and raising general taxes.



State Budgeting Matters ® Volume 5 Issue 5 ® March 1, 2009

GREF tax loss of $3.914.5
million in FY 2010

Continue Tax Cuts

The governor’s budget request estimates that the GRF
tax loss in FY 2010 from implementing the fifth year
of earlier enacted cuts in the personal income tax will
be $2,272.6 million and another $1,642.2 million from
the phase out of the corporate franchise tax. As it
becomes more clear that that balancing the current
budget will require more revenue than anticipated
legislators will find themselves examining whether
postponing the implementation of the final phase

of the five-year tax reductions is good fiscal policy.
There is already considerable discussion of at least
altering the reduction in the personal income tax to
exclude certain higher income taxpayers.

Before a final budget is enacted, issues of whether

to continue, modify, or completely postpone the
implementation of previously approved tax cuts will
receive considerable attention. Although less likely,
there is also the possibility of revisiting the decision
made in the enactment of the current budget to phase
out the tangible personal property tax at a cost of
$1.621 million in GRF funds in FY 2010.

$282.8 million in FY 2010
and $315.6 million in FY
2011 of additional state
revenue

Hospital Fee Increase

The governor is proposing to institute a 1.27 percent
assessment on hospitals for their total facility costs in
FY 2010 and 1.37 percent in FY 2011, and every suc-
ceeding year, to gain $598.4 million in additional state
revenue for the biennium, $513.9 million of which
inures to the GRF. Hospitals can be expected to resist
the new fee. Legislators will be under considerable
pressure to find alternative revenues.

Nursing Home Fee In- $122.2 million in FY 2010

crease and $162.9 million in FY
2011 of additional state
revenue

The governor is proposing to increase the nursing
facility franchise fee from $6.25 per bed per day to $11
resulting in additional state revenue of $285.1 million
for the biennium, $233.5 million of which would be
GREF funds. Since the effect of the increase will be to
increase the costs to individual nursing homes, this

is likely to be a contentious issue during legislative
deliberations. Failure to approve the increase would
force the legislature to find that amount of additional
state money by making cuts elsewhere.

The governor also proposes to increase the fees for
intermediate care facilities for persons with mental
retardation to raise an additional $6 million in GRF
revenues for the biennium ($8.6 million in all funds).
This increase is also likely to receive legislative scru-
tiny.

Paying for Managed
Care Retrospectively

$270.4 million (all funds)
one-time savings

Currently the state pays Medicaid managed care
providers for services before they are actually ren-
dered (prospectively). By changing to a retrospective
reimbursement basis, the state could obtain a one-
time, non-recurring cost avoidance of $270.4 million
in state and federal funds. On its surface this pro-
posal appears non-controversial. However, managed
care provider agencies will have to have sufficient
resources to cover their costs during the transition pe-
riod from prospective to retrospective reimbursement.
Not all such agencies are likely to have sufficient cash
reserves to accommodate the change and therefore
this is likely to become an issue for legislative debate.



Indeterminate

Eliminating Budget Ear-
marks

The Office of Budget and Management has identi-
fied 263 earmarks that were approved in the current
state budget (H.B 119 of the 127th General Assembly).
These include 33 set-asides in the appropriation for
Temporary Assistance to Needy Families in the De-
partment of Job and Family Services and include spe-
cific amounts that must be provided to specific agen-
cies. Other line items with large numbers of earmarks
include travel and tourism grants, school improve-
ment initiatives, and child and family services.

An earmark works to carve out a specific amount of
money and makes it available to the specified agency
without regard to its effect on overall program fund-

ing.
And there is another effect as well.

When it is necessary to reduce appropriations, either
because of overall budget cutbacks or simply because
the estimated receipt of funds to support an appro-
priation line item is not forthcoming, the earmarked
money is protected from any reduction. Once again it
means that those benefiting from the line item that are
not earmarked will bear the brunt of any reduction

in spending, while the earmarked agency receives its
total earmarked funds and its budget remains un-
scathed.

Governor Strickland’s decision not to include ear-
marks in H.B. 1 poses an interesting problem for
lobbyists and for legislators. Lobbyists who would
otherwise be devoting their attentions to advocating
for an increase in spending for those programs that
benefit their organizations will now have to devote
more of their attention to convincing the legislature of
the desirability of re-inserting their earmarks. Legis-
lators, meanwhile, will be under pressure to consider
the fiscal implications of singling out pet agencies for
special treatment especially in a budget so difficult to
bring or keep in balance as this one is. The issue of
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whether or not to earmark could very well become
quite contentious as the budget proceeds through the
legislative process.

Higher Education Tu-
ition Freeze

Could reduce state ap-
propriations if modified

The governor’s budget adds money to the appropria-
tions for higher education institutions to pay for the
tuition money that those institutions will forego to
comply with the recommendation that there be no in-
creases in tuition at four-year schools during FY 2010,
increase by only 3.5 percent in FY 2011 and remain
flat at branch campuses and community colleges for
the next two years. There is likely to be legislative
consideration of altering this proposal to free up state
money for other uses.

Throughout the country, states have seen tuition and
fees rise at institutions of higher learning, including
states like California that had long prided themselves
for low tuition. Free or low-cost state-supported
higher education has never been considered a basic
state service required by the state constitution as is
primary and secondary education. In difficult eco-
nomic times it is often the case that legislators de-
termine that those who wish to pursue an education
beyond the 12 years avail themselves of the numerous
low-interest loan opportunities underwritten by the
federal and state governments.

Government Reorganiza-
tion

$12 million savings/year

The governor’s budget request includes a number of
proposed organizational changes, most of which will
have little or no impact on state funding. For ex-
ample, the governor proposes to move the separately
administered State School for the Blind and the State
School for the Deaf to the control of the Department
of Education. The governor also proposes to create a
Center for Early Childhood Development in the edu-
cation department. While proposed changes such as
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these will require legislative attention and approval,
the only reorganization that assumes a savings in
state outlays is the proposed consolidation of sup-
port services for the state’s 28 licensing and regulatory
boards and commissions.

Currently each of these boards duplicates administra-
tive functions and each prepares its own budget, does
its own accounting and personnel work and other
back office support services. By combining those
functions under one agency, the governor reports that
the state could save as much as $12 million per year.
It is not clear how much would actually have to be
added back to each of the agencies” appropriations
total if the consolidation is not accomplished (nor is
there any evidence that there is any opposition to the
governor’s plan).

Expand Health Care $6 million tax loss in FY
Coverage to “children” | 2011
up to age 29

The governor proposes to require that group health
policies be required to cover 21,650 of the estimated
371,000 Ohioans between ages 19 and 29 who do not
have coverage under their parent’s health insurance
policy. To pay for this requirement the governor pro-
poses to extend the state tax deduction to employer
coverage of these “older children” and other depen-
dents. If the legislature decides not to approve this
policy recommendation the state could add $6 million
to its FY 20100 GRF revenue estimates.

‘ Education Reform ‘ Redistribution of money \

The changes that the governor proposes for primary
and secondary education involve numerous policy
issues that impact the distribution of state and local
moneys to individual school districts. Much of the
public’s attention to the proposals so far have focused
on proposed changes in how educational success is to
be measured, extensions of the school year, changes
in teacher tenure and similar aspects of the governor’s

6

plan to transform Ohio’s public education system.
But the budget request also proposes a major change
in the funding mechanism used to provide basic aid
to school districts.

The current state school financing system is called a
“Building Blocks” approach where costs of certain
educational components that are linked to academic
success are identified and then state aid is provided
based on those costs and the assumed local share of
them. The governor proposes to eliminate that con-
cept and instead base funding on the unique needs

of individual students in what is called the Ohio
Evidence-Based Model (OEBM). The changes that the
conversion will entail are numerous and complicated
and will become the subject of considerable legisla-
tive debate as will the non-funding policy changes the
governor proposes.

What is likely to happen is that in the end much of the
discussion of funding changes will revolve around
“who gets what” or “legislation by printout” (of indi-
vidual school district state aid).

The school funding formula has always been seen

as a mechanism by which the state can push school
districts toward spending to achieve state-determined
objectives. The fact that less than half of the money
school districts receive, on average, comes from the
state makes it difficult for the state to really use the
funding device to achieve those objectives; local funds
would have to be committed to the same objectives
to achieve that result. So what typically happens in
the legislative process is that the fiscal debate centers
on two questions: (1) how much more money can

be “found” to add to the total the governor recom-
mends for primary and secondary education; and

(2) how can the formula be juggled to make certain
that the school districts of the most influential state
legislators receive the largest significant increases in
state aid. Since there is no reason to believe that the
128th General Assembly will be any different than its
predecessors, by the time the primary and secondary
education budget is settled (which may go beyond
June 30) the end result will undoubtedly be a reshuf-
fling of “who gets what” among the school districts



and a school funding formula jerry-rigged to achieve
the legislatively-desired results for individual school
districts.

Sticking Point Fiscal Implication

“Raiding” Other Funds | $1,945.6 million

The executive budget request proposes to use up

the entire balance of the state’s Budget Stabilization
or Rainy Day Fund ($948 million to be used in FY
2011) and the accumulated ending cash balance ($249
million) , balances in various state special revenue
(rotaries) funds ($116.8 million in FY 2010 and $151.8
million in FY 2011), a portion of the balance in the un-
claimed fund ($200 million in FY 2008 and $80 million
in FY 2011) and $200 million in a “loan” from the cash
being held by the Ohio School Facilities Commission.
These one-time raids on other funds are in addition to
the one-time moneys the state expects to receive from
the federal stimulus legislation as well as the $400
million the governor estimates can be received from
extending current state GRF debt for another two
years (described above) and $270.4 million if the leg-
islature agrees to change the way that managed care
providers are reimbursed (described above). In total,
the governor’s budget request is predicated on about
$6 billion in one-time, non-recurring receipts.

The policy decision concerning the use of these
one-time moneys to pay for proposed spending this
biennium does not involve making statutory changes
or making decisions outside of appropriations deci-
sion-making, as are the other items discussed in this
article. Nevertheless, it is included largely because

a number of legislators have expressed concerns
about the future implications of using one-time, non-
recurring moneys to balance this biennial budget. In
fact one-time, non-recurring funds have been used

to shore up sagging revenues for decades with few
recriminations and little concern about future fiscal
implications of doing so. But there is a difference this
time in terms of the magnitude of the one-time re-
ceipts and the dim prospects for a significant enough
increase in GRF tax receipts in the future to equal the
revenues produced by the one-time measures. De-
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spite those problems the real concern that will guide
decision-making on this policy issue is what the alter-
natives are.

With respect to the “raided” funds there would seem
to be little reason to support letting them remain
where unused when demands for public services are
increasing as unemployment continues to rise and
when the state’s revenues are declining so rapidly.
With respect to the federal funds, surely no one sug-
gests not taking and using them. With respect to the
several other one-time revenue sources, including
the $200 million loan, the $400 million debt service
extension and the $270.4 million from restructuring
payments to managed care providers there are other
issues involved which will surely receive considerable
legislative attention. However, the more the legis-
lature removes one-time receipts from the proposed
budget the more they will have to consider perma-
nent tax increases and/or spending cuts to bring the
state’s budget in balance without the use of those
receipts. The legislature may well find those alterna-
tives less savory than accepting the fact that the next
legislature may very well find itself bereft of further
one-time revenue sources to balance the FY 2012 - FY
2013 budget and will have to “bite the bullet” on
considering significant tax increases. It may sound
cavalier but generally the legislative attitude is to let
future legislatures “take care of themselves” while
they concentrate on extant problems and issues.

Long, Difficult Days Ahead

The number and extent of difficult policy choices con-
tained in this budget is staggering and will consume
endless hours of legislative debate that may well
extend beyond June 30, the end of the current fiscal
biennium, especially with regard to education reform.
Complicating matters will be the fact that even before
tackling these difficult issues the legislature will have
to find ways to bring the governor’s already out-of-
balance budget request back into balance.

FY 2009 revenues are continuing to produce less rev-
enue than were projected when the third downward
revision of estimates was made in December, 2008.

It now appears that legislators will have to come up



State Budgeting Matters ® Volume 5 Issue 5 ® March 1, 2009

with about $400 million to keep the current budget

in balance and the possibility of doing so by cutting
spending at this late date in the biennium is slim to
non-existent. Also, the governor’s budget assumed
that FY 2009 would end with a GRF balance of $420.6
million; now the estimate has been revised downward
to $137.1 million. That means that the governor will
not be able to spend down (or use) the $249 million
he was counting on from FY 2009."! In addition, the
governor’s budget was predicated on the more gener-
ous state aid that was included in the congressional
house’s version of the economic stimulus bill; the one
that was enacted provides considerably less money
that the state can use to support general operating
purposes leaving the legislature with another gap to
fill. And, beyond those already-identified balancing
problems, it would not surprise me to find that before
the budget bill leaves the House of Representatives
the administration will revise its revenue forecast for
the coming biennium downward creating still another
gap between proposed spending and the revenues
needed to support it.

As the problems with this budget multiply there will
be more and more attention given to the matter of tax
increases, as repellant politically as that issue may

be, and as difficult as it may be to consider during
bad economic times. In the absence of a tax increase
the legislature will have to consider such options as
flat funding for primary and secondary education,
tuition increases for higher education, elimination of
optional Medicaid services and reductions in state aid
to local governments (which would, of course, simply
pass the state’s problems on to localities). It is most
likely that the legislature will be forced to reconsider
the decision to continue the tax reductions approved
by a prior general assembly. Small cuts in spending
here and there will do little to address the problem

of balancing this budget. Complicating matters are
the numerous policy decisions with significant fiscal
implications that the governor has made part of his

biennial budget request.

1. The governor’s budget request assumes an FY 2011 ending
cash balance of $171.6 million. Presumably the balance could be
brought down to zero but that would still leave the governor’s
budget short by the difference between the $249 million and the
$171.6 million that could be used ($77.4 million).

Many long, difficult days lie ahead before H.B. 1 is
finally enacted.

Do You Have Questions about Ohio’s Budget?

E-mail your questions to budget expert Richard Sheridan at

rsheridan@CommunitySolutions.com.

Answers to your questions could be the topic of future issues!



