Special Analysis

Developing a P-16 Statewide System

Introduction to the Strickland Administration’s Educational Philosophy

Transforming Ohio’s Public Education System

As expressed in the Northwest Ordinance of 1787, good government, economic prosperity, and civic well-being are
the founding principles for the state of Ohio. These founding principles were the driving force behind the state’s
development as an agricultural and industrial leader across the nation and world. These are the same principles that
will propel Ohio into the future and maintain its status as a national and international leader. But, to continue our
growth and prosperity as a state, the Strickland Administration believes the state of Ohio must focus its attention on
one of the most important institutions in our society, public education.

Public education is the cornerstone that binds the forces of good government, economic prosperity and civic
engagement together to advance the state. It is through public education that the state produces the talent pool
sufficient and necessary to create the economic prosperity and social advancement for future generations. Public
education is also the great equalizer that provides all of Ohio’s students with equal universal access to obtain a
quality education.

The current educational system in Ohio was designed to serve a 20" century economy. The 20" century economy
was focused on mass reproduction, rote memorization of information, manual labor, and segmentation as guiding
principles. The educational system, in support of this economic model, is designed according to the same guiding
principles. As a result, the primary and secondary public education system evolved into an isolated system separate
from the development of preschool and higher education.

The 21% century economy is focused on the mastery of core knowledge, critical thinking, possibility thinking,
knowledge creation, development of strong interpersonal skills and effective work habits. The demands of this
information and technology driven economy requires a new public education system that is reformed to ensure the
success of all students. Ohio’s public educational system must undergo a systemic transformation.

To ensure that every student will have access to this 21% century education, the Strickland education reform plan
proposes a humber of reforms to the preschool, primary and secondary, and higher education learning continuum.
The result of the reforms is a comprehensive and systemic transformation of the public education system that will
truly integrate the three systems into an aligned P16 system dedicated to serve all Ohioans, regardless of their
location in the state or station in life. The Executive Budget recommendations will:

1. Create one comprehensive quality early care and education system at the Department of Education that is
focused on the whole child and preserves access for all early learners.

2. Transform the primary and secondary education system through an alignment with early care and education
and higher education that will create a student-centered focus and meet the constitutional mandate to fund a
21% century education for all students with an unprecedented level of resource management accountability.

3. Maintain affordability and momentum within the University System of Ohio to create lifelong learning
opportunities for all Ohioans.

System Overview

Ohio’s philosophy is that education starts from the beginning, gives a fair chance to every Ohio child, and leads to a
degree that counts. Consequently, the Executive Budget makes sure every child has the chance to start school ready
and able to learn. This requires quality early learning experiences and effective care (adequate nutrition, timely
health care, and behavioral health screenings) to keep challenges from becoming problems.

Children who are ready to learn will do their best in schools that have the right tools and well-prepared teachers to
help them learn to be the kind of creative problem-solvers we need for 21st century jobs. From books and
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technology to more accurate ways to measure proficiency, to providing a richer curriculum, Ohio schools will make
the most of each child’s talents.

And our bright, hard-working graduates will be assured of affordable access to the advanced education they need to
move ahead. Any student accepted to a state college or university will have the opportunity to attend, even if their
family cannot afford to send them. And, working with universities and community colleges, we’ll find ways to help
them control tuition, contain their costs, and serve the needs of a broad range of students, from job-training and adult
education to the highest levels of math and science.

Early Childhood Education

Overview

Governor Ted Strickland has said that education starts from the beginning and every child must be given a fair start.
The Executive Budget provides a fair start by ensuring access to high quality services and providing support
promoting the comprehensive early childhood development of young children. Investing in early childhood
development is the most efficient economic development strategy available. The Executive Budget aligns state
policy and maximizes federal resources to solidify the early childhood development system. Specifically, it focuses
on the whole child, improves the quality of services, and supports access to affordable care and education for
working families.

Background

A baby’s brain architecture develops rapidly during the early childhood years. It is a period of tremendous growth
and opportunity that can be enhanced through nurturing, positive relationships. Our obligation as a state is to ensure
that state investments contribute to developing and sustaining the support that parents, families and early childhood
professionals need to facilitate the healthy development and learning of young children.

Governor Strickland recognizes the importance of the early childhood years. The creation of the Early Childhood
Cabinet in March 2007 and the Early Childhood Advisory Council in August 2008 has offered the administration an
opportunity to better understand the existing system infrastructure and the opportunities that exist for a more
efficient, effective, and high quality delivery system. In order to achieve the Administration’s vision, Ohio needs to
align its resources and policies and develop a new administrative structure in order to create a strong foundation for
the system.

Ohio supports early childhood development through a comprehensive system serves children through the following
subsystems:

= Early Care and Education: Provides early care and education opportunities in nurturing environments where
children can learn what they need to succeed in school and life;

®  Health, Mental Health and Nutrition: Provides a comprehensive health services that meet children’s vision,
hearing, nutrition, behavioral, and oral health as well as medical health needs;

®  Special Needs/Early Intervention: Provides early identification, assessment and appropriate services for
children with special health care needs, disabilities, or developmental delays; and

®  Family Supports: Provides economic and parenting supports to ensure children have nurturing and stable
relationships with caring adults.

All four subsystems are critical to ensuring each child has a fair start and all systems have areas of overlap (see
diagram below). The Early Childhood Cabinet and Advisory Council have helped to streamline goals to bring these
four subsystems into alignment.
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A key feature of the early childhood development system in this budget is the creation of a single administrative
structure with the authority and responsibility to implement and coordinate state-funded or administered early
childhood programs and services for children prenatal until entry into kindergarten. To accomplish this goal, the
Center for Early Childhood Development will be created in the Department of Education. Staff from multiple
departments will be brought together along with the following functions: licensing, quality, research, professional
development, communications, accountability, and regulations. In addition, this budget codifies the role and
responsibilities of the Early Childhood Advisory Council to ensure a continued and comprehensive focus on
programming for young children.

Quality & Standards

The Executive Budget for early childhood development will improve the quality of early care and education
programming and ensure that standards for practitioners and programs are aligned and developmentally appropriate.
This is accomplished by effectively using the quality set aside in the Child Care Development Block Grant to
continue the “Step Up to Quality” program, professional development support, and core child care resource and
referral services. Ohio will also develop a single set of standards and guidelines for children and programs serving
children birth to five years of age.

Regulatory

The Executive Budget increases compliance with standards for children age birth to five that promote the health and
safety of young children by creating a single regulatory process for all early care and education programs and
increasing licensing and professional development requirements for lead teachers. The Center for Early Childhood
Development will establish the foundation for Ohio’s definition of quality in all out-of-home settings by developing
new standards for licensing family child care providers and will seek legislation to adopt these standards.

Professional Development

The Executive Budget will ensure early childhood professionals have access to professional development
opportunities and on-going supports that build their knowledge, competencies and skills for working with young
children by:

®=  Requiring professional development that is funded, delivered or sponsored by an Early Childhood Cabinet
agency to be entered in or linked to the Ohio’s Professional Development Training Registry;

= Establishing a common trainer and training approval process for specialized training required through the
departments of Education, Job and Family Services, and Health;
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= Developing a core knowledge and competencies document for directors and administrators of early care and
education agencies that serves as the foundation for the creation of an administrator credential;

= Creating a system of tiered professional development for early childhood professionals based on the core
knowledge and competencies; and

= Aligning professional development opportunities within a P-16 framework.

Comprehensive Family Supports and Services

The Executive Budget will ensure high quality services are available, accessible and affordable to families to
address the comprehensive development of their child. This is accomplished by: redefining the core services of Help
Me Grow to include evidence or research based practices for home visiting services and maternal depression
screening. Also, Early Childhood Mental Health consultative services that are targeted to Ohio’s most vulnerable
children and early care and education programs are also maintained in the Executive Budget. Further, the
development of a statewide coordinated communication plan for families with young children and alignment of the
eligibility definitions of Part C (Early Intervention) and Part B (Preschool Special Education) are key to
comprehensive support.

Streamlined Financing for Early Childhood System

The Executive Budget explores the development of a single stream of stable funding that is sufficient to support and
sustain services and quality enhancements. These features are critical to an effective, coherent, equitable early
childhood system. The Executive Budget also seeks to streamline existing eligibility and payment systems. The
primary means for accomplishing these tasks will be the establishment of an Early Childhood Financing Workgroup.
The Workgroup will be charged with: exploring a single financing system for early care and education programs that
includes aligned payment systems and consistent eligibility criteria and family copayment policies. In addition
eligibility processes will be automated to include child care; a streamlined payment process through a statewide time
and attendance system will be developed; quality achievement awards will be continued to support the maintenance
of quality standards; and all-day kindergarten will be expanded in every school district in Ohio.

Highlights of the 2010/2011 Executive Budget

The Executive Budget maintains momentum and funding to support access to the early childhood system. The
Executive Budget will maintain eligibility at 200 percent of the federal poverty level for all of the state-supported
early care and education programs. Funding is also provided for 8,000 full-time enrollment slots for the Early
Learning Initiative. Rates paid by the state to child care providers in the subsidized child care program are continued
at the 65" percentile of the 2006 market rate survey and the full-time child care provider reimbursement rate will be
set at 35 hours. Continuation funding for the Early Care and Education program (formerly known as Public
Preschool) housed in the Department of Education is also provided in the Executive Budget. GRF support for the
Help Me Grow Program is increased to maintain core services and replace the dollars formerly received from the
Temporary Assistance for Needy Families (TANF) program.

Primary and Secondary Education

Academic, Funding, and Accountability Reforms

The cognitive and affective development of the whole student is at the center of the education universe in the
primary and secondary reforms outlined in the Strickland education reform plan. It is a comprehensive and systemic
reform plan that will move our state forward in the right direction. In paraphrasing a recent comment by President E.
Gordon Gee on the Strickland education reform plan, it is a bold plan and it is the right plan for the future of Ohio. It
is a plan that will create lifelong learning opportunities for all Ohioans. It is a plan that will align our educational
system to the economic and job development strategies of the state, while preserving our historical roots as a
democracy.

To guide the primary and secondary reforms, the Strickland education reform plan utilized the following guidelines
to align the primary and secondary education system to the early care and education and higher education systems,
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which will transform Ohio’s public education system into a 21% century P16 system to meet the needs of all
students:

®  The mission for public education in the state of Ohio should be the full development of all students to reach
their fullest potential and to become successful economically, to experience social and emotional well-being,
and to function as a productive citizen in a global society.

®  The vision for public education in the state of Ohio should be the establishment and maintenance of student-
centered, personalized 21* century learning environments that foster and nurture creativity, innovation, and
global competence to meet the needs of all students.

To achieve that mission and vision statement, the state of Ohio should:

®  Strengthen its commitment to public education to address today’s many educational and social challenges;

®  Link its educational system to the civic well being and economic prosperity of the state;

®  Encourage creativity and innovation by leading and encouraging our students to think past the limits of what’s
been done and imagine the possibility of what can be done;

= |dentify and use the creative and innovative best practices developed by educators;

®  Emphasize the importance of personalized educational experiences for all students and the use of instructional
methods that emphasize positive student-teacher relationships and ensure academic success;

" Use measurement and assessments, both for accountability and diagnostic purposes, to guide the personalized
education of all students; and

®  Promote education as a shared responsibility between families, educators and communities by providing the
means to build strong relationships between the home, school and community to support a 21% century
education for all students.

Committed to this mission, vision and guiding principles, the Strickland education reform plan propose a systemic
and comprehensive preschool through post-secondary public education system that will prepare Ohioans for the
challenges of the 21% century. To ensure that the plan will guide the department of education in its work with
educators across the state, the Executive Budget recommendations will require the State Superintendent of Public
Instruction (State Superintendent) to create, in consultation with the Chancellor of the Board of Regents
(Chancellor) to create a ten year strategic plan no later than December 1, 2009. The state superintendent will align
the ten year strategic plan to the University System of Ohio strategic plan and deliver the plan to the General
Assembly, in accordance with division (B) of section 101.68 of the Revised Code, and to the Governor. The
Executive Budget recommendations will require the plan to:

= Establish a framework for development of student centered, collaborative, professional, innovative and thinking
21% century learning environments;

= Measure Ohio students against the world;

= Expand learning opportunities for all Ohio students;

= Prepare and support Ohio’s educators for a successful instructional career; and

= An effective funding system according to Chapter 3306 of the Revised Code and an enhanced financial and
resource management accountability system.

Student-Centered 21% Century Learning Environments

Student-centered 21% century learning environments are creative and innovative classrooms and school buildings
dedicated to meeting the personalized unique needs of each and every student in a student-centered 21% century
learning environment. The classroom and school building, in a student-centered 21 century learning environment,
are transformed into nurturing, exciting and stimulating spaces where all students are challenged to think, problem
solve, take risks, work together, and explore knowledge within the context of the world around them. A student-
centered 21% century learning environment is a space where diversity is celebrated and students feel safe to be
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themselves free of bullying and violence. Students are highly motivated to meet high expectations established by
educators in student-centered 21% century learning environments. And, the educators in student-centered 21 century
learning environments work collaboratively to think, learn, grow and lead as professionals.

The following is a diagram to illustrate the major components of a student-centered 21% century learning
environment in Ohio:

Ohio’s 21* Century Student-Centered Learning Environment

Figure D-2

Accountability/Diagnostic

21** Century Skills

Standards

Assessments

As the diagram illustrates, the student is at the center of the educational universe. The student is not an empty vessel
for educators to fill with information. In a student centered 21% century learning environment, there is an
acknowledgement, understanding and healthy respect for each students family and community experience. The
student enters the learning process each day with a set of natural skills and talents that are informed by the
knowledge and experiences from their family and community. It is through this acknowledgement, understanding
and healthy respect that educators create the relationships to make a difference in the lives of their students.

A student-centered 21% century learning environment also includes a number of factors that revolve around the
student to ensure their academic success. The factors are clear expectations (standards), effective educators with
proven instructional strategies (pedagogy), nurturing learning environments and quality academic supports
(context/culture), and appropriate tools for accountability and diagnostic purposes (assessments).
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Academic Standards and Curricula

The Strickland administration recognizes that the transformation of our educational system to meet the needs of
Ohio’s students in the 21% century will require a different set of expectations and model curricula. New academic
standards and model curricula must reflect the demands of a 21% century education system. To achieve this
transformation, the Executive Budget Recommendations will:

Revise our current academic standards to:

1. Be vertically articulated, rigorous, focused, and coherent. Vertical articulation, rigor, focus and coherence
are defined in the Executive Budget recommendations as follows:

a.

Vertical articulation Key academic concepts and skills associated with mastery in particular
content areas should be articulated and reinforced in a developmentally appropriate manner at
each grade level so that over time students acquire a depth of knowledge and understanding in the
core academic disciplines.

Rigor: the benchmarking of state’s standards to international standards to create challenging and
demanding standards and curricula for students.

Focus: limit the number of topics covered in the standards to allow for deeper exploration of the
subject matter.

Coherence: The development of standards that follow the structure of the subject’s discipline so
that the body of knowledge in the discipline is sequenced from kindergarten through twelfth grade
to meet age appropriate learning expectations.

2. Emphasize the development of 21% century skills to prepare students for postsecondary instruction or the
workplace. Twenty-first century skills are defined in the recommendations to include:

a.

C.

d.
e.

f.

The development of creative, innovative, critical thinking, problem solving, communication and
interpersonal skills.

The development of information, media, and technology literacy skills.

The development of skills that promote flexibility and adaptability, initiative and self direction,
global and cultural competence, productivity and accountability, responsibility and leadership.
The development of computer, wellness, financial, and entrepreneurship literacy.

Encourage the use of interdisciplinary, project based, real world, and service learning instructional
strategies.

Require a periodic review of the standards and curricula.

3. Add a Life and Career Readiness course at the middle school grade levels. The course will focus on the
development of like skills, financial literacy, and entrepreneurship. Students, as a requirement of the
course, must create a career and college plan that reflects their future aspirations.

4. The State Superintendent must develop a plan to implement the academic standards and model curricula
recommendations.

Collaborative, Professional and Continuous Learning Environments

To establish a safe, healthy, and vibrant learning environment, the Strickland education reform plan presents a
comprehensive set of reforms that will transform our schools into thinking and learning environments for students to
develop and thrive. The reforms are grounded in the systems thinking and school improvement research. This
research emphasizes:

A focus on the needs of all students and clearly defined results;

The use of research and data to drive decision making;

High expectations and relevant instruction for all students;

The creation of effective relationships between educators and students;
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® A collective sense of responsibility and leadership by educators to create safe, nurturing and globally competent
experiences for all students through collaborative and collegial relationships that focus on continuous
professional development and growth of the educators; and

®  Effective linkages between educators, families and members of the community that will support the success of
all students.

The Executive Budget Recommendations will require a revision of the Operational Standards, chapter 3301-35 of
the Administrative Code to make the following changes:

= |eadership teams in each organizational unit within a district;

®=  Family and community engagement teams in every district to align the districts family and community
engagement strategies;

= Collaborative and job embedded professional development strategies which include peer evaluation and cultural
competency;

®  Coaching and mentoring of educators;

= Collaborative lesson planning time;

" Classroom instruction that emphasizes educating the whole child through interdisciplinary, project based, real
world, and service learning opportunities;

®  The spending of state funds consistent with the proposed new funding model in section 3306 of the Revised
Code; and

®  The use of positive behavior intervention support strategies.

Celebrating Creativity, Innovation, and Learning

The Strickland education reform plan adopts the premise that creativity and innovation is Ohio’s natural heritage
and must be integrated into Ohio’s learning environments in the 21% century. Ohioans such as Thomas Edison,
Granville Woods, Charles Kettering, the Wright Brothers, Steven Spielberg, Toni Morrison, Neil Armstrong, and
Senator John Glenn changed the path of human existence with your contributions of creativity and innovation. Ohio
companies such as BF Goodrich, Firestone, Nationwide, Procter and Gamble and the Limited blazed a trail for
others to follow as Ohio established itself as a national and international economic force.

Due to this heritage, creativity and innovation are Ohio’s differential advantage in the global marketplace. As the
state’s differential advantage, education policy must nurture and foster the development of creative and innovative
skills as important integrated elements within the state’s educational system from pre-school to post-secondary
learning.

A 21% century learning environment is a space for the exploration of creativity and innovation. Creativity and
innovation, in recent years, have captured imagination and attention of the nation and world. Both are seen as
commodities to market throughout the world. Both are seen as the skills that one can hone and develop to lead
successful lives. Both are seen as being highly marketable to be bought and sold. The producers of goods and
services travel the world find those with the most creativity and innovation. Celebrating creativity and innovation on
a daily basis is must become an important element of a 21* century learning environment.

As a result, the Strickland education reform places a special emphasis on celebrating, cultivating, nurturing, and
harvesting the creative and innovative fruits throughout the P16 system by creating the Ohio Academic Olympics at
the Department of Education. The Ohio Academic Olympics will be a statewide competition at the local, regional
and state levels. The purpose of the statewide competition will be to recognize and celebrate the academic talents of
Ohio’s students in science, math, writing, debate, arts, technology and other areas of academic excellence.

To achieve this important integration of creativity and innovation throughout the P16 system, the Executive Budget
Recommendations will:
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1. Establish the Center for Creativity and Innovation at the Department of Education. The purpose of the
center for creativity and innovation will be to monitor, capture, develop, and disseminate best practices and
research information on the most creative and innovative education practices across the state, nation and
world. As a result of the center, Ohio’s educators will be informed, in a systemic way, about the new
advances in the education field. The Center for Creativity and Innovation will be the research and
development function for the state’s educational system.

2. Encourage the establishment of creative ef conversion community schools. The creativity conversion
community schools will utilize current state law to focus on the principles and ideas developed at the
Governor’s Institute of Creativity and Innovation in June of 2008. The purpose of the creativity conversion
community schools will be to expand the state’s knowledge of how to create 21% century learning
environments and instructional practices that foster and nurture creativity, innovation and global
competence. This initiative will be an important role within the Center for Creativity and Innovation.

3. Dedicate state resources to encourage student enrichment activities. In order to fully develop the cognitive
knowledge and affective skills of students in a meaningful and real way, students must have the opportunity
to explore knowledge and develop skills in a variety of settings. The student enrichment activity resources
in the Executive Budget may be utilized for gifted services, field trips, and experiential learning
opportunities.

Culture/Context: Family and Community Engagement

The educational development of a child is not merely the responsibility of our education institutions — it is a
responsibility shared jointly with families and communities. The Public Private Collaborative Commission
emphasized the importance of this relationship in its report, Supporting Student Success: A New Learning Day in
Ohio, by stating, “Educators, especially school leaders, are centerpieces in this work, but they cannot do it all, and
they cannot do it alone. Entire communities must share responsibility for the well-being of children, youth and
families — and also for the educational performance of every student. Nothing short of this kind of sustained
accountable, representative engagement, evident in the ability to organize and mobilize for collective action to
achieve common purposes, will get the job done. As the job gets done, the education system will change for the
better and all Ohioans will benefit.”

The Strickland education reform plan proposes the establishment of a systemic structure at the school building and
district level to enhance and strengthen this ability of educators to build and enhance this important relationship
between educators, students, families and communities. The Executive Budge will recommend:

1. The establishment of a family and community engagement team in every school district. The teams will be
comprised of educators, support staff, parents, business representatives and community members. The
teams will align its work with the county Family and Children First Council’s and be charged with the
responsibility to:

a. Create a five year family and community engagement strategic plan. The family and community
engagement strategic plan will outline the district’s common purpose, vision, beliefs, objectives,
goals, strategies and measures of success for addressing the non-academic barriers to student
success.

b. Create an annual family and community engagement work plan to guide the day to day
achievement of the five year strategic plan.

c. Issue an annual progress report on the work plan achievements for that year’s efforts.

d. Submit the five year strategic plan, annual work plan, and annual progress reports to the county
and state Family and Children First Councils.

2. Dedicated resources to establish family and community engagement coordinators in each organizational
unit. The family and community engagement coordinators will carry out the strategies of the district’s five
year strategic family and community engagement plan in all of the district’s organizational units. The
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family and community engagement coordinator will serve as a critical link between the school’s educators
and the student, their family and the community’s resources.

Culture/Context: Closing the Achievement Gap

Research indicates that school dropouts cost the state of Ohio’s economy approximately $8 billion a year. It is
commonly understood across the nation that a person leaving high school without a diploma will have fewer
opportunities and choices for lifelong success. Dropouts are likely to have low lifetime earnings and higher
incarceration rates. The dropout phenomenon is a vicious cycle because the children of many dropouts also do not
complete high school.

In the last biennium, the Strickland administration launched the Closing the Achievement Gap Initiative (Initiative)
to break this vicious cycle by creating and implementing locally developed strategies to reduce high school dropout
rates in Ohio high schools. The primary objective was to increase the number of ninth grade students that
matriculate to the tenth grade. Research documents that the transition from ninth to tenth grade is the critical point
where high risk students drop out of school. The Initiative supported the students by providing a structure to support
the day to day growth of the students through regional coordinators, local liaisons, educator training, strategic
mentoring and student enrichment activities.

The Initiative achieved strong results in the first year of the biennium. For instance, as reported, the promotion rate
for ninth grade students improved for all participating high schools in one school district. The promotion rate from
ninth to tenth grade increased by double digit percentage points in many cases. Building upon that success, the
Strickland education reform plan integrates the Initiative into the funding and accountability strategies by including
the following recommendations in the Executive Budget:

All districts with one high school with a graduation rate at 70 percent or lower will be a part of the Initiative through
the accountability reforms in Strickland’s education reform plan.

1. Under the accountability reforms, a district with one high school with a graduation rate at 70 percent or
lower will be required to utilize the family and community engagement resources in the funding model to
establish a linkage coordinator in each of the district’s organizational units. The linkage coordinator’s role
will be to serve as the primary mentor, coach and motivator for students identified as potential non-
graduates. The linkage coordinator will also coordinate student participation in the academic programs
(remedial tutoring, literacy programs, etc.), social service programs, out of school cultural and work related
experiences within the Initiative. The Linkage Coordinator will also establish and coordinate the work of
the academic promotion teams and coordinate the remedial disciplinary plans as needed. They will work
with school personnel to gather student academic information and work with school personnel to engage
parents of targeted students. The linkage coordinator will serve as a liaison between the school and the
Office of Closing the Achievement Gap Initiative, and participate in all professional development activities
as determined by the office.

2. The district will be required to coordinate the expenditure of several resources in the annual spending plan
with the Office of Closing the Achievement Gap Initiative and the State Superintendent.

3. The district will be required to demonstrate the expenditure of resources in the annual spending report to
ensure the efficient and effective deployment of funds to close the achievement gap and increase graduation
rates.

The Executive Budget will also recommend the creation of the Office of Urban and Rural Student Success at the

Department of Education. The purpose of the office will be to assist urban and rural districts with improving the
academic success of the students that face non-academic barriers to learning created by poverty. The office will:

= Provide system redesign and improvement strategies for urban and rural school districts;
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®  Provide urban and rural school districts with recommendations and strategies to improve the academic success
of students from economically disadvantaged backgrounds and communities;

®  Provide districts with recommendations and strategies to address the non-academic barriers to learning,
including, but not limited to the social, emotional, physical, and psychological barriers faced by students;

= Work with University System of Ohio institutions, private institutions of higher education and national and
international experts to support the efforts of the office; and

®  Provide any other assistance and support that urban and rural districts may need to meet the unique
circumstances of their districts.

The Executive Budget will establish the Cleveland Municipal School District Early Adopter Initiative to will support
the ongoing creative and innovative strategies established by the district to improve the academic success of all
Cleveland students. The project will:

= Fully fund the Cleveland Municipal School District in the Executive Budget’s school funding reform model;

= Permit the Chief Executive Officer of the Cleveland Municipal School District to assign educators to meet the
needs of students and the district’s mission;

®  Provide resources to conduct a curriculum audit and business and operations management study;

" Provide resources to implement the recommendations of the curriculum audit, business and operations
management study, and the district’s Human Ware audit;

" Require the Chief Executive Officer to create a five year strategic plan to improve the district’s ability to
effectively and efficiently meet the district’s mission;

®  Require the district to hire a Chief Systems Redesign Officer, establish a district system redesign advisory
council, and organizational unit transformational leadership teams. The Chief Systems Redesign Officer will
report to the Chief Executive Officer. The Chief Systems Redesign Officer will work with the transformational
leadership teams to create five year redesign and school improvement plans for each organizational unit in the
district. The district system redesign advisory council and transformational leadership teams will advise the
district on the creation of the strategic plans;

" Require the Chief Executive Officer to issue annual progress reports; and

®  Establish consequences for not making sufficient progress toward meeting the recommendations of the
curriculum audit, business and operations management study and the Human Ware audit.

Culture/Context: School Health and Wellness

Education of the whole student involves more than simply providing for his or her academic needs. The physical
well-being of our students — as well as our faculty and staff — is important for providing a valuable and enriching
experience. The Strickland education reform plan understands the importance of health and wellness. The Executive
Budget recommendations will incorporate the following:

Providing Resources for School Health and Wellness: Understanding that physiological needs, when not met, can
cause impediments to the learning process. The Governor’s plan provides resources to address health and wellness
needs of Ohio’s students. As a part of the funding model, each organizational unit is provided resources to provide a
licensed practical nurse (LPN) to serve as a nurse wellness coordinator, and each district is provided resources to
provide a registered nurse to supervise the LPN’s hired by the district.

Establish a School Health and Wellness Advisory Committee: The committee will be established within the
Department of Health with representatives from Health, Education, the Board of Regents, the Board of Nursing, and
other critical stakeholders to make recommendations as to the appropriate content and level of professional training
a licensed school practical nurse and a school nurse should have to obtain a professional license through the
Department of Education. This committee will also make recommendations as to best practices for health and
wellness for the entire school community — students, faculty, and staff — which will truly establish these positions as
more than individuals to handle the day-to-day health needs of students but also the long-term health and well-being
of the entire school community.
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Administration of Medications: Amend the current law that permits any designated school staff to administer
medication to students. Such actions and their related decisions should be made by qualified health professionals,
and beginning in FY 2012, only licensed and qualified health care professionals will be allowed to administer
medications. This is a common sense approach to the issue, allowing districts time to put the necessary staff in place
while moving in the direction that will ultimately be the best scenario for students.

Establish Standards in Wellness Literacy: In an era of growing childhood obesity, increasing rates of diabetes
among youth, and a diminishment of physical activity, it is critical that our schools educate our children not only in
science, reading, and math but also in how to live and make healthy life decisions. It is only through learning how to
live healthy and make healthy choices that we can begin to combat some of the most preventable diseases of our
time.

Measure Students Against the World

An effective academic accountability system must be aligned and measure all intelligence possessed by a student.
The curricula must be aligned to the standards and the assessments must be aligned to the_standards and curricula.
But, a single standardized test should not determine the future of Ohio students and cannot appropriately measure all
of the knowledge and skills of student. Multiple measures of student performance are a better strategy for
determining the level of academic knowledge and skills learned by a student.

An effective academic accountability system must serve an accountability and diagnostic purpose. The
accountability purpose ensures the quality of teaching and learning in the classroom. The diagnostic purpose ensures
the use of assessments as a tool to guide instructional strategies.

The Strickland education reform plan will make the requirements to graduate from high school more rigorous and
relevant, and establish better methods to measure creativity, problem solving and other key skills. To achieve better
alignment to 21* century learning and an accurate measurement of 21% century skills, the Executive Budget
recommendations will:

= Replace the reading and writing assessments with a English language arts assessment at all grade levels;

= Align all assessments to the revised standards and curricula;

®  Reduce the number of skill levels that indicate a student’s performance on an assessment from five levels to
three levels (Advanced, Proficient, and Basic); and

"= Replace the Ohio Graduation Test (OGT) with a four-part assessment to measure college and life readiness.

The four-part assessment will be used determine whether a student is ready to graduate with a high school

diploma. The four assessments are:

A. The ACT, or a college readiness examination to measure student competencies in writing, science, math,
and language arts;

B. End-of-course exams in the areas of science, mathematics, language arts and social studies;

C. A service learning project developed in accordance with the service learning plan established in section
3313.605 of the Revise Code that will demonstrate a student’s ability on a number of 21* century skills;
and

D. A senior project that will demonstrate the student’s ability to demonstrate a number of 21* century skills.

Expanded Learning Opportunities
The Strickland education reform plan proposes increased opportunities for students to learn by engaging the
community and encouraging life-long learning.

The Executive Budget Recommendations will provide additional learning opportunities for students and include the
following:

= Establish kindergarten students as one full time student for funding purposes and require all day kindergarten
services. In fiscal year 2011, school districts without all day kindergarten must assess their ability to offer the
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service in fiscal year 2012. If a district presents the state superintendent with an equivalent kindergarten service
or a valid reason that services cannot be provided in fiscal year 2012, the State Superintendent may grant the
district a waiver to utilize the alternative service or not provide the service. The waiver is valid for one year.

®  Phase-in four additional learning days over 5 biennia, which will amount to 20 additional learning days at the
end of the 5" biennium for a total of 200 learning days in a learning year.

= Provide resources for extended learning opportunities before or after the school day which will permit students
an opportunity to receive additional tutoring or enrichment services.

Prepare and Support Ohio’s Educators

The second most influential factor that predicts the academic success of a student is the level of quality instruction
received by the student during a school year. There is nothing more consequential to a student than the learning
relationship with a top quality teacher. The Strickland education reform plan will revolutionize the education
profession by reforming the way we recruit, prepare, induct, license, and develop Ohio’s teachers. The Executive
Budget will make the following recommendations to address teacher recruitment, preparation, licensure, induction,
and development issues:

Teacher Recruitment: The creation of a program to establish a pipeline of recruits for those interested in the
teaching profession is an important strategy of the Strickland education reform plan. The Teach Ohio initiative is an
effort to raise the profile of the teaching profession and encourage Ohioans to enter the field of teaching. Teach Ohio
recognizes the importance of recruiting and retaining individuals in the profession. The Teach Ohio initiative is
comprised of following three components in the Executive Budget recommendations:

1) A program to allow high school students the opportunity to explore the possibility of becoming a future
educator through a summer experience and an introduction to the profession;

2) The Ohio Teaching Fellows is a new scholarship designed to recruit excellent undergraduate students into
the profession while providing summer enrichment experiences; and

3) A revision to the alternative licensure program to allow mid-career professionals a means of entering the
education profession. These revisions include the creation of a six-week intensive institute on pedagogy
and child development. The institute must be successfully completed prior to receiving the license. Once
the mid-career professional completes the institute, the person is eligible for a alternative resident educator
license and the educator residency program (see Teacher Induction below).

Teacher Preparation: Currently, the State Board of Education is responsible for setting the standards and content
for educator preparation programs. Recognizing that the Chancellor of the Board of Regents is responsible for
institutions and programs of higher education in every other area, responsibility for educator preparation programs
will be transferred to the Chancellor and the Board of Regents. The State Superintendent of Public Instruction will
work with the Chancellor to ensure alignment of the content and courses of study as well as the metrics to be used
for evaluation purposes.

Teacher Induction: As colleges of education prepare undergraduate students for a career in education, there are
limited opportunities for a prospective educator to spend actual time in the classroom as the facilitator and teacher.
The student teaching internship is insufficient to provide the necessary, real-world experience required to prepare
our educators for 21 century learning environments. The Strickland education reform plan calls for the creation of
an induction, field experience residency program. The program will provide Ohio’s educators with the coaching,
mentoring and guidance that is critical for long and successful careers as an educator. Based on the concept of a
medical residency program, the educator residency program will be a four-year experience in which a lead educator
in each organizational unit will provide coaching and mentoring for those just entering the profession. The
successful completion of the program is required to be eligible for a professional educator license (see Teacher
License section above). The State Superintendent of Public Instruction and the Chancellor of the Board of Regents
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will develop the scope and content of the program, better aligning the work of our colleges of education with the
needs of educators in the field.

Teacher License: There are few opportunities today for teachers to advance within their careers. Many times
teachers will enter the school administration field to create advancement as an educator. While these are critical
positions of leadership within the education system, they often require different skill sets and needs. As one
businessman stated, you don’t take your best salesperson out of the field and put them into management — you
cultivate and reward their skills as a salesperson in a fitting manner. Recognizing the importance of developing and
retaining excellent teachers in the classroom, the Strickland education reform plan creates a career ladder embedded
within the state’s educator licensing framework. This career ladder creates four distinct licenses for the teaching
profession:

1. Resident educator license, with a minimum requirement of graduation from an accredited teacher
preparation program. Resident educator license holders must successfully complete a teacher residency
program prior to being eligible for the professional educator license. The license is valid for four years and
is non-renewable.

2. Professional educator license, with the minimum requirement of graduation from a college or university
and successful completion of the teacher residency program. This license is similar to the current
professional educator license, and may be renewed every five years.

3. Senior professional educator license, with the minimum requirements of holding a valid professional
educator license, graduating with a master’s degree, and meeting the “Accomplished” or “Distinguished”
criteria on the Professional Educator Standards established by the Educator Standards Board. This license is
valid for five years and may be renewed.

4. Lead professional educator license, with the minimum requirements of holding a valid professional
educator or senior professional educator license; obtaining a master’s degree; meeting the “Distinguished”
criteria on the Professional Educator Standards established by the Educator Standards Board; and being
either a National Board Certified Teacher or meeting the requirements of a “lead teacher” established by
the Educator Standards Board. This license is valid for five years and may be renewed.

The criteria to advance to the next step on the ladder will include the use of student performance measures over a
one year period, peer to peer evaluation, and the educator standards for teachers and any other criterion developed
by the state superintendent of public instruction and the chancellor.

Teachers who choose to remain at the level of professional educator may continue to renew their licenses on a five-
year cycle. For those interested in progressing further in the profession, they will now have the opportunity for those
accomplishments to be recognized with either the senior professional educator or lead professional educator license.
The senior professional and lead professional educator licenses are also renewable on a five year cycle. A teacher
must have a lead professional educator license to be eligible for a lead teacher position within an organizational unit.

Teacher Development: At the same time a transformation is occurring with the educator profession for those
entering the field, a transformation of the profession must occur for those already working in Ohio’s schools. To that
end, the Executive Budget recommendations will empower the Chancellor and the State Superintendent to better
coordinate and align professional development activities and funds, including the offering of job-embedded
professional development in which instruction will take place in the school rather than in a distant university
classroom or conference center. Furthermore, the funding model provides resources to school districts to provide
professional development opportunities for their staff. Finally, in an effort to achieve efficient and effective use of
resources, the Executive Budget recommendations will allow the chancellor to monitor the quality of professional
preparation and development of educators in Ohio’s colleges of education based on outcomes.

The development of teachers to provide high quality instruction in the STEM disciplines is a critical strategy in the
Executive Budget recommendations. The recommendations will provide resources to facilitate the ongoing, job-
embedded professional development of STEM teachers utilizing the STEM platform schools within the Ohio STEM
Learning Network. The Ohio STEM Learning Network is the organization authorized by the state to build and
connect STEM teaching and learning capacity in regions across the State of Ohio through a public-private
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collaborative. In the Executive Budget recommendations, STEM platform schools will be used to promote teacher
professional development through STEM fellows and master teacher and apprentice programs.

Teacher Dismissal: The Executive Budget recommendations will establish a new standard for the dismissal of
teachers. The current standard for dismissal of a teacher is at a higher level than it is for any other public employee.
The new standard proposed in the Budget Recommendations will establish a standard equal to the standard of other
public employees.

Principal and District Leadership: The Executive Budget recommendations will enhance the licensure for Ohio’s
principals, aligning their licenses to the professional standards developed by the Educator Standards Board. Student
performance measures over a one year period will also be used to determine the renewal of a principal license. This
recommendation will hold them accountable as management leaders of their individual buildings.

The Executive Budget recommendations will also direct the Educator Standards Board to create educator standards
for superintendents, treasurers and school business officials. The new standards for district administrators will
enhance the ability of district administrators to effectively and efficiently provide leadership within the district.

Effective Funding and Enhanced Fiscal Accountability Systems: Overview

The Strickland Administration has committed to developing an education system that not only builds on past
achievements, but also reforms key areas of service to provide all Ohio children high quality education that meets
their individual needs and is both effective and equitable. An effective funding system promotes a system that
recognizes the 21* century challenges and opportunities. It also ensures that educational needs are met for all young
people in a rapidly changing world. Such a system is grounded on the following principles:

= Ensure the success of all children regardless of their socio-economic situation;

= Align state resources to address disparities;

= Create a flexible and adaptable system that encourages innovation and creativity;
= Recognize that instructional quality is a central driver of educational attainment;
®  Recognize that each student is different and allocate resources based on need,;

= Retain the state-local partnership, but accurately account for local resources; and
= Use most recent data and information to recalibrate the model in future years.

The current models that are used in various states include the professional judgment model, econometric model,
successful schools model and the evidence-based model. Ohio has used a combination of the successful schools and
professional judgment models to date to determine funding levels needed for an adequate education.

There are several critical elements in the current funding system that must be improved upon to make it adequate,
thorough, efficient, and equitable. These elements include:

= Aclear definition of what components make an adequate education;

= Fair utilization of local resources;

®=  Transparency in how educational components are funded;

=  Accountability at both the state and district levels that clearly communicate to taxpayers;

= How state education funding is determined for each district at the state level;

= How they are deployed at the local level; and

= A rational basis for allocating funds to achieve equity through a distribution method is understandable.

The foundation formula, the current funding methodology, maintained the same general components for funding and
distribution. The most significant change occurring in House Bill 66 was the development of the “Building Blocks”
concept. This concept identifies costs of certain educational components that are linked to academic success. Over
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time, other changes have occurred to target resources to those districts that had high concentrations of students
living in poverty (Poverty-based Assistance) and low taxing capacity (Parity Aid and Charge-Off Supplement,

otherwise known as Gap Aid).

Ohio Evidence-Based Model (OEBM)

The Strickland education funding reform proposal is built upon the evidence-based approach for the following

reasons:
= Determines an adequate funding amount for each district based on the unique needs of students;

®  Assures that instructional quality and the components needed to achieve this goal drive the resources;
" Provides flexibility responsive to Ohio’s unique circumstances and priorities;

®  Uses research to inform what is needed for student success;

" Maximizes transparency;

" |seasy to understand,;

" Addresses disparities across all Ohio school districts in a systematic way; and

u

Recognizes the different needs of a 21* century education.

The approach of the evidence-based methodology is one that links educational research on academic achievement
and successful outcomes with funding components to achieve results. The Ohio Evidence-based Model (OEBM)
was developed using models founds in other states in combination with what works for Ohio and the values that we

as a state place on fiscal accountability and results.

Figure D-3

Comparison of Proposed Ohio Evidence Based Model (OEBM) to Present System

PRESENT

OHIO EVIDENCE BASED MODEL
(OEBM)

Uses a sampling of successful Ohio
““gap aid”” school districts to define a
statewide adequate per pupil amount.
Other funding supplements are provided
to target resources to low-wealth
districts and economically
disadvantaged students.

Philosophy

For traditional public schools, two
enrollment counts (October and
February) are conducted each year and
averaged. These counts determine
current year funding.

Average Daily
Membership

For community schools and internet-
based schools, monthly counts are
conducted and current year funding is
determined.

Uses research to identify educational
components that result in academic success
thereby defining adequacy. Incorporates real
financial data and socioeconomic factors to
fund resources and implement proven school
programs according to student need to
achieve educational adequacy.

In the proposed system, the prior year’s ADM
count in October will be applied for current
year funding to calculate adequacy unless a
2% ADM increase is realized, in which case
the current year October ADM count will be
used. The February ADM count will be
eliminated.

The same system will be used for community
and internet-based schools.
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OHI0 EVIDENCE BASED MODEL
(OEBM)

Funding does not consider school year
(or at least an extended school year).

Portion of base cost per pupil amount.

Portion of base cost per pupil amount.

Funding not currently provided for
teacher leaders/mentors.

Portion of base cost per pupil amount.

Funding not explicitly provided for
these educational services/resources.

Portion of base cost per pupil amount.

Poverty based assistance program —
generates aid for school districts to
accomplish objectives.

e Increased classroom learning
opportunities

Extended School
Year

Base Classroom
Teachers

Specialized
Teachers

Teacher Leaders

Building
Administration

Media Services

Non-personnel
support

Poverty

Provides funding for building operations to
extend the school year.

“Core” subject teachers — predicated upon
student-to-teacher ratios.

“Specialist” elective teachers — predicated
upon the number of core teachers. Provide
instructions in the visual and performing arts,
physical education, etc.

Teacher Leaders — one for every

“organizational unit'”.

Provides funding to support principal,
building manager, and
secretary/administrative assistant, to each
“organizational unit”.

Provides a funding allocation for each
“organizational unit'” to support media
services staff, materials, supplies, and
equipment.

Resources provided for technology,
instructional materials, and student
enrichment, plant operations, and
maintenance.

Ohio Instructional Quality Index: Index is
used to target additional resources to school
districts that have a combination of
characteristics that make it difficult to attract,
recruit, and retain instructional talent.
Funding also serves to provide professional

! An “organizational unit” as used within the school district EBM means groupings of specified numbers of students
within three grade bands (Elementary School K-3; Middle School 6-8; High School 9-12). It does not refer to actual

brick and mortar school buildings or districts.
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PRESENT

OHI0 EVIDENCE BASED MODEL
(OEBM)

Academic intervention
Limited English proficiency
Dropout prevention
Community outreach

All day kindergarten
Professional development
Closing the achievement gap

Also included are other funding
supplements outside of the Foundation
Program formula that address poverty.

Not funded in the current formula. Guidance
Counselor

Building blocks provide modest aid for Professional

purposes of professional development Development

within the Foundation Program. Also
included are other supplements funded
outside of the Foundation Program
formula.

Six different student weights (2002 Special Education
weights) for different special education

categories funded at 90%. Also includes

funding for other special education

services like reimbursement for home

instruction.
Funding provided for gifted students Gifted and
based on a unit-based methodology. Enrichment

Present funding system supports full day ~ Early Childhood

development and other services needed to
support academic achievement.

Define roles for additional teachers and tutors
to administer proven academic support for at-
risk students. Amount of teachers varies by
need of student population and concentration
of poverty through application of the Ohio
Instructional Quality Index.

¢ In-class and after-school intervention
e Summer intervention and enrichment
e Family and student support — family
liaison, student advocates, and social
worker assigned for each 200
economically disadvantaged students.
One guidance counselor allocated for every
250 students in middle and high school
“organizational units."”

Increased investment in professional
development funding. Moves most
professional development funding within in
the EBM but maintains a few funding
supplements outside of the EBM formula.

Special education teachers and classroom
aides assigned based on the enrollment of
students with special needs. The special
education weights (2006 updated weights
funded at 90%) are applied to the students,
thereby inflating enrollment and generating
the teachers and resources needed for special
education services. Some of the funding for
other special education programs like home
instruction is maintained.

Provides per pupil funding for gifted services
and a separate component of per pupil funding
for enrichment activities.

Full day kindergarten for all students.
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OHI0 EVIDENCE BASED MODEL
(OEBM)

kindergarten for 36.6% of kindergarten
population. Includes funding for early
childhood education programs (also
referred to as public preschool) and
preschool special education students.

Current formula does not provide
funding for student health and wellness.

Current Foundation formula provides
LEP funding through poverty based
assistance. However, ODE has
recognized that there is not a strong link
between LEP and poverty and have
proposed funding this category of
students separately in the upcoming
biennium.

Includes parity aid, gap aid, excess cost
supplement, guarantee funding, and TPP
direct payment reimbursement.

Funding provided to support student
transportation on an across-the-board
percentage increase basis regardless of
the actual level of transportation
services provided by the district.

Weighted funding for traditional
districts and joint vocational school

Education

Health and
Wellness

Limited English

Proficiency (LEP)

Guarantees &
Other

Transportation

Career Tech

Maintains funding for early childhood
education programs (also referred to as public
preschool) and preschool special education
students.

Provides funding to support one nurse’s aid
(or equivalent services) per “organizational
unit'” and one registered nurse per school
district.

Funding for LEP teacher resources area
allocated based on the number of students that
require services.

The Ohio Instructional Quality Index
incorporates the concept of parity aid. The
funding package includes moving the charge-
off to 20-mills, removing the need for gap aid.
No change to current TPP reimbursement and
other tax relief policies with the exception of
a new incentive to districts that pass a
conversion levy to have their TPP
reimbursement increased to 100% through the
phase-out period. Also a new guarantee is
included to hold districts harmless for any loss
of class Il tax revenue or public utility
tangible tax revenue if a conversion levy is
approved. Guarantee funding will be
maintained at 100% of prior year funding in
FY 2010 and 98% of prior year funding in FY
2011

Funding provided to support student
transportation using a new ODE proposed
transportation formula that better aligns
funding to actual transportation services
provided.

The allocation of career technical education
teachers is one for every ten core teachers at
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PRESENT OHIO EVIDENCE BASED MODEL
(OEBM)
districts. the high school level for school districts. See

Joint Vocational
School Districts

Present funding system provides for a
Foundation Program formula specific to
these districts.

Present funding system provides for a
deduction for community school
students from their district of residence
for most of the Foundation Program
supplements.

Community
Schools

Components of the Model

summary below for JVSDs.

No changes for these school districts in the
upcoming biennium, however the goal is to
move JVSDs to an Evidence-based approach
as well. For FY 2010-2011 a 1.9% increase is
provided in each year for overall Foundation
Program funding.

Separate models have been developed for
traditional brick and mortar community
schools and internet-based community
schools that identify components necessary
for an adequate education. The models
generate adequacy costs specific to those
types of schools and are funded directly.

The EBM model includes several components that compose the formula by which districts are funded.

Average Daily Membership (ADM): Measuring enrollment is the first component of the new model. In the current
funding model, a school district receives funding for the first six months of the fiscal year based on final enrollment
at the end of June in the previous fiscal year. In late January, enrollment figures are updated and reflected in bi-
weekly payments called the “foundation payment.” In some cases, there are significant changes between the
enrollments used to make payments in the first six months compared to the enrollment that drives funding in later
half of the year. This system creates instability and in some cases fiscal uncertainty for many districts.

The Ohio Evidence-Based Model will use a trailing average daily membership (ADM) to incorporate an element of
funding stability and predictability for school districts. Under the new system, the funding for the current fiscal year
will be based on the prior year ADM count taken once in October (eliminating the second count in February). For
those school districts that experience high levels of growth, greater than two-percent, the current ADM will be used

for funding purposes.

Universal All Day Kindergarten: The evidenced-based model includes All-day Kindergarten (ADK) as a necessary
part of an adequate education. Currently, kindergarten enrollment is included in the formula at half the rate of other
grades. The new model will include all kindergarten students at the full rate in a district’s formula ADM, rather than
as half a student. All school districts will be required to accommodate ADK programs beginning in fiscal year 2011.

Teacher Compensation: The most critical component of any education funding system is teachers. Teachers make
the difference in providing quality instruction for all children. In any school district’s annual budget one will see that
teachers make up over 80% of directed resources. There are several factors that must be considered when addressing

compensation for this most critical resource:

= Accounting for district differences;

®  Targeting resources to socioeconomic and educational need; and
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®  Sharing state and local responsibility and control.

Research shows that teacher salary patterns differ according to location and the type of school district. For example,
wealthy districts may receive hundreds of resumes for every open position regardless of the subject area and can
pick the most qualified, experienced, and talented individual. Districts in more isolated areas in the state have
several critical factors that they must overcome when recruiting teaching professionals: location, compensation
package, and the shortage of qualified applicants to fill needed core subject areas.

These real-life situations create challenges for us all in terms of connecting the most talented teachers with our most
impoverished and most at-risk students. These challenges even exist within school districts. In many cases at-risk
students are placed in classrooms with our most inexperienced teachers, as demonstrated by a recent report by the
Education Trust. Ohio has already identified this to be a problem and the Ohio Department of Education is working
on this difficult policy issue. The Ohio Evidence-Based Model addresses this problem with the implementation of
the Ohio Instructional Quality Index (Ohio 1Q Index).

The Ohio 1Q Index measures the wealth of a community, the poverty of students residing in the district, and the
educational attainment of the adult population residing within a district. These components measure the challenge
inherent in attracting, recruiting, hiring, and retaining teaching talent. The Index is set at a range between 0.9 and
1.65 and a value is assigned to each school district using data from the U.S. Census Bureau, the Ohio Department of
Education, and the Ohio Department of Taxation. The index is multiplied by the identified average teacher salary in
the state plus the employer mandated share of State Teacher Retirement System contributions. Other benefits such as
health and life insurance vary from district to district and are assumed to be supported by local revenue since and
based on locally negotiated contracts.

Student-Teacher Ratio: An adequate education in the new model is partially defined by the student-teacher ratio in
the core subject areas of English language arts, Science, Math, Foreign language, and social studies. In grades
kindergarten through three, the ratio is 1:15. In grades four through twelve the ratio is 1:25. Resources are targeted
for instructional support.

Specialist teachers are also included as part an adequate education, providing instruction in the visual and
performing arts, physical education, career-technical education and other areas of instruction in addition to the core
subjects. Resources are assigned as a ratio of specialist teacher to core teacher. In grades kindergarten through eight
the ratio is 1:5. In grades nine through twelve, the ratio is 1:4. Thus, in a high school of 700 students, resources will
be assigned to support 28 core teachers and 7 specialist teachers. Additionally, in grades nine to twelve, career-
technical specialists will be funded at a ratio of 1:10 core teachers. A new type of specialist teacher, the “lead
teacher,” will be funded for each “organizational unit” (defined below).

Special Education: In the current funding formula, special education resources are based on a system which weights
students with disabilities more heavily when applied to the base per pupil amount. Since the EBM model does not
use a base per pupil amount, the weights will be applied directly to the number of students with disabilities, using
the updated 2006 Special Education Weights.

The result is that the new model will assign more resources for special education students to provide an adequate
education. This includes providing one special education aide per every two special education teachers are
generated in the model. The model treats this position as a regular teacher acknowledging the specialized training
required.

Poverty-focused resources: The model is designed to target funding where they are needed the most. Thus, districts

that educate high numbers of economically disadvantaged children are assigned additional resources to provide
support to those students and their families. Poverty-focused resources include:

= Additional teachers for academic intervention services;
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= Summer School,
®  Family Liaisons, social workers, or student advocates; and
= Limited English Proficiency assistance

Gifted & Talented Education: The model recognizes gifted education as critical piece to an adequate education.
Current policies to identify students as gifted and to provide specialized services will continue. The Ohio Evidence
Based Model provides $25 for each student regardless if the student has been identified as gifted or not. These funds
are restricted for the identification of gifted and talented students and offering specialized education based on
current standards implemented by the Ohio Department of Education.

Enrichment Activities: Funding for enrichment activities will serve all children within a district. The funding is $62
per student in the upcoming biennium (funding represents 25% of full phase which is projected to occur over four
biennia. In 2016-2017, the funding would reach $250 per pupil). Funding is flexible and may be used to augment
gifted and talented education or be used for non-athletic extracurricular activities such as field trips with an
educational purpose, math and science Olympiads, etc. At the high school level, these funds may be used to provide
accelerated courses, advanced placement, post-secondary enrollment option, implementation of an International
Baccalaureate program and similar activities.

Technology Support and Equipment: The funding is $62.50 per pupil to support the use of technology and modern
equipment where it is educationally appropriate (funding represents 25% and full phase in which is projected to
occur over four biennia. In 2016-2017, the funding would reach $250 per pupil).

Instructional Materials and Assessments: The funding is $41.25 per pupil to support purchases of textbooks,
ancillaries, district selected assessment and diagnostic tests for students and other materials (funding represents 25%
and full phase in which is projected to occur over four biennia. In 2016-2017, the funding would reach $165 per

pupil).

Organizational Unit Resources: Each district is assigned a number of “organizational units” based on a grade level.
An organizational unit is defined as a base number of students within a grade band (i.e. kindergarten through fifth
grade would represent an elementary school organization unit) that would require a certain number of non-
instructional staff. Organizational units are not the equivalent of school buildings, in fact multiple organizations may
exist within a brick and mortar building, however they are based on what research says are the ideal size of a school
building to achieve effective teaching and learning outcomes. Organizational units have been defined for Ohio as
having the following number of students:

Grades kindergarten through five: 418;

Grades six through eight: 557,

Grades nine through twelve: 733; and

School districts that enroll fewer than 800 students are categorized as “small districts” and are treated as one
organizational unit. In many cases, these districts house all grades in one school building.

The resources assigned by organizational unit are as follows:

®  One principal and one secretary;
®  One school clerk per elementary and middle school unit. Three will be funded per high school unit;

®  Two non-instructional aides will be funded per elementary and middle school unit. Three will be funded per
high school unit. However, one non-instructional aide will be provided for small districts;

= One wellness coordinator (nurse’s aide) per organizational unit. However, small districts will receive only one
registered nurse described under district level resources;

®  One Lead teacher to provide peer mentoring and professional development;
= Media service resources; and
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®  One building manager assigned to procurement, non-academic administrative duties, etc. that will allow the
Principal to devote time to educational leadership in partnership with the instructional staff.

Small School Districts: Ohio has many small school districts as defined by those having enrollments less than 800
students. In the Ohio Evidence-Based Model, small districts are assigned one building for the district, regardless of
the actual number of school buildings that exist for purposes of generating resources that are driven by
organizational unit calculations.

District-Level Resources: Each of the 613 school districts in the state is assigned district-level resources to support
effective educational, financial management, and leadership activities. These resources include a superintendent,
treasurer, and a registered nurse. The Superintendent and Treasurer resource component is funded at $46,764 per
school district (funding represents 25% and full phase in which is projected to occur over four biennia. In 2016-
2017, the funding would reach $213,612 per district).

Treatment of School Districts under the New Ohio Evidence-Based Model

Increased State Investments to School Districts Statewide: Overall, Ohio is poised to invest an additional $321.5
million dollars in FY 2010 and $603.5 million in FY 2011 in primary and secondary education ($925 million over
the biennium). This marked increase in investment represents 4.7% increase from FY 2009 to FY 2010 and 4.0%
increase from FY 2010 to FY 2011. This is accomplished by redirecting approximately $140 million dollars from
existing programs in the Department of Education, increased profit transfers from the Ohio Lottery, and increased
general revenue funds support.

The additional investment in primary and secondary education system is significant and represents an increase in the
state share of 52.42% in FY 2009 to 54.17% in FY 2010 and 55.22% in FY 2011. This marked increase in
investment shown on the chart below illustrates the increasing state investment into the educational system over the
past four years and into the next biennium. These figures include school funding, tax relief, and tax replacement
payments to school districts.

Figure D-4 — State Share Percentage by Fiscal Year
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Increases in state funding for school districts: Under the Ohio Evidence-Based Model, statewide, 348 districts
(57%) of the districts will get more funding over FY2009. When compared Ohio EBM phased-in funding in fiscal
year 2010 over estimated spending in fiscal year 2009, EBM provides more funding to poor rural and poor urban
districts.

55% of poor rural districts experience growth over FY2009 (54 of 97 districts). Of these 39% achieve

substantial gains of more than 5% in additional funding over the prior year (38 of 97 districts).

85% of the poor urban district realize funding increases (87 of 102 districts), and 72% of achieve substantial

growth of more than 5% additional funding over the prior year (74 districts).

66% of the major urban districts achieve growth (10 of 15 districts).

Wealthy districts have less growth in funding. The highest percentage (67%) of districts that would be flat-
funded is in high wealth suburban category of districts.

Figure D-6 — State Funding in FY 2010 by District Type
Growth
. Percent Percent on

Type Total ove;ez::lor With Growth Guarantee R .
Rural/agricultural — high
poverty, low median 97 54 54% 43 44%
income
Rural/agricultural —
small student population, 161 89 5506 79 45%
low poverty, low to
moderate median income
Rural/Small Town —
moderate to high median 81 32 40% 49 60%
income
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_Urban - Ic_JW median 102 87 85% 15 15%
income, high poverty

Major Urban — very high 15 10 67% 5 33%
poverty

Urba_m/S_uburban —high 107 61 57% 46 43%
median income

Urban/Suburban — very

high median income, 46 15 33% 31 67%
very low poverty

TOTAL 609 348 57% 261 43%

*Does not include the island districts and College Corner

Transition to the Ohio Evidence-Based Model (OEBM)

In fiscal year 2010 and 2011, there will be a 25% phase-in of the following components: Superintendent, Treasurer,
Enrichment  activities, Media  Services,  Technology/Equipment,  Instructional =~ Materials, and
Operations/Maintenance. These phase-in provisions do not apply to the Cleveland Municipal School District, which
will serve Early Adopter Initiative District for implementing all components of the model beginning in the FY 2010
and 2011 biennium.

Transitional funding is needed to assist districts in their adjustment to a new funding approach. The funding system
will provide a guaranteed funding floor, to protect districts against drastic changes in state aid due to factors outside
of the district’s control such as decreases in student enrollment, sharp growth in property valuations, and the
implementation of the new system.

Similarly, there will a funding gain cap in order to limit the dramatic gains that some districts may experience with
the new funding model. The funding gain cap will become larger each year in order to gradually adjust school
districts to the new system. In the same way, the transitional aid guarantee will gradually diminish to enable districts
to adapt over time to the changing circumstances in their districts.

Districts on the Guarantee: As Figure F indicates, the majority (67%) of districts in the wealthiest category
(Urban/Suburban — very high median income, very low poverty) are on the guarantee in FY2010. Low percentages
of the urban (15%) and major urban (33%) category are on the guarantee.

In FY 2009, there were 288 schools districts on the guarantee. In FY 2010, OEBM removes 27 districts from the
guarantee. In FY 2011, another 68 districts will fall off the guarantee (note that the funding guarantee will be
adjusted in FY 2011 to 98% of prior year funding).

For many low-wealth districts, the effect of the Ohio IQ and lowering the charge-off are not sufficient to garner
additional funding or mitigate demographic shifts in population, in other words, significant enrollment decreases
over time. This funding behavior of the model indicates that there is a significant disconnect between many districts’
funded levels and the formula-driven amount for which they would otherwise qualify. In many districts, the function
of the guarantees has masked these demographic shifts and other changes that have occurred over the past decade or
longer. For example, changes over time in enrollment have not adequately been addressed in state funding or in
some instances in terms of operations at the local school district level. For these reasons some districts will not
receive increases in state funding.
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Figure D-7 - Student Enrollment Trend
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We see from funding trends over the past decade that Ohio’s public schools have experienced a slow decline in total
student enrollment. However, in recent years we have experienced declines in student populations in some areas and
marked growth in others. More specifically, Ohio has seen drastic declines in student population in rural, small
towns, and urban areas and increases in the more affluent suburban areas. Statewide, the rate of decline has
averaged 0.5% per year over the past ten years.

Local Share of Educational Costs — the Charge-off: Previously funded items such as Gap Aid (Charge-Off
Supplement) will no longer be necessary as a result of lowering the charge-off from 23 mills to 20 mills. The
charge-off represents what the state recognizes as the local funding responsibility. In the foundation formula, the
charge-off was recognized as 23 mills regardless of whether the district actually received that level of tax revenue.
Due to tax reduction factors, many local districts with more than 20 effective mills did not receive the actual revenue
that the state had assumed they would receive. These districts were provided with additional funding called Gap Aid
or Charge-Off Supplement. Because the new funding model sets the charge-off value to that of the floor for the tax
reduction factors, the state’s assumption of local revenues will better reflect actual local tax receipts.

An Adequate Education Model for Ohio’s School Choice System

Community School Model: The Ohio Evidence-Based Model also includes community schools. The same
components that exist for traditional public schools will be provided to community schools as well. However, there
will be with some variation in the Community School Model. These variations include:

®  The Ohio-Instructional Quality Index component will not apply to community schools. Instead the model
assumes that teacher salaries for community schools are equal to the teacher salaries included in the base
calculations for the public school model;

= Community Schools will be assumed to have one Organizational Unit, regardless of actual enroliment;

= Community Schools will have one of the following: non-instructional aide, principal, secretary, building
manager, and registered nurse or wellness coordinator (depending on enrollment); and

= Community Schools will not be provided a funding for a superintendent or a treasurer.
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Internet-based Schools: The Ohio Evidence-Based Model also includes internet-based schools. Given the structure
of internet-based schools, certain components found in the model for community schools and traditional schools are
different for internet-based schools. These differences are:

®  The Ohio-Instructional Quality Index will not be applied. Teacher salaries for internet-based schools are equal
to the teacher salaries included in the base calculations for the public school model;

®  Class size is 125, regardless of grade level;

= Allowances for gifted and talented and enrichment funding is not provided;

®  Funding for specialist, career-technical , and lead teachers is not provided;

®  Funding for student intervention is not provided;

®  Funding for summer school is not provided;

®=  Funding for non-instructional aides, building mangers, secretary, principal, wellness coordinator, RN, support
staff, professional development, operations/maintenance, and district level administration is not provided; and

= Additional resources are provided for technology support and equipment. This funding is increased to $1,037
per student and is not phased-in for internet-based schools.

STEM Schools: They will operate the same as they have in the current model.

Education Choice: Vouchers for students eligible to participate in the Education Choice program will remain
unchanged as will their funding method.

Early College High Schools: They will continue to be funded in the new model. However, districts and their
partnering institutions of higher education will be required to work collaboratively to adjust to the new funding
system.

Joint Vocational School Districts (JVS): Funding will remain unchanged in the upcoming biennium except for an
increase of 1.9% in each fiscal year. A taskforce will be assembled to examine how to transform the system’s state
funding methodology in a manner consistent with the Ohio Evidence-Based Model.

Educational Service Centers (ESC): Funding will remain unchanged in the upcoming biennium. However, the
Executive Budget proposes funding performance audits of all 59 ESCs in the state in the upcoming biennium. The
audits will inform a taskforce charged with recommending a new funding system for ESCs consistent with the Ohio
Evidence Based Model and one that incorporates the concept of performance contracting and enhanced
entrepreneurship.

School District Accountability

The Strickland education reform plan establishes an unprecedented level of school district accountability and
transparency to improve the efficiency and effectiveness of school districts and school buildings. The Executive
Budget will make recommendations to improve fiscal and resource management accountability in the following
areas:

= Improving district accountability: Just as any other public entity, school districts must remain accountable to
the public they serve. While some accountability mechanisms exist currently, the Strickland education reform
plan improves upon the existing systems in order to monitor the effectiveness of the reform efforts as well as
the efficient and responsible use of the funding provided through the school funding reform model. The
Executive Budget recommendations require school districts to comply with the following:

1. Spending Plans; the auditor of state shall be required to provide a management letter stating a district’s
compliance with district spending plans, as submitted to the department of education, as a part of the
district’s annual audit.
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Submission of a spending plan detailing how funds will be deployed. The new funding model breaks
funding into several components, and districts will be required to spend funds for the required purpose
unless they obtain a waiver from the State Superintendent.

For districts with an organizational unit that has a graduation rate of 70 percent or less, joint
submission of a spending plan to the Department of Education and the Governor’s Closing the
Achievement Gap initiative. This will expand the number of students being served by this initiative
while also ensuring that the goals of the program are achieving measurable results.

Submission of a compliance report at the end of each fiscal year. The report will show actual
expenditures against the spending plan submitted to the Department to provide accountability as to
how well district’s complied with its plan.

Performance audits shall be conducted for each district every five years. Districts will be required to
comply with the recommendations of the audits unless granted a waiver by the State Superintendent.
To assist districts in implementing the recommendations, the duties of each district’s business advisory
council has been amended to include assisting districts with meeting this requirement.

For districts who fail to comply with any of the provisions listed above, a series of graduated sanctions are
recommended in the Executive Budget. The Executive Budget recommends that the department of education must
provide technical assistance to districts prior to enacting any sanctions. If non-compliance continues after technical
assistance has been provided, districts face the following penalties:

1.

In the first year, districts will be required to develop a three year improvement plan. The plan must be
submitted to the department of education and placed on the district’s website or a public location
within the district if the district does not have a website.

In the second year, an intervention team will be sent to the district, to be paid at the district’s expense.
In the third year, the State Superintendent may either appoint a commission to oversee the operations
of the district or appoint a trustee for the district.

In the fourth year, the State Board of Education will be required to take action to revoke the district’s
charter.

= Improving building accountability: In addition to the enhanced accountability mechanisms being put into
place for school districts, additional accountability measures have been developed for school buildings in the
Executive Recommendations. The additional requirements proposed in the Executive Recommendations
include the following:

1.

2.

3.

School districts are required to submit five-year school building spending plans to the department of
education. The five year spending plans will ensure that funds are properly spent at the building level.
School building expenditure reports must be submitted to the department of education on an annual
basis.

School site visits will be conducted by the department of education to monitor compliance and provide
technical assistance. A pilot project of ten school buildings will be conducted during the biennium to
explore issues of content and capacity for the site visits.

= Improving community school accountability: Community schools, as a part of the public education system,
will be held to the same standards as school districts detailed above. In addition to those requirements and due
to the unique model of community schools, additional accountability provisions are being proposed in the
Executive Budget recommendations. The accountability provisions include the following:

RN

Grant ODE authority and regulation over all charter schools and sponsors;
Eliminate first offer language on school district property sales;

Require charters to adhere to highly qualified teacher standard;

Create performance report cards for all charters;

Competitively bid management service contracts;

Prohibit for-profit management services;
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7. Grant ODE authority to place sponsors on probationary status or suspend sponsoring authority

8. Make unauditable language permanent law;

9. Require ODE to conduct an on-site visit every 5 years, permit sponsor to use the on-site report to take
action against a school or revoke sponsorship authority for failure to act;

10. Require charter school operators to have at least one Ohio school in at least continuous improvement;

11. Prohibit “sponsor shopping” by charter school operators; and

12. Provide penalties for non-compliance with the assurances required of community school sponsors;
technical assistance will be provided prior to any sanctions being imposed.

®  Improving regional sub-system efficiency: Ohio’s unique regional sub-system design will also experience a
number of changes due to the implementation of the Strickland education reform plan and the new funding
model. In an effort to fully understand the impact of these changes on the regional sub-system, as well as
exploring ways in which to deploy its resources and services in a more efficient manner, the Executive Budget
recommendations creates two study panels — one for educational service centers (ESCs) and another for joint
vocational school districts. Each panel shall be comprised of national and state experts as well as local
practitioners with the charge of providing recommendations for the subsystem under their jurisdiction.

= |Improving financial and resource management data: As the funding model uses a variety of financial and
resource management data provided by school districts, it is imperative that the Strickland education reform
plan provides the system and structure to ensure the accuracy of the data as well as continue to examine it to
identify best practices. To this end, the Executive Budget will utilize the findings and recommendations from
the department of education’s implementation of the Fiscal Data Management Resource Pilot Project in House
Bill 119 of the 127 General Assembly. The Fiscal Data Management Resource Pilot Project produced a number
of recommendations that will be used to fulfill the Executive Budget recommendation to create a fiscal report
card for each district in the state. The Department of Education will identify comparable districts with which to
benchmark district performance. The goal of the project is not only to provide local districts with information to
improve operational efficiencies but also to provide an enhanced level of accountability to the citizens of their
respective districts.

®=  |mproving statewide use of technology: In an effort to more efficient use of limited state resources, the
Executive Budget recommendations will direct the Chancellor and state superintendent of public instruction to
create a P-16 statewide technology plan. The development of the plan should enable early childhood providers,
districts, community schools, and institutions of higher education to better maximize their financial resources to
provide services through the deployment of technology while also eliminating unnecessary duplication. The
plan will also include the development and implementation of a virtual platform for the dissemination of K12
content and educator professional development.

Additional Tools to Help Local Districts: Conversion Levies and Local Revenue Growth

Background
Since school financing in Ohio is a state and local partnership, rationalizing state aid is only half the solution, while

addressing problems in local school financing is the other half. Ohio school finance now has certain elements of an
“insider-outsider” model, where almost two-thirds (64%) of the districts have managed to choose a portfolio of
property tax levies so that they can get growth in revenues with reappraisal and update of property, but the other
roughly one-third of the districts (36%) get almost no growth in revenues from existing property. Addressing this
inequity in local school financing directly is made difficult by the restrictions in the Ohio Constitution. The
Governor’s school financing plan attacks the problem by making interlocking changes in the state funding formula
and in local levy law.

Executive Budget for FYs 2010 and 2011 D-29



Special Analysis
Developing a P-16 Statewide System

The interaction of the property tax limits in the Ohio Constitution and statutes (the House Bill 920 tax reduction
factors) and the school funding formula creates the phenomenon popularly known as “phantom revenue.” ? In short,
the current school funding formula assumes that each school district’s local voters contribute 23 mills (2.3%) of
assessed tax valuation to financing the cost of education for its pupils. This is known as the 23-mill charge-off. That
amount, 23 mills times valuation, grows every time there is a reappraisal or update of existing property. So, for
example, a district with $100 million in assessed valuation will have a charge-off, or required local contribution, of
$2.3 million toward its cost of an adequate education. If valuation increases when property is reappraised by 20%, to
$120 million, the required local contribution rises to $2.76 million, an increase of $460,000. However, in many
cases the H.B. 920 tax reduction factors (TRFs) keep actual property taxes from growing by $460,000. This increase
in the required local share of education funding which is not matched by an increase in actual local revenues is
reappraisal phantom revenue.

The H.B. 920 TRFs are prohibited by statute (again, with specific authorization in the Ohio Constitution) from
reducing school district property taxes below 20 mills (2%) of assessed valuation. Some school districts, particularly
those that are poor, have not voted many mills of taxation, and so it did not take long for the HB 920 TRFs to take
the districts’ tax rate to the 20-mill minimum and leave it there. In other school districts, board members,
superintendents, and treasurers gradually became aware of the benefits of being at the 20-mill floor. A key element
in school district decision making is that not all operating levies count toward the 20-mill floor. Emergency levies,
for example, do not. Over time, school districts have increasingly chosen to use emergency levies for operating
revenues and to let the “ordinary” current expense levies be reduced by the HB 920 TRFs to the 20-mill floor.

School districts that are at the 20-mill floor get revenue growth from 20 mills (2 percent) of property taxes on
existing property when the property is revalued at reappraisal or update (every three years). School districts that are
not at the 20-mill floor get growth only from their inside (unvoted) millage, which is typically only about 4.5 mills.
On all the voted millage, the H.B. 920 TRFs act to reduce the effective rate of taxation so that there is no growth in
revenue from the voted millage at reappraisal or update. This “all or nothing” growth in property tax revenue under
the current school financing is not well understood by the public. A school district with 20 mills of property taxation
that counts toward the 20-mill floor gets growth on 20 mills of tax when property is revalued. A school district with,
for example, 22 mills of property taxation gets growth on its 4 or 5 inside mills, but no growth at all on its 17 or 18
voted mills.

In tax year 2008 there are 389 school districts at the Class | (residential and agricultural property) 20-mill floor.
These “insider” districts no longer worry much about reappraisal phantom revenue, although there is still a gap
between the 23 mill charge-off and the 20-mill floor. So, the district in the example above with growth in value of
existing property from $100 million to $120 million would see its chargeoff rise from $2.3 million to $2.76 million
(an increase of $460,000), while its Class | property tax would increase from $2.0 million to $2.4 million (an
increase of $400,000). So, the increase in local revenue does not quite match the increase in the charge-off (it falls
short by $60,000), and reappraisal phantom revenue is ameliorated but not eliminated. However, for one of the 225
“outsider” districts with the same increase in value but not at the 20-mill floor, the increase in revenue, if it had five
inside mills, would be only $100,000 (5 inside mills multiplied by a $20 million increase in value), and thus would
fall short of the increase in the charge-off by $360,000.

% The tax reduction factors are implemented by the statutory law enacted by H.B. 920 in 1976, but they are also
authorized by Article XII, section 2a of the Ohio Constitution.
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To make it clear how arbitrary the current system can be, one may examine a case where there are two districts with
virtually identical tax rates on Class | property, but the districts have different types of levies, so that one is at the
20-mill floor and one is not. Dover CSD has an effective Class | operating tax rate of 25.90 mills (it also has non-
operating levies: a bond levy at a 1.75 mill rate and a permanent improvement levy with a 0.16 mill rate). It is a 20-
mill floor district, because it has 4.4 inside mills, and current expense levies that have been reduced to 15.6 mills by
the HB 920 TRFs. The other 5.9 mills of operating taxes come from an emergency levy.

Pettisville LSD has an effective Class | operating tax rate of 26.05 mills, or just 0.15 mills different from Dover (to
put in perspective how small this difference is, it would amount to $10.50 in annual tax on a $200,000 home). But
Pettisville is not a 20-mill floor district. Pettisville has 5.5 inside mills and its current expense levies have “only”
been reduced to 20.55 mills by the TRFs (like Dover, Pettisville also has non-operating millage, specifically a 2.98
mill permanent improvement levy). So if both Pettisville and Dover get a $20 million increase in tax value due to
reappraisal of existing property, Dover gets a $400,000 increase in local revenue. Pettisville gets only $110,000.

Reappraisal phantom revenue causes school districts to lose state funding without that loss being made up by
additional local revenues, unless the school districts get new operating levies approved by voters. Even if the
districts do manage to get new levies approved, making school districts spend so much time and money on just
keeping their funding the same is inefficient, and it confuses local voters who cannot understand why they must
keep voting for new taxes without seeing an increase in education services provided. A system that gave school
districts not currently at the 20-mill floor the ability to realize local revenue growth without going to the ballot so
often would be both fairer and more efficient.

Total Class | Inside Mills Mills That Count Mills With Revenue

Tax Rate Toward the Floor Growth
Dover CSD 25.90 4.40 20.00 20.00
Pettisville LSD 26.05 5.50 26.05 5.50

The Governor’s Plan — Conversion Levies
The Governor’s proposal thus has two elements to address reappraisal phantom revenue. The first is to reduce the

charge-off from the current 23 mills to 20 mills, and thus make the floor and the charge-off equal at 20 mills for the
first time since FY 1993. This proposal has been discussed already in the section that covers the Evidence Based
Model implementation in Ohio. The second element would directly address the inequity in the current system and
allow the current “outsider” districts a better chance at getting to the 20-mill floor, and thus achieving revenue
growth with reappraisal, and reducing the frequency of levy requests.

The new type of levy that would be created for districts not already at the 20-mill floor for residential/agricultural
(Class 1) property is the “conversion levy.” The conversion levy would act, in general terms, like an emergency levy
does under current law, but with a couple of significant advantages from the school district point of view. The
conversion levy would allow districts to convert current expense Class 1 millage above 20 effective mills to a fixed-
sum levy, subject to a vote of its residents, without the risk of losing money because of differences in rates and tax
reduction factors among gross voted millage (charged to public utility tangible property), Class 2 millage (charged
to real property other than residential or agricultural), and Class | millage. The period that such levies could be put
on the ballot would run from January 1, 2010 through December 31, 2013. To prevent the loss of money, the state
would hold harmless school districts for the revenue losses that would otherwise be suffered through the conversion.
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The loss in revenue that would occur as conversion levies are passed is essentially because of business tax relief.
Under the Ohio Constitution, if levy millage is reduced, the full levy must be reduced (the gross millage rate, the
Class 1 rate, and the Class 2 rate). In general, for any given levy, both the gross millage rate and the Class 2 millage
rate are higher than the Class 1 millage rate. So for any given level of Class 1 rate reduction, the reduction for the
other two rates will generally be greater. If the reduced rates are then replaced with a conversion levy equal to the
reduced rate on Class 1 property, there will be a net reduction of tax rates for public utilities and Class 2 property
(the difference between the rate being reduced and the rate of the new conversion levy).

Under the proposal being considered, the state would hold the school district harmless for 12 years (two full
property reappraisal cycles) after the initial full payment for the losses due to business tax relief. Over the 12 years,
hold harmless payments would be reduced. The phase-out of the hold harmless would be done based on growth in
Class 1 taxes that would occur at reappraisal or triennial update since districts passing conversion levies would now
be at the 20-mill floor. Each time a district goes through a reappraisal or update, the amount of growth in Class 1
revenues from the update would be determined. The hold harmless payment would be reduced by one-half of the
amount of the increase in local property taxes on Class 1 property. After 12 years of reimbursements, the payments
would stop even if they would not otherwise be fully phased-out.

As an added incentive to districts to adopt conversion levies, the tangible personal property tax reimbursements on
any millage that is converted would be recalculated. Rather than direct payments on the converted millage phasing
out beginning in 2011, the reimbursement would continue in full through FY 2017, the same as for emergency
levies.

CONVERSION LEVY EXAMPLE

Current Expense Rate After
Rate Conversion Levy
(o)) )
(A) Tangible Tax Rate 56.0 40.0
(B) Class 1 Tax Rate 28.0 20.0
(C) Class 2 Tax Rate 33.6 24.0
(D) Conversion levy rate (B1 — 20) 0 8.00
(E) New Tangible Rate (A2 + D2) -- 40+8=48
(F) New Class 1 Rate (B2 + D2) -- 20+8=28
(G) New Class 2 Rate (C2 + D2) -- 24 +8=32
(H) Hold harmless formula (56 — 48) * PU Value + (33.6 — 32) * class 2 value

In this example, the school district has a Class 1 current expense real property (residential/agricultural) tax rate of 28
mills. To get to the 20-mill floor in Class 1, the Class 1 rate must be reduced by eight mills. In order to keep the
total Class | effective tax rate constant, the conversion levy rate must also be eight mills. So, the Class | tax rate

Executive Budget for FYs 2010 and 2011 D-32




Special Analysis

Developing a P-16 Statewide System

stays unchanged at 28 mills, but the district is now at the 20-mill floor with an 8 mill conversion levy (similar to
how many districts today are at the 20-mill floor with an 8 mill emergency levy).

Over time, the HB 920 TRFs have reduced the district’s 56 gross mills to 28 effective mills (half the gross rate) for
Class | property and to 33.6 mills (60 % of the gross rate) for Class 1l property. The TRFs typically reduce the Class
| tax rate by more than the Class Il tax rate because Class | property appreciates faster.

Under the Constitutional requirement of uniform rule, the tax rates in both Class 1 and Class 2
(commercial/industrial) property must stay proportional to the tangible tax rate. Therefore, because the Class 1 tax
rate in the example is exactly half the tangible tax rate, the tangible tax rate must be reduced by 16 mills in order for
the Class 1 tax rate to decline by eight mills. Since the Class 2 tax rate is 60 percent of the tangible tax rate, the
Class 2 tax rate must be reduced by sixty percent of the 16 mills of tangible tax rate being removed, or 9.6 mills.

The conversion levy would be eight mills on all types of property. Since 16 mills of tangible property tax rate
would be repealed, the net decline in the tangible property tax rate would be eight mills. Since 9.6 mills of Class 2
millage would be repealed off, the net decline in the Class 2 tax rate would be 1.6 mills

The hold harmless would compensate the school district for the net decline of eight mills of tangible taxes and 1.6
mills of Class 2 taxes. Since tangible property of public utilities is the only type of tangible property that is
remaining taxable, the hold harmless compensation for this school district would be eight mills times total public
utility tangible property taxable value plus 1.6 mills times total Class 2 real property taxable value.

Conversion Levies and Ballot Frequency

A key attraction of conversion levies is their potential to reduce the frequency with which school districts go to the
ballot. To restate some of the earlier discussion, the Ohio school formula assumes that local property tax revenues
grow as valuation increases, whereas in fact the Ohio Constitution and implementing statutes severely limit property
tax revenue growth. This means that school districts must repeatedly go back to voters just to maintain existing
funding. This is the phenomenon commonly referred to as “phantom revenue.” Although voter approval of levies is
an important feature of Ohio school finance, this phantom revenue results in an inefficient over-allocation of
resources to running levy campaigns rather than educating students, while at the same time leading to persistent
misunderstanding of school budgets and voter suspicion of the motives of school officials.

If conversion levies can get more school districts to the 20-mill floor, then the growth in local property tax revenues
with each reappraisal or update of property (at three-year intervals) should prevent school districts from having to go
to the ballot simply to maintain existing funding. Instead, school districts should be able to run levy campaigns only
when additional funds are needed.

This argument for the ability of conversion levies to simplify and rationalize the school financing process by helping
school districts get to the 20-mill floor rests on the assumption that school districts at the 20-mill floor in fact go to
the ballot less frequently than districts not at the floor. This is an empirical question that requires analysis of recent
levy behavior by school districts. A review of school district levies from the 2002-2008 period reveals that in fact
school districts at the 20-mill floor have asked voters to approve property tax levies less frequently than districts not
at the floor.

The most basic distinction between school districts in terms of levy behavior is between districts that have asked
their voters for a new levy and districts that have managed to support their operations with existing levies. The table
below shows current expense levy data from November 2002 through November 2008. In the table, districts are
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categorized as either being on the 20-mill floor through that whole period, being on the 20-mill floor for part of the

period, or being above 20 mills for the entire period.

All Ohio School Districts

New Current Expense Levy Attempts, November 2002 — November 2008

Number of Districts

Number on the Ballot

Percentage on the

Ballot
Floor All Years 281 170 60.5%
Floor Some Years 136 108 79.4%
Floor No Years 190 171 90.0%
All Districts 607 449 74.0%

District analysis excludes island school districts and districts that have merged or split over the time period.

The table shows that, while statewide 74% of school districts have put a new current expense levy before voters in
the past seven years, only 60% of those districts that were at the 20-mill floor for the entire period sought a new
operating levy. On the other hand, 79% of those districts that were at the floor only for some of those seven years

sought a new operating levy, and 90% of those never at the floor sought a new levy.

Put another way, over the past seven years, districts at the 20-mill floor have been a third less likely to have been on
the ballot than districts not on the floor and a quarter less likely to have been on the ballot than districts on the floor
through only a portion of the period. These differences in ballot frequency over the 2002 through 2008 period
strongly indicate that being at the 20-mill floor significantly reduces the need to go to the ballot for additional

current expense revenue.
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Higher Education — Affordability Promise

Overview

The passage of Sub. House Bill 2 of the 127" General Assembly in May 2007, which made the Chancellor of the
Ohio Board of Regents a member of the Governor’s Cabinet, created renewed momentum and energy around higher
education in the State of Ohio. Under the leadership of Chancellor Eric Fingerhut, Ohio’s system of higher
education is holding itself accountable for increasing Ohio’s prosperity using clear benchmarks of success.

In August 2007, Governor Strickland issued a Directive creating the University System of Ohio. For the first time,
Ohio’s leadership took the bold action necessary to recognize that collaboration and cooperation make Ohio’s public
higher education institutions more competitive, affordable, and efficient.

In the fiscal year 2008-2009 biennial budget (Am. Sub. H.B. 119 of the 127" General Assembly) enacted in June
2007, Ohio’s legislature provided record financial support for higher education. This funding, in combination with
H.B. 2 and the August 2007 Directive, has put Ohio in the national spotlight.

While the fiscal year 2010-2011 budget is prepared at a time of significant economic challenges for the State of
Ohio, the recommendations in the Executive Budget allow the momentum of the past two years to continue. The
overall goal of funding in the Executive budget is to target funding to make college in Ohio affordable to all.

Strategic Plan for Higher Education

On March 31, 2008, Chancellor Fingerhut released the Strategic Plan for Higher Education. For the first time, Ohio
has a specific and detailed document that charts the future course of higher education. The Strategic Plan recognizes
that Ohio’s primary goal must be to raise the educational attainment of the state’s population. In order to accomplish
this, the focus must be on three targets:

B Graduate more students;
= Keep more graduates in Ohio; and
= Attract more degree holders from out of state.

The strategic plan sets forth dozens of specific strategies that are designed to accelerate Ohio’s progress in these
three target areas. These range from extending community college education into new geographic areas like the
Mahoning Valley to intensified efforts to make college more affordable. They include such things as linking all
community colleges into a shared course and program network to surveying Ohio’s business community regarding
its satisfaction with public higher education.

Finally, the Strategic Plan defines 20 specific metrics by which the progress of the system will be measured. These
metrics are divided into four categories driven by visionary goal statements, as follows:

®  Access: The University System of Ohio will be a flexible, integrated higher education provider making the
widest range of education opportunities available to, and raising the educational aspirations of, all Ohioans;

®  Quality: The University System of Ohio will be known for the excellence of the teaching and learning of its
faculty and students and the reputation of its institutions;

®  Affordability and Efficiency: The University System of Ohio will enable all Ohioans to afford the
education and training they need to succeed; and

= Economic Leadership: The University System of Ohio will provide the intellectual and organizational
infrastructure to measurably improve the economic outlook for all Ohioans.

Educational Attainment: Goal One
The ultimate desired outcome is for Ohio to be able to demonstrate improvements in the educational attainment of
its population. In this regard, recent reports are already showing positive improvements. As shown in the table
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below, in all but one category, Ohio has moved up in overall educational attainment. Although Ohio’s rank, when
compared to other states, declined when measuring graduate and higher degree attainment among 25-34 year olds,
the percentage of Ohio residents with these degrees increased.

Figure D-8 — Breakdown by Degree Type

Associates Degrees Bachelors Degrees Graduate Degree
and Higher and Higher and Higher
Percent | Rank Percent Rank Percent Rank
AQes 25-64 | 45 410y 38 25.17% 37 8.93% 29
National
AQes 2564 | 4 550y, 36 26.28% 35 9.40% 26
Current
Ages 25-34 | 5 7104 32 26.61% 30 7.66% 17
National
Ages 25-34 | a6 a70p 26 27.66% 27 7.75% 22
Current

While this progress is good news, even more must be done if Ohio is to significantly raise the educational attainment

of its citizens.

Access

Enrollment Growth: If educational attainment is to be improved, then students must have more opportunities to
access the system and receive educational services. The accessibility of Ohio’s public institutions of higher
education demonstrated by changes in college and university headcount enrollment levels. Colleges and universities
experienced headcount enrollment growth of 2.7 percent in fall 2008 over fall 2007, with several institutions
reporting enrollment growth in excess of seven percent. The Strategic Plan calls for continuing efforts to attract,

enroll, and graduate more students.

Figure D-9 — Highest Enrollment Growth by Ohio Public Campus

Institution % Change Institution % Change
Wright State University, Lake 27.8% Stark State College of 10.3%
Technology
Central Ohio Technical College 15.5% University of Cincinnati, 10.2%
Clermont
NEOUCOM 14.9% Ohio University, Southern 9.2%
Ei?\é\:la::gsGreen State University, 14.0% James A. Rhodes State College 8.2%
Ohio University, Chillicothe 13.8% Kent State University, Geauga 7.7%
Miami University, Hamilton 11.8% Shawnee State University 7.5%
Zane State College 11.3% Central State University 7.4%
Ohio University, Lancaster 10.5% l(\:lglrltglgzest State Community 7.0%
Marion Technical College 10.5%

GI Promise: In an effort to enhance the benefits for veterans established in the federal Post-9/11 Gl Bill, Governor
Ted Strickland through Executive Order 2008-17S granted veterans that live in Ohio while attending a college or
university the status of residents. This allows them to pay in-state tuition costs. This action forms the keystone of a

Executive Budget for FYs 2010 and 2011

D-36




Special Analysis

Developing a P-16 Statewide System

variety of efforts designed to support the participation of veterans in higher education. Such efforts include
certifying college and universities in Ohio as Service Members Opportunity Colleges, thereby allowing the granting
of college credit for certain training received during military service as approved by the American Council on
Education.

30-mile Promise: Governor Ted Strickland’s 30-Mile Promise seeks to ensure high-quality, low-cost associate and
bachelor's degrees within 30 miles of every Ohioan. Across the state, community colleges and universities are
teaming up to offer joint packages of associate and bachelor's degrees. The savings offered by attending a
community college for two years and completion of the bachelor’s degree on a community college or regional
campus will make this one of the lowest cost paths in the nation for earning a bachelor's degree. These flexible and
affordable paths to a bachelor’s degree are a convenient option for many of Ohio’s adult learners—as well as recent
high school graduates—Ilooking for ways to save money on their college education.

Building an Adult Learning System: The fiscal year 2008-2009 biennial budget called for the transfer of both
oversight and funding for Adult Basic Literacy Education (ABLE) programs, as well as the Adult Workforce
Education (AWE) programs, to the Ohio Board of Regents. The State Advisory Committee on the Transfer of Adult
Career-Technical Programs was charged with defining specific actions and strategies to successfully implement the
transition. The Committee articulated a vision whereby all adult Ohioans will have an opportunity to continue their
education beyond high school and earn the degrees and industry-recognized credentials that give them the
knowledge and skills needed to get and advance in good jobs that pay family-sustainable wages. Additionally, the
committee also envisioned that all Ohio employers will have access to customized, flexible and industry-driven
skills training, giving them a competitive edge in the 21st-century global economy.

The Committee issued findings and an action plan, which focuses on raising the educational attainment level of
Ohio’s population in order to help the state grow and prosper. The report recommends that the structures, programs
and funding of Ohio’s adult learning system be aligned with employers’ workforce needs and students’ expectations

by:

®  Creating new accessible pathways for adult learners through alignment of non-credit and credit-bearing
programs, certificates, and degrees;

= Developing concurrent enrollment policies and practices;

®  Conducting an inventory of student aid “best practices;"

®  Implementing the Ohio Skills Bank initiative;

= Working with employers and organized labor to double the number of post-secondary students engaged in
college-level work-based learning experiences; and

= Creating an integrated data system for the entire University System of Ohio.

Seniors to Sophomores: In the 2008 State of the State address, Governor Ted Strickland announced a new initiative
called Seniors to Sophomores. The goal, he said, is "to raise the aspirations of all students, to challenge students who
might feel disengaged from their high school studies, and to help students who want to accelerate their college
education.”

Seniors to Sophomores is designed to help fulfill higher education's responsibility to encourage high school students
to aspire to go to college and prepare them to be successful when they get there, while also making a college
education significantly more affordable for those who participate. Seniors to Sophomores is a dual enrollment
program, which enables academically qualified high school seniors to earn both high school and college credit at the
same time. In April 2008, the state awarded 49 “early adopter” grants of up to $100,000 to school districts and
partners interested in implementing Seniors to Sophomores. By September, many students and districts were
actively participating in the program. In fact, 374 students have participated in the Seniors to Sophomores program
during the 2008-2009 academic year.
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P-16 Collaborations: The goal of getting students to and through college cannot be accomplished without
thoroughly integrating Ohio’s approaches to education technology and data collection, teacher education and
quality, and assessment and college readiness. Through increasing collaboration between the Ohio Board of Regents
and the Ohio Department of Education more can be done to ensure that high school graduates are ready to succeed
in college. Current collaborations include the establishment of STEM schools designed to promote greater focus on
science, technology, engineering and mathematics education. Funding to establish eight new STEM high schools
was awarded over this past biennium.

Access Highlights of the fiscal year 2010-2011 Executive Budget

=  Expanding Community College Education into the Mahoning Valley: The Executive Budget includes the
statutory language that will allow for the creation of the Eastern Gateway Community College, serving
Columbiana, Jefferson, Mahoning, and Trumbull counties. This new entity will create a powerful access point
for students in the area to enter into higher education.

®  Adult Learning System: Ohio will continue to integrate and leverage the full spectrum of adult learner settings.

= P-16 Collaboration: The Executive Budget calls for more collaborative planning and implementation of joint
efforts between the Board of Regents and the Department of Education in the areas of educational technology,
teacher quality and college readiness assessment.

Quality

Research Expenditures: The quality of university research is often measured by the amount of federal and industrial
research funding awarded. Since such funding is generally competitive in nature, the ability to secure such research
funding is a sign of quality. Ohio’s rich history of strong research strength positions Ohio favorably on such
measures. The graph below illustrates Ohio ranked sixth in the nation for the research and development expenditures
of public higher education institutions. The Strategic Plan calls for Ohio to continue to improve on this ranking.
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Figure D-10 — Top Ten Higher Education Research and Development Expenditures

Total Public Institutions R&D Expenditures (Top Ten)
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Voluntary System of Accountability: Ohio’s 14 public universities have signed a system-wide agreement indicating
that they all intend to join the Voluntary System of Accountability (VSA), a national program that allows the public
to review information on each university’s performance on a wide range of measures, and to compare that data to
other schools across the country. The program is jointly sponsored by the American Association of State Colleges
and Universities and the National Association of State University and Land-Grant Colleges. The state of Ohio is one
of the first in the U.S. to have all its public universities participate in the program as a system. The “Ohio College
Portrait” for each institution is already available through the VSA and the University System of Ohio website at
WWW.UsO0.edu.

Centers of Excellence: The Strategic Plan for Higher Education calls for the designation of Centers of Excellence at
Ohio’s public universities. The designation of these Centers will be based on the distinctive mission of each
university and will be recognized by students, faculty, and business leaders as defining aspects of the institution. The
Centers will be measured by externally verifiable standards of excellence, and will seek to be national and
international leaders in their field. The process for designating these Centers has begun and will be completed by the
end of fiscal year 2009.

Private Colleges and Universities: Among the contributors to the quality of Ohio’s higher education system is the
diverse and outstanding collection of private colleges and universities that rivals any state in the nation. These
institutions are the beneficiaries of state funding for research, grants and scholarships, and financial aid. The state
also assists these institutions with obtaining tax exempt capital financing for specific campus facilities. The
prosperity of Ohio’s private colleges and universities will continue to be an important goal for the state.
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Affordability and Efficiency

States with a high quality, low-cost higher education system have a great advantage in today’s economy. Achieving
this competitive combination of cost and quality takes years of sustained commitment and support. It is imperative
that Ohio maintain momentum in this area.

Tuition Freeze: A key feature of the fiscal year 2008-2009 biennial budget was the provision of financial support to
freeze tuition at all institutions. This tuition freeze was able to be maintained through the exemption by Governor
Ted Strickland of Ohio’s higher education subsidy funding from budget cuts made in January 2008, July 2008, and
December 2008. Because of this commitment and prioritization, a study by the College Board showed Ohio had the
lowest increase in tuition of the 50 states for the last school year. It is expected that they will find the same things
when tuition rates for the current school year are reported. But affordability of higher education is not simply
defined by the sticker price. It is defined by the actual out-of-pocket cost to students. Here too, Ohio can be proud.
Currently, after considering federal and state financial aid, 38 percent of Ohio community college students have no
out-of-pocket cost for tuition and fees. Over 46 percent of university full time students pay less than $5,000 out-of-
pocket for tuition and fees. Ohio is committed making higher education truly affordable for students, regardless of
sticker price.

Emphasizing Efficiency: Colleges and universities throughout the state have diligently pursued efficiencies in their
operations. The fiscal year 2008-2009 budget called for each campus to demonstrate the attainment of efficiency
targets of one percent in fiscal year 2008 and three percent in fiscal year 2009. All institutions met and in many
cases exceeded these goals, saving money that allowed them to focus resources on higher priority uses. Additionally,
the Chancellor recently created the Advisory Committee on Efficiency in the University System of Ohio in order to
aggressively pursue even greater efficiency — particularly those that can be gained through cross-institutional efforts
in procurement, administration, and academic delivery.

Affordability and Efficiency Highlights of the FY2010-2011 Executive Budget

The Strategic Plan for Higher Education makes clear that affordability is achieved through four distinct elements —
operational efficiency, low-cost educational options, need based aid, and state support for instruction. All four must
be pursued creatively and aggressively.

= Extending the In-state Undergraduate Tuition Freeze: Ohio’s community colleges and university regional
campuses are the fastest growing, lowest cost part of the public higher education system. They are the core of
the 30 Mile Promise. The budget will provide funding to continue the tuition freeze on these campuses for two
additional academic years. Additionally, the tuition freeze at university main campuses will continue through
the 2009-2010 academic year. With this action, more than 60 percent of all students in the University System of
Ohio will have seen no increase in tuition and general fees for four full years.

®=  Voluntary University Tuition Restrain: Governor Strickland has asked that presidents and trustees of Ohio’s
public universities voluntarily limit increases in tuition and general fees for in-state undergraduates on main
campuses to no more than 3.5 percent per year in the 2010-2011 academic year. Additionally, changes to
financial aid programs should allow many university students to see no increase in out-of-pocket costs for
tuition and fees — effectively freezing tuition for these students as well. In combination, efforts across Ohio’s
public higher education institutions are conservatively estimated to result in 70 percent of undergraduate
students paying the same level of tuition and fees over the next two years than they paid over the last three
years.

®  Qutcome Based Funding Formula: The Executive Budget recommends the implementation of a subsidy
funding formula that is based on outcomes. Universities will be paid only for students who complete courses
and degrees. Community colleges will be paid for helping students reach specified benchmarks of progress
towards degrees and certificates.
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®  Student Financial Aid Program Changes: The Executive Budget proposes a variety of changes to student
financial aid programs to maximize the extent to which available state need based aid is being used to offset
tuition and fees for as many students as possible. These changes are as follows:

=  Ohio College Opportunity Grants (OCOG). The OCOG program will be limited to students attending
public institutions only, and will be configured in a manner which requires the application of federal Pell
Grant funds first in paying the cost of tuition and fees. Additionally, the state will define a “state cost of
attendance” amount reflecting tuition and general fees as well as the cost of textbooks and transportation.
The amount of OCOG support will be the amount required to ensure that the state cost of attendance is met
for any OCOG eligible student after applying Pell funds and the student’s expected family contribution
(EFC), up to currently established state maximum of $2,496 per student.

= Non-Public Need-Based Financial Aid. Two new block grant programs will be established to support need-
based financial aid at non-public institutions of higher education. One of these will be directed to private,
non-profit colleges and universities, and the second will be directed to for-profit proprietary colleges and
universities. The share of each block grant that each school receives will be tied to just one factor — the
number of lower income students the school accepts and graduates. The block grant will have the added
benefit of giving non-public schools greater flexibility and relief from bureaucratic red tape.

® Mandated Efficiency Targets: The fiscal year 2010-2011 budget will require institutions to achieve and
document reports on an additional three percent efficiency gain each year. The Chancellor’s Advisory
Committee on Efficiency in the University System of Ohio will assist with the goal of identifying and
implementing significant cost saving measures.

Economic Leadership

If the state is to grow and prosper, Ohio’s colleges and universities must become leaders in the state’s economic
development efforts. Governor Ted Strickland and the Ohio General Assembly created the Ohio Innovation
Partnership as part of the fiscal year 2008-2009 biennial budget. The Innovation Partnership was clearly intended to
increase the role of Ohio’s higher education institutions in building the talent and research pipelines critical to the
state’s economic success. The Ohio Innovation Partnership includes two distinct elements — the Choose Ohio First
Scholarship Program and the Ohio Research Scholars Program. A third component of the Ohio Innovation
Partnership is a major effort to increase co-op and internship programs in Ohio was included in Am. Sub. H.B. 554
of the 127" General Assembly, but was not scheduled to be implemented until the fiscal year 2010-2011 biennial
budget.

Choose Ohio First Scholarships: Unlike most scholarship programs that direct funds to students or schools based
on a formula or a set group of criteria, the Choose Ohio First Scholarship Program called for schools to submit
proposals describing how they would recruit students to the Science, Technology, Engineering, and Mathematics
(STEM) disciplines, as well as the strategies they would employ to make sure that the students are successful once
they enroll. It sought partnerships between public and private institutions, between community colleges and
universities, between high schools and higher education, and between education and business to create internships
and co-op programs. The goal is to recruit students to study in the state’s best and most innovative programs. The
first round recipients of the Choose Ohio First Scholarship Program consisted of eight collaborations that shared
more than $23.6 million in scholarship funds in areas of pharmacy, nursing, science, engineering and mathematics.
Collaborating institutions selected in round one will put forth more than $38 million in cost shared funds in support
of their proposed scholarship program.

The second round of awards directed $26 million to 28 Ohio public and private colleges and universities across the
state, who will provide an additional $30 million in cost shared funds to be used specifically to attract, retain and
graduate more than 2,600 new STEM students over the next five years. When combined with the first group of
recipients announced in March 2008, Ohio expects to see more than 5,700 STEM graduates who have been scholars
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in the state's Choose Ohio First Scholarship Program. The process for awarding the third round of awards has begun
and will be completed in the spring of 2009. The third round will total $50 million.

Ohio Research Scholars: Jointly funded and administered by the Ohio Department of Development and the
Chancellor of the Ohio Board of Regents, the Ohio Research Scholars Program (ORSP) provides grants to
strengthen and increase the number of clusters of research excellence, led by Ohio's academic institutions that
support regional economic priorities. The ORSP will achieve this through:

= Aggressive investment in the attraction of senior research talent and related facilities and equipment; and

®=  Promotion of unique collaborations needed to build and sustain scientifically and commercially promising
lines of research.

The ORSP is placing high priority on building a critical mass of research scientists and engineers in the five targeted
technology/research focus areas identified below. The emphasis of this program is on the recruitment of research
talent from outside Ohio. Some funding, however, will be available to support the retention or hiring from within
Ohio of personnel that are important to the growth of a research cluster.

In May 2008, the Third Frontier Commission and the Board of Regents recommended 10 collaborations between
University System of Ohio schools, private universities, and industry partners throughout the State for more than
$143 million in grants through the Ohio Research Scholars Program. The addition of 26 new Research Scholars
through these recommendations is an achievement that strengthens and deepens Ohio’s higher education institutions
and growing centers of excellence. These projects will stimulate research in areas of importance to Ohio’s economy
such as advanced materials, bio-imaging, spinal implants, photovoltaics, and power and propulsion.

Ohio Skills Bank: To remain globally competitive, Ohio’s employers need a skilled talent pool. The Ohio Skills
Bank initiative will strategically position the state's collection of adult education, training and workforce assets to
build pipelines of talented graduates and certificate holders to meet targeted regional economic needs. Educators and
workforce professionals will work closely with regional employers through the Ohio Skills Bank to align education
programs, short-term training opportunities and workforce services that meet both the quantitative and qualitative
occupation and skill needs of their employer communities. In the process, the Ohio Skills Bank will promote the
principles of demand-driven, sector strategy workforce planning across the state.

Collaboration with Ohio Department of Development: There is a high level of cooperation between the Ohio Board
of Regents and the Ohio Department of Development (ODOD). ODOD’s strategic plan, “Ohio, Home of Innovation
& Opportunity,” released in August 2008, was closely aligned with many of the strategic initiatives in the Strategic
Plan for Higher Education. Cooperative efforts have ranged from Workforce Development activities including the
Ohio Skills Bank, to technology projects funded by the Third Frontier Commission.

Economic Leadership Highlights of the FY2010-2011 Executive Budget

= Co-op/Internship Program: Am. Sub. H.B. 554 of the 127" General Assembly created a new program of $50
million per year for five years designed to make Ohio a leader in experiential learning opportunities by
increasing the amount of co-operative learning and internship opportunities for Ohio college students. This
program will help meet the goal of keeping Ohio’s college graduates in Ohio by linking them to good job
opportunities in the state, and help Ohio’s employers get easy access to Ohio’s top college graduates. The
Executive Budget contains the first two years of appropriations for this program. The Advisory Committee
established by the legislation is already meeting and the process for awarding the first year of funding is
underway.

®  Choose Ohio First Scholarships: Funding is provided to support fiscal year 2010 and 2011 expenditures for a
third round of awards totaling $50 million in scholarship support.
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®  Research Scholars: $8 million each fiscal year from Third Frontier bond proceeds will be dedicated toward
continued support for the Research Scholars program.
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Health Care: A Key Investment

Accessible, affordable health care is important for all Ohioans and helps us to learn, work and enjoy a
quality life. The fiscal year 2010-2011 biennium Executive Budget includes strategies to increase access to
health care services for individuals who may lack access today. This special analysis provides an overview
of Governor Strickland’s policy priorities for Medicaid and other health care initiatives, including:

= Protecting eligibility and service levels within Ohio’s Medicaid program;

= |Implementing a unified long term care budget to assure Ohioans have access to a broad range of
choices in long term care settings in every community;

= Extending access to health care for approximately 110,000 uninsured Ohioans; and

= Creating efficiencies through enhanced coordination and the use of information technology.

Protecting Eligibility & Services within Ohio’s Medicaid Program
The Medicaid program provides a broad array of medically necessary services including inpatient and
outpatient hospital care, physician services, prescription medications, medical supplies and equipment,
nursing, therapies and behavioral health care to vulnerable Ohioans. In fiscal year 2008, Medicaid paid for
40 percent of newborn births in Ohio and 65 percent of all nursing home care.

Ohio Medicaid provides health care and related services for two main eligibility groups: low income
children and parents, and elders and people with disabilities. The first group, known as “Covered Families
and Children,” has the largest participation, encompassing 1.2 million low-income children and 458,000
low-income parents. The second group, known as “Aged, Blind & Disabled,” includes approximately
51,000 children, 175,000 elders, and 310,000 non-elderly adults with disabilities.

Figure D-11: Ohio’s Medicaid Population, 2009

Ohio's Medicaid Population, 2009
Total = 2.2 million

Low income
children
55%

Adults with
disabilities
14%

Children with
disabilities
2%

Elders
8%
Low income
parents
21%

While individuals enrolled in the Aged, Blind & Disabled (ABD) program represent only 24 percent of the
total Medicaid population, these individuals tend to have more costly health care needs and therefore
account for a higher percentage of total Medicaid costs. In fiscal year 2008, the ABD population accounted
for 67 percent of service costs while the Covered Families & Children population accounted for only 33
percent of costs.

Since December 2007, Ohio’s Medicaid caseload has grown by more than 110,505 enrollees
(approximately 6 percent). A difficult economy and increased awareness of Medicaid from publicity about
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recent expansions are likely contributors to the growth. The graph below illustrates that caseload change
through December 2008.

Figure D-12: Ohio Medicaid Caseload Trends, December 2007 through December 2008
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Collaboration to Fund and Administer Medicaid Services

As Ohio’s Single State Medicaid Agency, the Ohio Department of Job and Family Services (ODJFS) is
responsible for managing the vast majority of the state’s Medicaid budget. This includes paying for
Medicaid managed care premiums and most services available via a traditional Medicaid card. Additional
responsibilities include managing the state’s Medicaid relationship with the federal government,
adjudicating Medicaid claims, and drawing down all Medicaid matching funds from the federal
government. ODJFS delegates certain responsibilities of the Ohio Medicaid program to sister state agencies
as outlined below.

= The Department of Mental Retardation and Developmental Disabilities (ODMR/DD) provides both
institutional and community based Medicaid services. ODMR/DD operates ten developmental centers
which provide institutional services to approximately 1,475 citizens. In partnership with county boards
of MR/DD, the department manages two Medicaid waivers which serve approximately 18,000
individuals. These programs enable people with developmental disabilities to live in a community
setting instead of an institution. In fiscal year 2008, ODMR/DD’s total Medicaid expenditures were
approximately $1.1 billion.

=  The Department of Mental Health, in partnership with county Alcohol, Drug Addiction and Mental
Health boards, provides community mental health services to approximately 200,000 Medicaid
consumers. These services include counseling, psychotherapy, diagnostic assessments and crisis
intervention. The department’s Medicaid expenditures in fiscal year 2008 were approximately $450
million.

= The Department of Alcohol and Drug Addiction Services and its local boards provide community
addiction and treatment services to more than 34,000 Medicaid consumers. The department’s fiscal
year 2008 Medicaid expenditures were approximately $70 million.
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= The Department of Aging manages three Medicaid waiver programs, including PASSPORT, Choices,
and the Assisted Living waiver. PASSPORT provides care to elders in their own homes. Choices is a
geographically limited subset of PASSPORT which allows Medicaid consumers to self direct their
care, including choosing their own caregivers. The Assisted Living waiver provides Medicaid funding
for care in assisted living settings. The Department of Aging maintains contractual relationships with
Area Agencies on Aging to manage various aspects of the PASSPORT and Choices programs, serving
more than 27,800 consumers in state fiscal year 2008. In this same period, more than 600 consumers
participated in the Assisted Living program. The department’s fiscal year 2008 expenditures for
Medicaid services were approximately $397.1 million.

In December 2007 Governor Strickland created a new coordinating entity, known as the Executive
Medicaid Management Administration (EMMA). The EMMA Council includes an executive director, the
cabinet directors of ODJFS and the Medicaid sister agencies, OBM, and the state Medicaid director. The
council evaluates opportunities for increased efficiency and assists in the establishment of statewide
priorities and work plans for Medicaid-related initiatives.

Federal Economic Stimulus

The Executive Budget includes an enhanced Federal reimbursement rate for the Medicaid program, known

as FMAP, based on information in the pending economic stimulus bill, the American Recovery and

Reinvestment Plan of 2009. This enhancement is allocated in two parts:

= A general 4.9 percent increase in the federal reimbursement rate to all states, which begins October 1,
2008 and continues through December 31, 2010; and

= A reduction to the state share of Medicaid expenses based upon each state’s unemployment
experience. The bill provides a reduction to the state share of Medicaid expenses across three tiers
depending on growth in unemployment. The reduction factor is based on the state’s current average
level of growth in unemployment for a consecutive three month period compared to its lowest rate of
growth in a consecutive three month period since January 1, 2006. The Executive Budget assumes that
the unemployment reduction factor will be effective between January 1, 2009 and June 30, 2010.

In order to be eligible for the enhancement, states cannot employ more restrictive eligibility standards,
methodologies or procedures than those that were in effect on July 1, 2008, although eligibility expansions
are permitted. Further, states are not allowed to deposit any funds into any reserve or rainy day fund that is
attributable, directly or indirectly, to the FMAP increase. Finally, states may not increase the amount of
state share payments required from any political subdivision than what was required as of September 30,
2008.

The availability of enhanced FMAP during the fiscal year 2010-2011 biennium will impact the general
revenue fund (GRF) in two ways. First, it will draw additional federal revenue into the GRF for every state
GRF dollar that is spent by ODJFS (effectively increasing the state’s buying power). Secondly, the fact that
non-GRF Medicaid funds will be drawing enhanced FMAP rates will enable Ohio to defray a greater
portion of estimated Medicaid expenditures to these funds, thereby helping to compress the overall need for
GRF to support Medicaid. This, in turn, helps the state to balance the overall GRF fund balance.

Fiscal Year 2010-2011 Biennium Medicaid Expenditures

As noted earlier, the nation’s current economic challenges have impacted Medicaid caseload and the
overall need for this critical safety net service. The Executive Budget protects funding for Medicaid so that
eligibility and services can continue at or near existing levels. Highlights include:

= Fully funded PASSPORT program, which will avoid waiting lists in fiscal years 2010 and 2011;
= Access to health care for children (0 to 300 percent of federal poverty level); and

=  Continued Individual Options waiver services established during fiscal years 2008 and 2009 pursuant
to the Martin settlement agreement.
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ODJFS Expenditures: The ODJFS-administered portion of the Medicaid program represents
approximately 85 percent of all Medicaid spending. When taking into account all funding sources
necessary to support this spending, fiscal years 2010 and 2011 Executive Budget recommendations are as
follows:

Figure D-13: Fiscal Years 2010 and 2011 Executive Budget Recommendations

Fund Type Fiscal Year 2009 Fiscal Year 2010 Fiscal Year 2011
General Revenue Fund $9,877,719,9072 $8,775,641,219 $10,902,582,112
(GRF)*

Other (non-GRF) funds $1,986,131,735 $3,821,227,972 $2,984,736,483
Total $11,863,851,642 $12,596,869,191 $13,887,318,595

GREF appropriations for fiscal years 2010 and 2011 include the use of enhanced federal reimbursement that
will be deposited to the GRF as reimbursement for ODJFS Medicaid expenditures pursuant to the
forthcoming stimulus bill. In fiscal year 2010 the enhanced reimbursement estimated for deposit to the
GRF is $135.0 million and in fiscal year 2011 the amount is $148.7 million.

As the table above indicates, despite the use of these additional enhanced resources there is a notable

decrease in GRF funding from fiscal year 2009 to fiscal year 2010. In fiscal year 2010, the Executive

Budget recommends funding a greater portion of Medicaid expenses through the use of non-GRF Medicaid

funds, including:

= Use of enhanced federal reimbursement amounts that will be drawn into non-GRF funds as a result of
the federal stimulus ($336.4 million); and

= Increased resources that will be collected from various provider franchise fees ($408.7 million in state
collections).

In fiscal year 2011, ODJFS Medicaid funding returns to its historical reliance on the GRF and at the same

time uses fewer non-GRF resources than were used in fiscal year 2010:

= Use of enhanced federal reimbursement amounts that will be drawn into non-GRF funds as a result of
the federal stimulus ($93.3 million); and

= Increased resources that will be collected from various provider franchise fees ($483.4 in state
collections).

MR/DD Expenditures: The payment of Medicaid claims in the Mental Retardation/Developmental
Disabilities (MR/DD) system is a shared state and local responsibility, with the state providing 56 percent
of the funding for Medicaid eligible services, which includes the Level One and Individual Options
waivers, targeted case management, and the developmental centers. The Department of Mental Retardation
and Developmental Disabilities’ projected Medicaid spending in fiscal year 2009 is $241.5 million. Fiscal
year 2010 GRF spending for Medicaid services is $202.1 million, a 16 percent decrease from fiscal year
2009. In fiscal year 2011, GRF Medicaid spending is projected to increase by 20 percent to $242.4 million.
Reductions in GRF spending for Medicaid are offset by projected increases in federal Medicaid match as
established in the federal stimulus bill proposal. The state earned share of enhanced federal reimbursement
is estimated at $54.1 million in fiscal year 2010 and $13.1 million in fiscal year 2011.

The county boards of MR/DD earned share of enhanced federal reimbursement is an estimated $54.9
million in fiscal year 2010 and $12.6 million in fiscal year 2011. Under the federal stimulus provisions, the
state must distribute the non-federal share savings back to the local entity that provided the non-federal
share.

! Medicare Part D expenditures are not included.
2 Fiscal year 2009 assumes GRF appropriation increases from the Medicaid Reserve Fund (HB 119) and
the Budget Stabilization Fund transfer (HB 562).
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Aging Expenditures: The Department of Aging receives Medicaid reimbursement for long term care
services under the PASSPORT and Assisted Living waivers, and the Program of All-Inclusive Care for the
Elderly (PACE) program. GRF costs for services only in fiscal year 2010 are estimated at $110.3 million,
which generates an enhanced FMAP reimbursement of $28.4 million. Total spending for the long term care
program is projected to total $500.8 million in fiscal year 2010, which includes GRF spending for services
and administration, enhanced FMAP reimbursement, and federal/other funding of $339.4 million. These
levels will provide no wait lists for PASSPORT consumers and provide services to approximately 30,200
consumers. This will also fund the PACE program for 880 people and the Assisted Living waiver for 1,800
consumers. Total GRF spending in fiscal year 2011 increases to $160.6 million as the FMAP
reimbursement rate is not as high in fiscal year 2011, therefore the GRF funding will increase. Enhanced
FMAP totals $7.4 million; federal and other sources total $359.2 million for a total long term care program
cost of $527.2 million. This level will again provide no wait lists on PASSPORT and services for 31,900
consumers, and the same levels for PACE and Assisted Living. In addition, the long term care program is
projecting to receive $27.5 in enhanced FMAP reimbursement.

Behavioral Health Expenditures: In the behavioral health system, the Department of Alcohol and Drug
Addiction Services and the Department of Mental Health disburse state dollars to Alcohol and Drug
Addiction Services (ADAS), Alcohol, Drug Addiction, and Mental Health Services (ADAMHS), and
County Mental Health (CMH) boards that then use these subsidy dollars and other local non-federal public
funds, such as levy dollars to pay Medicaid claims and provide other non-Medicaid, services. The
estimated non-federal share of mental health Medicaid costs is $179.1 million in fiscal years 2010 and
2011. The estimated non-federal share of Medicaid costs for drug and alcohol addiction services is $31.5
million in fiscal year 2010 and $32.1 million in fiscal year 2011. For mental health Medicaid expenditures,
ADAMHS/CMH boards are projected to receive enhanced federal reimbursement of $18.0 million in fiscal
year 2010 and $4.4 million in fiscal year 2011. For alcohol and other drug addiction services Medicaid
expenditures, ADAMHS/ADAS boards are estimated to receive enhanced federal reimbursement of $3.2
million in fiscal year 2010 and $0.8 million in fiscal year 2011. Under the ARRP, the state must distribute
the non-federal share savings back to the locals.

Medicaid Managed Care Changes

In fiscal year 2009, spending on Medicaid managed care represents approximately 39 percent of all ODJFS
Medicaid expenditures. As of December 2008, more than 1.28 million people are enrolled in a Medicaid
managed care plan. To effectively manage Medicaid within the current managed care program within Ohio
Medicaid, it will be necessary to leverage some resources within the program differently.

= Carve out the pharmacy program from Medicaid managed care in order to maximize drug rebates.
Like other states, Ohio is able to benefit from significant pharmacy rebate arrangements that are
available only to state Medicaid programs. The managed care plans are not able to take advantage of
this rebate structure and thus have not been as successful in recouping dollars for re-investment. In
order to maximize efficiencies through volume purchasing, the Executive Budget “carves out” the
pharmacy benefit from managed care and returns its administration to ODJFS. This is expected to
generate $5.2 million (all funds) in savings and cost avoidance in fiscal year 2010 and $235.5 million
(all funds) in fiscal year 2011. This proposal is subject to review and approval by the Centers for
Medicare and Medicaid Services (CMS). The graph below illustrates the status of managed care
pharmacy programs across the country:
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Figure D-14: Managed Care Pharmacy Programs Nationwide
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= Pay Medicaid managed care plans on a retrospective, rather than prospective, basis. With the
exception of Medicaid managed care, all other Ohio Medicaid providers are paid after services are
rendered. The Executive Budget aligns the payment timeframes for managed care plans with these
other providers. This is expected to result in a one-time cost avoidance of $270.4 million (all funds).

= Modify Medicaid managed care tax participation to address forthcoming revenue loss. Ohio
currently generates annual revenue of $520 million (all funds) through a franchise tax of 5.5 percent
charged to Medicaid managed care corporations that are licensed to do business in Ohio. Recent
changes in federal law will discontinue Ohio’s Medicaid managed care franchise tax program effective
October 1, 2009, resulting in the loss of this revenue. The Executive Budget removes the Medicaid
managed care exemption to the existing health insuring corporation tax, thereby including the
Medicaid plans in this structure. The rate structure for the plans will be modified to recognize their
new responsibility to pay this tax; thus creating an effective “hold harmless” for the plans while
leveraging federal reimbursement to support the overall Medicaid program. Additionally, Ohio’s
Medicaid managed care plans have proposed to be added to another part of the existing state tax
structure via the state sales and use tax. The sales and use tax is levied at the same percentage as the
current Medicaid managed care franchise fee and does not represent a tax increase; furthermore, the
plans’ participation in this tax will be recognized in their Medicaid reimbursement rate.

Nursing Facility Reimbursement Changes

As noted earlier, Ohio’s Medicaid program funds approximately 65 percent of all nursing facility care in
the state. It is second only to managed care in total expenditures for the state Medicaid program. The
Executive Budget for fiscal years 2010 and 2011 includes two reimbursement changes related to nursing
facilities.

= Pay nursing facilities for Medicaid services based on a standard price rather than on the reported
costs of individual facilities. This action will complete the implementation of a strategy that was
established in H.B. 66, the fiscal year 2006-2007 operating budget. A phase-in period of approximately
four years was anticipated in H.B. 66 so facilities would have sufficient time to modify their business
models to prepare for the eventual full implementation of the price-based model. The full
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implementation of the price-based approach is expected to save $55.9 million (all funds) in fiscal year
2010 and $56.3 million (all funds) in fiscal year 2011 from continuing current policy.

= Modify the nursing facility franchise fee from $6.25 per bed per day to $11 in order to maximize
federal reimbursement for nursing facility services. Medicaid rates for nursing facilities will be
increased to recognize the collection of this increased fee, which is expected to generate approximately
$122.2 million state share in fiscal year 2010 and $162.9 million state share in fiscal year 2011.

Hospital Reimbursement Changes

An annual hospital assessment is instituted of 1.27 percent of total facility costs for fiscal year 2010 and
1.37 percent of total facility costs for fiscal year 2011 and every assessment program year thereafter. The
additional fee will be collected over the course of three payments during each state fiscal year and used to
support the Medicaid Program. A five percent rate increase for inpatient and outpatient hospitals is planned
in the Executive Budget effective January, 2010. This fee is expected to generate $282.8 million dollars in
fiscal year 2010 and $315.6 million dollars in fiscal year 2011. This fee is separate from the established
assessment fee currently used to support the state’s Disproportionate Share Hospital program. This program
is unaffected by this change.

Implementing a Unified Long -Term Care Budget: Balanced Services and Supports
Approximately two million Ohioans are age 60 or older; as a group, they account for more than 17 percent
of the state’s population. Beginning in 2006, about 12,000 baby boomers turn 60 each month. One of the
many challenges Ohio faces is how best to provide needed long-term care services and supports to this
growing population segment who, research has shown, will not only need these services, but will demand
they be provided differently than in the traditional models of institutional care.

= According to the Scripps Gerontology Center at Miami University, the number of Ohioans of all ages
who will need long-term services and supports will increase by 14 percent (43,600 consumers)
between now and 2020. Prevalence of disability increases with age; currently one in three people over
the age of 60 have at least one disability.

= The 85-plus age group is the fastest growing in the state, and approximately half of them have a long-
term disability. According to the 2000 Census projections, nearly 217,000 Ohioans are in this group.

Much discussion has occurred in Ohio in the last few years regarding the need to “rebalance” the state’s
publicly funded long term care system. Consumers would like to see more community-based options that
enable elders and people with disabilities the opportunity to live in a setting of their choice. When
compared to other states, Ohio has offered more institutional options than community options in the long
term care arena.
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Figure D-15: Long Term Care Patients by Site of Care, 2004
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In H.B. 119, the fiscal years 2008-2009 operating budget, the Legislature charged the director of the
Department of Aging to lead an inclusive workgroup, which consisted of members of the legislature, state
agencies, and members of the stakeholder community, to develop a Unified Long Term Care Budget
(ULTCB). On May 30, 2008, after ten months of work, the group presented its recommendations to the
Governor and the General Assembly. As the workgroup’s mission stated, the recommendations would
“create a budget for long-term care services and supports that unifies the budgeting process for facility-
based and home-based services and that supports Ohio’s ability to accurately forecast expenditures for
these services in future years.” Many of the recommendations require significant changes in technology,
the implementation of the new Medicaid Information Technology System (MITS), as well as additional
funding. Nonetheless, the framework has been designed and planning continues to implement the
recommendations in four phases.

The fiscal year 2010-2011 Executive Budget includes the implementation of phase one of the unified long
term care budget, which focuses on Ohioans who become eligible for Medicaid-funded long-term care
services and supports because they need nursing facility equivalent care. This phase includes both nursing
facility services and home and community based “waiver” services administered by the Departments of
Aging (PASSPORT, Assisted Living, and Choices) and Job and Family Services (Ohio Home Care
Waiver) that provide alternatives to nursing facility care.

In fiscal year 2008, nursing facilities served more than 54,700 consumers at a cost of $2,543.5 million.
During the same year, home and community based Medicaid waivers managed by the Department of Aging
served more than 27,800 people at a cost of $397.1 million. The graph below illustrates the utilization
trends for these two types of services in recent years by people aged 60 and older.
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Figure D-16: Number of Persons 60 Years or Older Using Nursing Facility or Waiver
Program
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The demand for community based services is expected to increase in the future as many elders choose to
age in place rather than move to an institutional setting. In fiscal years 2010 and 2011, the Department of
Aging projects to divert an additional 2,245 people from nursing facilities to home and community based
services using a “no wrong door” model to facilitate consumer access to services, community collaboration,
and follow up assessments for those entering nursing facilities for short rehabilitation stays.

The Executive Budget supports Ohioans who seek community-based care through the following strategies:

Funding PASSPORT enrollment without a waiting list in each year of the biennium;

Continuing Ohio’s Home Choice program, which is funded by the federal Money Follows the Person
grant. Home Choice facilitates the return home for those Ohioans who have been living in an
institutional setting for at least six months, would like to return to the community and could be healthy
and safe in that environment;

In fiscal years 2010 and 2011, GRF line items for PASSPORT, Assisted Living, and PACE are
combined in the Department of Aging;

Proposing enhanced regional collaboration, facilitated by Ohio’s Area Agencies on Aging, to improve
consumer linkage to eligibility and services as well as the creation of a public portal for information on
long-term services and supports that can be accessible by consumers;

Ensuring nursing facility residents are supplied information and assistance needed to relocate to
community settings to receive long-term care services and supports through a follow-up assessment
process;

Permitting the Director of Health to periodically assess the need for long-term care facility beds, and
allows for the transfer of nursing facility beds between counties as needed (up to 10 percent);
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=  Providing for a continuation of the ULTCB workgroup; and

= Expanding the Ohio Long-term Care Consumer Guide to include information about providers beyond
nursing facilities and assisted living facilities.

State Coverage and Quality Initiative — Access to Affordable Health Care

While Medicaid provides accessible health care to more than two million Ohioans based on income or
disability, many others do not qualify for the program and thus continue to lack access to affordable health
coverage. To address this problem, Ohio participated in the Robert Wood Johnson Foundation’s State
Coverage Initiative (SCI). As part of SCI, the Governor appointed a bipartisan team, which worked closely
with a broad-based coalition of stakeholders, to develop strategies to expand coverage to more Ohioans and
make coverage more affordable. After a year-long process of uncovering the facts, analyzing the coverage
system, and modeling proposed reforms, the SCI team reached consensus on a set of recommendations
contained in a report to the Governor dated July, 2008.

The SCI team’s recommendations are a comprehensive approach to covering Ohio’s uninsured residents.
Many of the recommendations require a level of funding that is not available in this budgetary
environment; nonetheless, a number of the recommendations can be implemented now and begin to cover
more Ohioans in these challenging economic times.

Ohio is also participating in the Commonwealth Fund’s State Quality Improvement Institute, working to
implement a comprehensive set of strategies to transform Ohio’s health care system into a high quality,
cost-effective, high performing system. More than 240 stakeholders have been involved in developing the
Ohio Health Quality Improvement Plan which will be finalized during spring 20009.

The Executive Budget begins to implement the SCI recommendations with policy changes that will enable
coverage for an estimated 110,000 additional Ohioans over time, and provides funding to assist in the
implementation of the Ohio Health Quality Improvement Plan, at a total cost of $10 million in fiscal year
2010 and $16 million in fiscal year 2011 in general revenue funds.

As related to health coverage and quality initiatives, the Executive Budget contains the following
provisions:

Health Care Coverage and Quality Council: The Executive Budget creates the Health Care Coverage and
Quality Council, which is a quasi-public private entity to implement coverage expansion programs and an
advisory committee to continue to meet to work on health system reform. The Council will have a broad-
based membership representing all parts of the health care system. The Council has specific responsibilities
and is funded by the Department of Insurance budget at a cost of $479,575 per year.

Transparency and Reporting Requirements for Health Insurance Rates and Loss Ratios: The SCI report
recommended measures to increase administrative efficiencies to ensure that premiums paid by consumers
pay for medical expenses to the greatest extent possible. The first step in implementing this
recommendation is to gather the right information. Currently, insurers only report aggregate information
which is not specific enough to determine whether additional regulation is advisable. The Executive Budget
requires insurers to report loss ratio information to the Department of Insurance for their individual market
and small group business.

Uninsured Ohioans with Health Conditions Should Have Affordable Coverage Available Through
Ohio’s Open Enrollment Programs: Currently, people who are not eligible for employer-sponsored
coverage or public programs must buy coverage in the individual market. People who are older and/or have
health conditions can be denied coverage, issued policies with riders that exclude coverage for existing
ailments, or issued coverage at extremely high premium rates. This means that older and less healthy
people are in effect locked out of the individual market under current conditions and have nowhere else to

go.
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To address this issue, the SCI report recommended several reforms to transform the individual health
insurance market. As some of these recommendations have significant budgetary implications both for the
state and consumers, which are not appropriate in these economic times. Nonetheless, because “the
problems with the individual market cannot be ignored,” reforms are needed to make coverage affordable
for people in poor health. Ohio’s open enrollment program is intended to serve people who cannot find
affordable coverage due to health conditions. Ohio’s open enrollment programs as currently constructed do
not work because premiums are unaffordable for almost everyone.

The Executive Budget includes a statutory change to reduce premium rates for all open enrollment
coverage to one and one-half times the lowest premium rate for new or existing business for the same or
similar coverage for individuals with the same or similar case characteristics. Insurance carriers will be
required to accept open enrollment applicants up to an amount equal to 4.5 percent of the insurer’s
individual market business. Pre-existing conditions will be reduced by creditable coverage for all open
enrollment coverage.

Based on actuarial modeling of these reforms, 52,000 more Ohioans will gain individual health coverage,
and rates for open enrollment coverage will be reduced significantly. Individual market rates overall will
rise on average by 5 percent. There is no fiscal impact to the state.

Require Group Policies to Offer Coverage to Dependents Up to Age 29 and Extend the State Tax
Deduction for Employer Coverage to Higher Age Children and Other Dependents: In Ohio,
approximately 371,000 Ohioans between the age of 19 and 29 do not have coverage. The SCI report noted
that a simple, cost effective way to get young adults access to health care is to add them to their parent’s
health insurance policy even in cases where the young adult is beyond the traditional age of dependency for
insurance purposes. The Executive Budget implements this recommendation by requiring group policies to
offer coverage to dependent children up to age 29.

The Executive Budget will concurrently make employer coverage more affordable for many Ohioans by
extending the state tax deduction to employer coverage of older adult children (ages 19-29) and other
dependents. Together, these two reforms will provide coverage to 21,650 uninsured Ohioans with an
estimated loss of state tax revenue of $6.0 million in fiscal year 2011.

Extend State Continuation Coverage to 12 Months and Apply it to Any Job Loss: Under Federal law,
employers with less than 20 employees are not required to offer COBRA coverage. The only option for
these workers is state continuation coverage. The Executive Budget extends continuation coverage from 6
to 12 months, and such coverage should be available to all employees losing their job, not just those
eligible for unemployment compensation.

Require Employers to Give Workers an Opportunity to Buy Health Insurance with Pre-Tax Dollars
Through Section 125 Cafeteria Plans: An estimated 303,000 uninsured Ohioans are employed by
companies that do not offer health insurance, or are not eligible for coverage that is offered. Providing these
workers with the chance to buy coverage through a Section 125 (cafeteria) plan will allow them to use pre-
tax dollars to pay their premiums. For workers at moderate income levels, this is a savings of 21 to 34
percent off the cost of coverage. For higher income workers, the savings can exceed 40 percent.

The Executive Budget requires employers to adopt Section 125 plans to allow employees to buy health
coverage using pre-tax dollars. This requirement is phased in over time to allow employers, and small
employers in particular, sufficient time to adopt such plans. The Ohio Health Care Cost and Quality
Council will also make recommendations and take steps to help employers to understand and implement
the law.

It is estimated that 37,000 more Ohioans will become insured as a result of this reform once fully
implemented. There will be no fiscal impact in this biennium due to the phased implementation schedule.
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Improve Regulatory Oversight of Provider Networks and Allow the Superintendent of Insurance to
Order Independent Reviews of a Health Claim Denials: Under current law, regulatory oversight of health
insuring corporation provider networks is divided between two state agencies: the Department of Insurance
and the Department of Health. To improve efficiency and coordinate regulatory functions, the Executive
Budget will consolidate all authority over provider networks to the Department of Insurance. The Executive
Budget will also give the superintendent of insurance authority to order an insurer to initiate an independent
review of health care claim denials without the consumer having to take any action.

Study Health Coverage Financing: In order to continue to implement the SCI recommendations, further
study is needed to explore how health coverage programs can and should be financed going forward. This
study will analyze Ohio’s current health care system and financing strategies that can support and sustain
affordable coverage expansion programs, improve the efficiency of the health care system, and avoid
negative impacts.

Implementation of the Ohio Health Quality Improvement Plan: The Executive Budget provides funding
to assist with the implementation of strategies and tactics reflected in the Ohio Health Quality Improvement
Plan, which will be finalized during the spring of 2009. These strategies and tactics will specifically focus
on the areas of improving chronic care management, promoting health and reducing disease and injury,
improving patient safety, and improving efficiency and decreasing cost in the healthcare system. More than
240 public and private stakeholders are involved in the creation of this plan.

Ohio Health Information Exchange Center: The Executive Budget provides funding to advance the
implementation of health information technology, which is a key element of progress toward health care
efficiency and reform. Federal recovery dollars provide an opportunity to leverage state dollars and draw
down federal match. For example, an investment of $5 million for health information technology may draw
down more than $50 million federal dollars. Parts of this goal will be accomplished through continued
support of the Ohio Health Information Exchange Center, which is a collection of services and data that
bring together the necessary information to create a comprehensive view of the individual patient, thereby
improving the overall delivery of healthcare and lowering costs.

Create Efficiencies through Enhanced Collaboration & Information Technology

Increased Third Party Liability (TPL) for Health Care

Approximately twenty percent of Ohio Medicaid enrollees have health care coverage from some other
insurance carrier, including Medicare. Medicaid programs are required by Federal law to be the “payer of
last resort” for health care services. If another insurer or program has the responsibility to pay for medical
costs incurred by a Medicaid-eligible individual, that entity is generally required to pay all or part of the
cost of the claim prior to Medicaid making any payment. This is known as “third party liability” or TPL.
Examples of third parties liable for health care services include commercial health insurance, Medicare,
employer-sponsored health insurance, auto insurance, settlements from a liability insurer, workers'
compensation, long-term care insurance, and other State and Federal programs.

The Ohio Medicaid program has implemented an extensive TPL program to assure that Medicaid is only

paying for services that are not covered by another insurer. Successful TPL functions rely on several

strategies:

= Avoiding costs up front before Medicaid pays, also known as up front “cost avoidance;”

= Collecting payments that have been made in error (also known as “pay and chase”); and

=  Capturing and updating insurance coverage information for all Medicaid enrollees. The Federal Deficit
Reduction Act of 2005 strengthened the authority of states to obtain commercial insurance coverage
files for cross reference with Medicaid enrollment information. Ohio has made great strides in
collecting insurance coverage files from commercial insurers, improving up front cost avoidance for
Ohio Medicaid.
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Increasing Automation and Use of Technology

Medicaid Information Technology System (MITS) offers opportunities for automation and paper reduction.
Many Medicaid service providers have already moved to submitting their Medicaid claims in an electronic
format via electronic data interchange (EDI). But despite the recent growth in the use of EDI transactions,
many aspects of the Ohio Medicaid program still rely on paper being sent back and forth between the state
and Medicaid providers and consumers. A large part of the rationale for developing the Medicaid
Information Technology System (MITS) was to reduce or eliminate manual and other paper intensive
processes. Consequently, many MITS business requirements focus on these goals.

Some previously paper processes have already been converted to electronic means including using the
existing Ohio Medicaid web portal to directly enter and submit claims and check Medicaid eligibility for
Medicaid consumers. In addition, since July 2007, providers have been able to access Medicaid Remittance
Advice online through the Ohio Medicaid web portal at the following internet address:
https://medicaidremit.ohio.gov/default/home.jsf.

However, once fully implemented, MITS will offer additional opportunities for the Medicaid program to
reduce, or in some instances, completely eliminate paper processes. Although MITS will not completely
eliminate paper transactions, it will offer many opportunities to move to electronic alternatives. Following
are just a few of the opportunities for paper reduction that are available currently or will be expanded or
newly available with the implementation of MITS.

=  Provider Claims Submission: Using the current Medicaid web portal (see address above) Medicaid
providers using professional claims (on form HCFA 1500) can submit them via direct data entry. Once
implemented, MITS will expand this capability to include additional types of Medicaid claims
including additional professional, dental and limited institutional claims.

= Claims Status and Adjustments / Resubmissions: With MITS implementation, Medicaid providers
may check the status of any claim submitted regardless of how submitted (paper, web portal, EDI, etc.)
Providers may also submit claims adjustments or resubmit corrected claims.

= Prior Approval for Medical Services and Equipment: With MITS implementation, requests for
Medicaid prior approval can be submitted electronically using the Medicaid web portal. The only prior
approvals requiring documentation in addition to the online submission will be those requiring
submission of a study model or physical exhibit that cannot be submitted in an electronic format.

= Submission and Renewal of Provider Applications: Medical service providers seeking to participate
in the Ohio Medicaid program will be able to complete and submit a provider application on line using
the Medicaid web portal. Existing providers whose provider agreements are expiring may also submit
application renewals. Independent providers serving Medicaid consumers enrolled in waiver programs
will be able to submit their required annual background checks.

Electronic Prescribing

Beginning March 2009, ODJFS will begin offering electronic prescribing (“E-Prescribing™) to all Medicaid
providers who prescribe or dispense prescription medications within the traditional fee for service Medicaid
system. This system will be voluntary, allowing any eligible provider to request access to the system and
personal training to use it. The ODJFS system will have the benefit of offering online access to the
individual prescription histories of Medicaid consumers. Consequently, the first target group for
implementation will be hospital emergency departments who do not usually have access to patient records.
Other provider types will be phased in following hospital emergency departments.

The system will be accessible via the internet and will not require providers to invest in equipment other
than a computer with internet access. This program represents a step forward and will be especially useful
for those providers that have not yet invested in additional hardware and software, the program that ODJFS
will use is a step forward.
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Having online, real time records of a patient’s prescriptions will help health care providers determine both
potential contributors to the illness or reason for emergency department visit and ensure that any
medications prescribed will not interact with the patient's current prescriptions.

Eligibility Suspension for Medicaid Enrollees who are Institutionalized

Federal Medicaid funds may not be used to pay for health care for individuals incarcerated in government
operated facilities or individuals between ages 22 and 64 admitted to a mental health treatment institution.
When a Medicaid enrolled Ohioan is admitted to a state prison, youth detention facility, state mental health
center, or county and city jail, their Medicaid eligibility is terminated and must be re-established upon their
release. ODJFS, in collaboration with other state agencies, is pursuing the option to suspend, rather than
terminate, Medicaid eligibility when an enrollee is incarcerated. By reinstating “suspended” Medicaid
eligibility, individuals released from facilities may be able to obtain uninterrupted access to medical care,
especially prescription drugs to treat mental illness or other chronic medical conditions, when they are
released. Reducing this gap in coverage should reduce recidivism.

It should be noted that this policy change will only address individuals who had Medicaid eligibility prior
to incarceration and continue to meet eligibility post release. ODJFS is pursuing other initiatives to
expedite Medicaid applications for individuals who were not Medicaid enrolled when they were admitted
to an institutional setting.

Conclusion

Despite the current economic climate the nation is weathering, Governor Strickland remains committed to
providing affordable and accessible health care to every Ohioan. The Executive Budget continues the
momentum to invest in health care access in pursuit of this goal. Within the Medicaid program, the
eligibility expansion for children to 300 percent of the federal poverty level is funded. The Executive
Budget also contains provisions that will expand access to approximately 110,000 Ohioans who are
uninsured as implementation of the State Coverage and Quality Initiative occurs.

The challenge to fund Medicaid services in a difficult budget environment is bolstered by the temporary
availability of federal stimulus resources. Additionally, modifications to a number of the state’s existing
provider fees will help to leverage more federal resources in support of services.

The Executive Budget continues the momentum of the Unified Long term Care Budget initiative that was
created in HB 119. Opportunities for elders to use the PASSPORT program without the development of a
waiting list are protected. Policy reform related to nursing facility reimbursement is implemented in
accordance with HB 66, and Ohio’s Certificate of Need program is revised to enable a better distribution of
nursing facility availability throughout the state. Additionally, local collaboration is emphasized in order to
connect Ohioans with options for long term care services.
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Jobs and Economic Development

The Executive Budget promotes the economic growth of the state by focusing resources on Ohio’s
strengths. Working to bolster existing industries and attract new opportunities to the state, a number of state
agencies will collaborate to create a stronger Ohio economy. This will be accomplished by investing in
initiatives that target the following areas: encouraging the revitalization of Ohio’s urban areas, highlighting
green and advanced energy policies, utilizing job development tools, and making use of existing and new
workforce development programs.

Urban Policies

Many opportunities exist in Ohio’s urban areas. Urban initiatives are designed to strengthen developed
urban areas and revitalize inactive urban areas by capitalizing on existing assets. The state is already
investing in a number of urban initiatives, led by the Department of Development, which will be continued
in this Executive Budget. Five of those initiatives that will directly benefit urban areas are the Clean Ohio
Revitalization Fund which restores formerly unusable Brownfield sites to encourage redevelopment and the
revitalization of communities, the Job Ready Sites Program which was created to bolster the state’s
inventory of available facility locations served by utility and transportation infrastructure, the Industrial
Site Improvement Fund which assists geographically and/or economically disadvantaged counties around
Ohio in the expansion and modernization of buildings, and the Ohio Historic Preservation Tax Credit
Program which provides a tax credit for rehabilitation expenses to owners of historically significant
buildings. In the fiscal year 2009-2010 capital budget, $100 million has been budgeted for the Clean Ohio
Revitalization funding and $30 million has been allocated for the Job Ready Sites and Industrial Site
Improvements programs.

In the upcoming biennium, the state will provide additional tools to local governments to continue
revitalizing urban areas. Rather than invest resources into urban communities and have them compete with
one another for economic growth, the Executive Budget will seek to stabilize and restore the vibrancy of
underutilized urban areas while simultaneously developing unified local economic plans so that
communities and groups of local governments can cooperatively plan and invest to strengthen their
economies, lower their operating costs, and provide higher quality services in a mutually beneficial or
synergistic manner.

The Executive Budget encourages local governments and communities to work cooperatively, by funding
the Ohio Hubs of Innovation and Opportunity initiative. This initiative will serve as a catalyst for local
business development and economic growth by building on the synergies that are generated by the close
geographic proximity of valuable resources such as advanced knowledge bases, existing infrastructure, and
clustering of mutually beneficial endeavors. By strategically aligning local governments, communities, and
regions while at the same time investing in emerging new technologies and industries, regions can leverage
these assets into new business development opportunities and job creation.

To enhance Ohio’s urban communities the Executive Budget contains $83 million in federally funded
neighborhood stabilization grants to be used to help 17 cities, 12 counties, and 21 regions in Ohio. These
grants will improve neighborhoods by purchasing and redeveloping abandoned and foreclosed properties,
establishing land banks, and demolishing blighted structures. These initiatives will help preserve, and in
some cases, restore the value of housing markets while protecting communities in difficult economic times.

Another tool made available through the Executive Budget are the Catalytic Development Action Teams,
or CDAT, which will stimulate economic and community development projects tailored to the specific
strengths and needs of local and regional communities. The primary goal of the teams is to serve as
catalysts for the communities and to encourage private investment that eventually becomes self-
perpetuating. The CDAT will draw from all existing development programs currently in the state’s
portfolio and match them with the local governments that could realize the greatest impact for the state.

As referenced in the Transportation Bill Special Analysis, the Executive Budget will provide municipal
governments and regional organizations with new financing tools called Transportation Innovation
Authorities to focus on transit and infrastructure oriented development. Through collaboration with the
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Department of Transportation, municipal, county, or township governments, county transit systems or
regional transit authorities, metropolitan planning organizations, port authorities or transportation
improvement districts will jointly use their existing financing authority or toll collection for appropriate
intermodal, roadway, and bridge, public transit and intercity rail projects that span jurisdictions in order to
benefit the region as a whole.

Green Investments and Energy

Ohio has long history of energy production, but in the last two years a number of significant steps have
been taken to shape Ohio’s role in future energy production. Through policy change and research and
development investment tools, these steps have created a green foundation which will ensure that advanced
energy technologies and green energy investments will be developed and utilized in Ohio. This movement
will be accomplished through energy efficiencies and investments in advanced energy production.

The state has moved to improve energy efficiency by requiring energy efficiency increases among state
agencies and by beginning the transformation of the state vehicle fleet to more fuel-efficient and flex-fuel
vehicles. Also, by providing tax incentives to individuals and businesses and financing opportunities to
local governments, the Executive Budget is better preparing Ohio for improved energy consciousness. One
such endeavor, supported by the Public Utilities Commission, is the continued work with electric utilities to
develop Advanced Metering Infrastructure (AMI). AMI refers to the two-way systems that measure and
analyze energy usage. Eventually, consumers will know exactly how much electricity they are using at any
given time, and also how much they are being charged for each kilowatt-hour of usage. This information
will help citizens and businesses to adjust their energy-usage behavior, while simultaneously helping them
save money through energy conservation.

Investments in green energy efficiencies also have positive impacts on local economies. For example, in
fiscal year 2008, the School Facilities Commission partnered with local school districts to spend
approximately $1.47 billion dollars improving school facilities throughout the state. These facilities are
required to be certified as LEED Silver or better and while providing an improved educational
infrastructure to benefit Ohio’s children, the combined efforts of the commission and local school districts
directly or indirectly created nearly 25,000 jobs. In addition to the commercial and institutional building
related jobs that were directly created through the School Facilities Commission’s and local school
districts’ efforts, other job creation was indirectly related and took place in such industries as architectural
and engineering services, retail and food establishments, contract security services, and building materials
supply. Currently, the School Facilities Commission is experiencing a significant increase in funding as a
result of tobacco securitization and work on similar projects will support up to 36,500 jobs annually and
spend $4.11 billion between fiscal year 2008 and fiscal year 2011 building the equivalent of 405 new
school buildings.

The state has also become a beacon for green industry by enacting a renewable portfolio standard which
will make Ohio one of the largest renewable energy producers in the country when fully implemented.
Investing in these emerging green and advanced energy technologies will be a vital area of growth for the
state in the upcoming biennium and beyond. Through Executive Budget recommendations, state agencies
will support these forward-looking industries and take advantage of green technology enhancements within
agencies’ operations. For example, the Ohio Air Quality Development Authority will continue to finance
both public and private investment in researching and developing advanced energy technologies,
prioritizing those projects with the greatest likelihood of commercial application and economic benefit.
One such priority, the development of clean coal technology, will maximize the economic benefit of Ohio’s
abundant coal resources and will seek to secure Ohio as a competitive domestic energy source. Working in
concert with the Department of Natural Resources’ Division of Geological Survey, the Executive Budget
will seek to identify and document Ohio’s existing natural geological formations which can be used to
demonstrate the benefits of responsible carbon sequestration. Documenting Ohio’s carbon sequestration is
an integral part of the creation of advanced energy facilities in the state. Coupled with the implementation
of the Advanced Energy Job Stimulus program, these investments will help to create jobs in these targeted
industries.
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Job Development Strategy

The Department of Development’s strategic plan is geared toward energizing the state’s economic and
community development climate to increase the competitiveness of Ohio’s businesses and communities.
The main objectives of the Department of Development’s strategic plan are to grow the income of Ohioans,
create and retain jobs in Ohio, and increase productivity across industries through innovative means.
Initiatives currently underway include the implementation of target industry development teams, the
launching of the Ohio Sales Strategy, and the integration of technology-based economic development
programs. These three tenets of the strategic plan each lend themselves to promoting job creation in the
state in different ways. For instance, target industry development teams are comprised of a diverse mix of
regional and statewide stakeholders including experts from industry, regional economic and workforce
development organizations, centers of technology and innovation, and academic institutions. These
stakeholders are working together to develop specific retention, expansion, and attraction strategies for
each target industry. The Ohio Sales Strategy employs a proactive approach aimed at attracting new
investment in Ohio through partnerships with the Ohio Business Development Coalition and the alignment,
enhancement, and restructuring of the Department of Development’s technology-based economic
development programs. These partnerships enable the state to provide proper resources at every stage of the
technology commercialization process.

In the upcoming biennium, the Department of Development will continue to bring economic development
to the state through various programs designed to encourage economic development and job creation. One
such program is Ohio Means Home which will use an integrated marketing and communications campaign
to persuade former Ohio residents and graduates to return to the state to advance their careers or create new
business opportunities. Other programs include Ohio Green Places which promotes the development of
programs and policies that advance the goal of making Ohio the leading state of sustainable green
development. This program seeks the formation of an advanced energy business sector with a robust supply
chain and green building industry. Another economic development program is Check Ohio First, which
encourages companies operating in Ohio to maximize the use of Ohio businesses when making purchases
by using an on-line directory of Ohio businesses. One other program, Enterprise Appalachia, works to
stimulate the economic activity in the Appalachian region by initiating small business attraction and
creation campaigns built on the success of entrepreneurship in the region.

Through the use of various strategic proposals, the Executive Budget will enhance the state’s business
environment and encourage economic development resulting in a more competitive climate. The Executive
Budget will provide the Department of Development new and better tools to attract and retain high-paying
jobs through tax credit incentives. The Executive Budget will reform the Job Creation & Job Retention Tax
Credits to encourage companies offering higher paying jobs to locate in the state. These reforms will give
the Department of Development the flexibility to attract quality companies that will contribute to Ohio’s
economy for generations to come and ensure that the state’s largest employers continue to invest in Ohio
workers and the economy. Ohio investors will continue to receive a tax credit to invest in qualified,
technology-based Ohio companies as a result of increasing the cap on the Technology Investment Tax
Credit.

As part of encouraging economic and job development and growth through tax credit initiatives, the
Executive Budget proposes two new tax credits, the New Markets Tax Credit and the Ohio Film Tax
Credit. The New Markets Tax Credit offers a non-refundable tax credit against the domestic insurance tax
for those that invest in low income communities. Investments will be in the form of either an equity
investment or long-term debt security issued by a community development entity. The Ohio Film Tax
Credit creates a tax credit incentive within the Department of Development to entice investment in Ohio
from the cinematic production industry.

Workforce

The Board of Regents, the Department of Job and Family Services, and the Department of Development
recently initiated coordinated strategies for workforce development in order to align employers’ needs and
workers’ skills through innovative and strategic investments in training and education for the long-term
economic benefit of the state. Within these strategies, the Board of Regents focuses on providing job
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training and skills development opportunities, the Department of Job and Family Services concentrates on
workforce development relative to individual workers, and the Department of Development focuses on the
business and industry portion of workforce development. Through this workforce realignment, employers
are served by a streamlined system through which skilled employees assemble the right mix of resources to
meet the needs of the employer.

The Ohio Skills Bank is a partnership of agencies that supports business growth and new job creation by
filling critical job vacancies through the creation of a regional talent pipeline and by aligning educational
efforts with the needs of Ohio’s targeted industries. The Ohio Skills Bank will analyze occupational and
skill shortages at the regional level, and work toward correcting these shortages. The result of Ohio Skills
Bank efforts will be long-lasting, systemic solutions to some of the state’s most pressing occupational and
skill shortages. The Board of Regents’ University System of Ohio will provide the structured higher and
post-secondary education training for Ohio’s workforce of the future. Through the Ohio Skills Bank
planning process, regional employer talent needs will be at the heart of programs and services offered
through Ohio’s post-secondary education systems from G.E.D. to Ph.D.

The Ohio Means Jobs program, managed by the Department of Job and Family Services, is one way in
which employers and job seekers are united. This program identifies and provides job seekers with
electronic access to employment opportunities from major commercial job boards, niche industries,
national and Ohio Fortune 100 companies, and the State of Ohio. Another service provided to employers
and individuals is through the Rapid Response program. Rapid Response provides the quick coordination
and immediate delivery of services and aid to employees affected by mass layoffs or plant closings.
Services are provided through partnerships with local Workforce Investment Boards, County Departments
of Job and Family Services, and One-Stop Centers among others. Rapid Response teams work with
employers and employee representatives to maximize the public and private resources dedicated to the
situation and minimize the disruptions associated with job loss to companies, affected employees, and
communities.

The Ohio Workforce Guarantee, coordinated by the Department of Development, is a commitment from
the state to act as a partner in cultivating the skills and talents needed to meet the workforce needs of the
state’s industries today and into the future. The Ohio Workforce Guarantee includes the consolidation
under a single umbrella of programs previously housed in separate agencies throughout state government.
Regional workforce directors work with companies to develop comprehensive training solutions. These
partnerships will develop policies in support of a demand-driven workforce development system consistent
with the current and future demands of employers in targeted, high-growth industries and will also assist
with regional and sector-specific talent attraction and retention initiatives.

The combined workforce development efforts of the Board of Regents, the Department of Job and Family
Services, and the Department of Development will continue in the upcoming biennium through innovative
and strategic investments in training to promote job creation throughout the state and by more effectively
aligning employers’ needs with skilled employees.

Fostering Economic Prosperity

The Executive Budget will foster economic prosperity for Ohio’s citizens by directing resources where they
will be most beneficial. Urban programs hold the promise of revitalizing underused or blighted areas in
Ohio’s cities, bringing back economic opportunities and a greater sense of community. Investments made
today in green technology and advanced energy hold the key to unlocking benefits which will pay
dividends long into the future. Strategic initiatives and tax credit programs will encourage industries and
individuals to invest, live, and work in Ohio. Lastly, as job development strategies increase the demand for
skilled labor, the state’s targeted workforce initiatives will ensure that the supply of skilled laborers keeps
pace so that Ohio will remain competitive today and into the future.

Executive Budget for FYs 2010 and 2011 D-61



Special Analysis

Transportation Bill

The Executive Transportation Bill

The Executive Transportation Bill is committed to ensuring that Ohio’s development of infrastructure
keeps pace with the changing needs of the economy even during times of economic tumult, realizing that
an investment in Ohio’s infrastructure is an investment in Ohio’s economic growth. Based on the findings
outlined in the 2008-2009 Ohio Department of Transportation Business Plan and the Ohio’s 21st Century
Transportation Priorities Task Force, it is apparent that Ohio needs a continued investment in transportation
infrastructure in order to grow Ohio’s economy and create jobs. Investments in transportation infrastructure
benefit all Ohioans by offering more efficient and safer transportation choices to motorists, citizens, and
businesses for travel, commuting and shipping. By developing new financing tools for state and local
governments, including various tolling options, the Executive Budget will develop and construct multiple
modes of transportation, manage congestion, extend the life of Ohio’s existing infrastructure, expand the
investment in the Department of Transportation’s State Infrastructure Bank, and increase the ability of the
state and local governments to partner with the private sector in new infrastructure development
opportunities.

New State and Local Transportation Tools

The Department of Transportation’s business plan was focused on addressing the shortfall in projected
funding relative to the near- and long-term infrastructure needs of Ohio. One of the objectives of the
Executive Budget is to provide new revenue streams as means to support these infrastructure development
priorities.

At the local level, the Executive Budget will provide the opportunity for any municipal, county, or
township government, county transit system or regional transit authority, metropolitan planning
organization, port authority or transportation improvement district, in conjunction with the Ohio
Department of Transportation (ODOT), to form a Transportation Innovation Authority (TIA). This will
allow the new entity to finance much needed transportation projects that will benefit both single political
subdivisions as well as the jurisdictions covered by the Authority. This new opportunity will allow local
governments and organizations to leverage their financing authorities jointly for appropriate intermodal,
roadway, bridge, public transit and intercity rail projects spanning jurisdictions in order to benefit the
region as a whole. The Executive Budget will also give these TIAs the ability to partner with the
Department of Transportation to use new financing tools, including tolls, to construct new infrastructure
projects or move ahead on an existing ODOT project which might have been delayed due to funding
constraints.

At the state level, the Executive Budget will give ODOT the ability to use new tools to finance both
highway and non-highway modes of transportation across the state. The New Generation Highway and
Multi-Modal State Infrastructure Bank will provide funding to local governments and Transportation
Innovation Authorities for highway, transit and rail projects across the state. As part of its innovative
financing portfolio, the Executive Budget will provide ODOT with the authority to use tolls on new
infrastructure capacity to invest in more transportation projects. This authority would only be available for
new capacity, not existing roads, bridges or other infrastructure, and would be used to accelerate the
infrastructure investments needed for state growth. Through this opportunity, the Department of
Transportation will be able to target priority areas in need of new transportation infrastructure for specific
industries and urban redevelopment, as referenced in the Jobs and Economic Development Special
Analysis.

Public Transit, Freight & Passenger Rail, Aviation, and Maritime

In order to move Ohio forward in the transport of people and goods, the Executive Budget will invest not
only in highway infrastructure but also in other modes of transportation including passenger rail, public
transit, aviation and marine transport. The strengthening of Ohio’s transportation infrastructure will allow
the state to effectively link Ohio citizens and businesses to jobs, resources, markets and communities. It
will also bolster existing infrastructure by attracting new industries and opportunities to the state.
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Through the use of tolling on new highway and other modal capacity, the Executive Budget will accelerate
the development of cleaner, safer, more efficient and more affordable transportation options. This
opportunity will endow Ohio with a new stable funding stream for investments in transportation which
have long been underfunded.

Though once prominent in this state, passenger rail is an unrealized opportunity for Ohio. The Executive
Budget will reinvest in passenger rail in the upcoming biennium by building the first phase of Ohio
passenger rail connections. Upon completion, Ohioans will be able to affordably travel from Toledo to
Cleveland to Cincinnati, via Columbus and Dayton. This investment is only the beginning step toward
offering Ohioans transportation options and preserving our existing infrastructure for years to come.
Ultimately, this investment in passenger rail will move Ohio towards the development of a Midwest
passenger rail network connecting Ohio with surrounding markets and opportunities.

Fix-It-First

The Executive Budget will fully fund the preservation of Ohio’s current roadways and bridges, erasing
more than a billion dollars in funding shortfalls. Moving forward, the “fix-it-first” prioritization will
continue to ensure the highest degree of safety and longevity to the roads and structures Ohioans depend on
daily. This priority will ensure that past investments in transportation infrastructure are cared for and the
long-term costs of repair are reduced by slowing the deterioration of existing roads.

Well-maintained roads are essential for safe, efficient transportation, for automobiles, commerce, and
public transit. Road deterioration contributes to hazardous driving conditions and extracts a significant
financial toll on roadway users. Fix-it-first addresses these needs through focused maintenance strategies.

Building Ohio Jobs & the Motor Fuel Evaporation Tax Credit

In June 2008, Governor Strickland and the General Assembly passed the Building Ohio Job Act to provide
a capital and development investment that would strengthen the Ohio economy and create jobs. The
Executive Budget will amend House Bill 554 to fund the expanded Local Transportation Infrastructure
Program (LTIP) at the Ohio Public Works Commission through the proceeds realized by eliminating the
Wholesale and Retail Motor Fuel Evaporation Tax Credits. Improved technology has found ways to
prevent errant fuel evaporation, benefiting the industry and making the credit unnecessary. Motor fuel tax
proceeds may only be spent on a narrow scope of road-related projects, which includes the LTIP. Using the
additional motor fuel tax proceeds from the elimination of the evaporation credit, in lieu of the BSF, will
allow the Executive Budget to use the BSF for its intended purpose of stabilizing the budget in times of
fiscal stress.

Through this change, Ohio will be able to provide local government the resources needed to update their
infrastructure and create new investment opportunities and jobs. The remaining funds will be used to
preserve existing infrastructure, advance the investments identified by the Transportation Review Advisory
Council, and support other priority investments within the state.

Investment in Highway Safety

In order to enhance public safety and provide increased funding for highway safety, the Executive Budget
will increase the penalty for seat belt violations from a secondary offense to a primary offense. Similar
actions in other states have shown to increase seat belt use and reduce vehicle-related death and injury.
Through this change, Ohio will be eligible to receive $26.7 million from the National Highway Traffic
Safety Administration through the state incentives of the Safe, Accountable, Flexible Transportation Equity
Act-Legacy for Users (SAFTEA-LU).

Department of Public Safety Funding Changes

The most challenging Department of Public Safety (DPS) funding concern for the fiscal year 2010-2011
biennium is the cash solvency of the Highway Safety Fund, which is the primary source of financial
support for the Highway Patrol's operations. The Ohio State Highway Patrol Funding Task Force, a 19
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member public - private panel, met in fiscal year 2008 and made a funding recommendation that provides
for a durable funding solution for the projected deficit facing the Highway Safety Fund.

The Executive Budget implements the funding recommendation of the task force, which is comprised of
the following fee adjustment recommendations:

Figure D-17: Proposed Department of Public Safety Fee Adjustments

Proposed Fee
Increase
Transaction Type Current Fee Amount
Vision Screening $1.00 $1.00
Varies from $34.50 to
Passenger Vehicle Registration $1,644.50 $5.75
Varies from $59.50 to
Commercial Truck Registration $1,354.50 $19.00
Temporary Tags $10.50 $5.00
International Registration Plan
for Commercial \ehicles from Varies from $45 to
Other States $1,340 2.5%
Late Fine for Vehicle
Registration and Driver License
Renewal New Fine $10.00

Without fee adjustments, the Highway Safety Fund will become insolvent in fiscal year 2010. The fee
adjustments proposed by the Ohio State Highway Patrol Funding Task Force are projected to generate an
additional $106 million annually for the fund. This recommendation is a broad-based approach which
allows Ohio’s fees to remain comparable with other states while adequately funding the vital services
provided by the Ohio State Highway Patrol. The recommendation addresses the critical funding issue while
providing a practical and lasting solution that is in the best interest of the state, its citizens, and the Ohio
State Highway Patrol.

Realizing the limited resources of the general revenue fund (GRF) in these trying economic times, the
Executive Budget also will eliminate DPS’s need for GRF funding through a fee increase on abstracts. The
current fee is two dollars, well below the national average of eight dollars and thirty-five cents. A six dollar
fee increase would provide the necessary revenue to remove the Emergency Management Agency, the
Investigative Unit, and the Office of Criminal Justice Services from GRF funding, while still keeping
Ohio’s fee amount below the national average. The abstract revenue will also be used to supplement the
funding for the Divisions of Emergency Medical Services and Homeland Security.
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Government Efficiency and Accountability

Efficient and effective use of taxpayer dollars is one of the primary responsibilities of state government.
This Executive Budget includes several initiatives that are designed to reduce administrative costs through
state agency collaborations, thereby freeing resources that can be redirected for services to Ohio’s citizens.
Four initiatives are outlined in this analysis:

Office of Accountability and Results—a resource for state agencies to improve efficiencies and track
progress;

Shared Services—a strategy to establish central processing for specific functions currently undertaken
separately by all agencies of government;

Advantage Ohio — Procurement Reform and Strategic Sourcing—a strategy that enables agencies to
improve current buying power through enhanced collaboration; and

Consolidation of the business operations for 28 occupational licensing boards and commissions.

Office of Accountability and Results

The Office of Accountability and Results, housed within the Department of Administrative Services,
provides support and guidance to all state agencies to implement the Governor’s expectation that agencies
manage for results. A summary of the services offered by this office include:

The Ohio Government Accountability Plan: This approach allows state agencies to focus on core
goals. The office assists the Governor, Chief of Staff and Cabinet Secretary in the creation and
monitoring of Flexible Performance Agreements between Cabinet Directors and Governor that identify
key departmental goals and metrics to move Ohio forward. Agreements and results are reported at
http://results.ohio.gov.

Continuous Process Improvement: The office encourages, coordinates and tracks statewide process
improvement efforts. By providing support to the Governor’s Office and state agencies, the office
plans, designs and leads efforts to solve problems and reform government services. Facilitated sessions
with state agency staff, including process improvement teams and Kaizen events, can achieve dramatic
reductions in waste, cycle time, and costs. For example:

= Through the use of a Kaizen event, the Department of Taxation reduced the amount of time
required to resolve taxpayer disputes. It took more than 100 days for agents to process a taxpayer’s
correspondence, and there was a backlog of more than 16,000 pieces of correspondence, which
created a 60 — 90 day delay before the work could even begin. As a result of the improvement
efforts, the backlog was eliminated in 60 days and staff reduced the processing time from 100 to
13 days, which is more than a 70 percent decrease in delays for the taxpayer. The department also
eliminated work silos, empowered agents to mange their work as a team, and developed a better
billing notice to ensure agents get what they need the first time.

= More than 2,300 suggestions have been collected from state employees statewide who are
proposing ways to save state resources and remove steps from bureaucratic processes that may
affect the public or business community. To date, the office has acted on nearly 10 percent of
those suggestions and many more are under review for action.

The office also researches private sector, non-profit and other governmental practices in the area
of performance and productivity in order to identify best practices and innovative approaches to
continuously improve. The office serves as a clearinghouse for such information.

Regulatory Reform: On February 12, 2008, Governor Strickland signed Executive Order 2008-04S
“Common Sense Business Regulation” and called upon state agencies to simplify their rules, treat
those affected by the rules as customers and partners, and streamline inefficient and drawn-out
regulatory processes. The Executive Order called for an across-the-board review of current regulations,
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eliminating those that are unnecessary or needlessly burdensome while establishing regulatory
performance standards that will make Ohio a more competitive place to do business.

The Office of Accountability and Results is responsible for coordination and implementation of the
Executive Order with regulatory agencies. This includes the development of an implementation
process, support of agencies in conducting rigorous regulatory review efforts and documenting
progress and results. The office also coordinates a regulatory agency ombudsman program to resolve
business concerns and assist agencies to identify and improve regulation enforcement processes that
are unnecessarily burdensome, complex or expensive.

= Ohio Business Gateway: The office also works with the DAS Office of Information Technology on
the transformation of the Ohio Business Gateway into a business portal, creating a one-stop-shop for
information and transactional processes between state government and the private sector. There are
many fees and applications that may be processed at this website. A phased approach, tied to available
resources and the time needed for complex technical changes, is underway to make the information
side more robust.

Ohio Business Gateway navigation is being made easier, and registered employers now have access to
all resumes on Ohio Means Jobs/Monster.com. Within the next few months, all state contract
opportunities and all state contracts larger than $25,000 will be posted in one location. By fall 2009, a
central rule change notification will be launched on the site. Additionally, a new business start-up
wizard, central business demographics update and unified sign-on to the portal are in development.

= Internal Asset Development: The office coordinates and develops a network of internal employees
who provide consulting, coaching and facilitation services throughout state government. These
employees work with state agencies to develop the knowledge required to effectively implement the
Accountable Government model, including planning, implementation, analysis, improvement, and
reporting skills. These internal assets provide services normally purchased through outside consultants
and vendors, and not only save considerable taxpayer dollars with their expertise, but are also
investments in Ohio government’s growth as their value increases as they gain experience.

= Organizational Development: The office assists with transforming state government into a high
performance organization by providing advice and assistance in areas such as leadership, strategic
planning, customer focus, information and analysis, human resource development, process
management, and achieving results. A sample of specific duties includes facilitating strategic and
operational planning efforts, managing the Efficiency.gov on-line system to collect employee and
customer feedback and ideas for improvement, assisting with the development of dashboards and
scorecards to collect data and track progress, teaching courses in a variety of topics, and coordinating
the http://results.ohio.gov website that transparently tracks results.

The mission of the Office of Accountability and Results reflects the goals of the Ohio Government
Accountability plan. The Office has already assisted in identifying and capturing millions of dollars in cost
savings throughout state government.

Ohio Shared Services

Although the concept of “shared services” is relatively new to Ohio government, it has a long history of
success in the private sector. The concept is to eliminate silos and share a pool of resources among entities
in order to make routine processes as efficient and cost effective as possible. This concept will be applied to
a number of financial transaction processes during the fiscal year 2010-2011 biennium. Through shared
services, state agencies will work with the Office of Budget & Management to consolidate some of their
back-office finance processing functions.

Specifically, Ohio Shared Services will streamline such processes as accounts payable, travel
reimbursement, general ledger and intra-agency transfers. Each of these processes will be governed by a
service level agreement, which is a two-way agreement of commitment for both the agency and Ohio
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Shared Services. Unlike basic centralization of services, the service level agreement makes sure that both
the agency and Ohio Shared Services are meeting their mutually agreed upon goals. It promises to be a
relationship of equals that consistently strives for improvement.

State agencies are not required to participate in shared services. Those agencies that have participated in the
planning process to date have volunteered to do so. With that said, it is anticipated that participating
agencies will be able to use shared services to help operate within reduced funding levels and at the same
time continue to perform core agency functions that serve Ohioans.

Ohio Shared Services will make it easier to do business with the State of Ohio. The vendor community will
be able to realize the benefits of Ohio Shared Services. In fiscal year 2010, vendors will be able to see the
status of their invoices through an online portal. Also, vendors will be able to call one number to inquire on
payment issues with any state agency. The greatest benefits for the State will come through the following
outcomes:

= Reducing the cost of back-office functions in order to devote more resources for citizen serving
programs;

= Consolidating and streamlining business practices and administrative processes;

= |mplementation of advanced functionality such as e-government and self-services web applications;
and

= Creating the organizational foundation for migration of other state administrative services in the future.

Efficiencies resulting from this project will help save Ohio taxpayers money and will help alleviate some of
the staffing shortages that will result from the aging of the workforce in the years ahead. The finance shared
services operation will be operational in fiscal year 2011 and is expected to reduce overall agency costs by
10 percent to 15 percent annually for the participating agencies. Following implementation of the finance
solution for fiscal year 2010 and 2011, Ohio Shared Services will explore restructuring the state’s payroll
processes and anticipates reducing costs by a similar percentage in the 2012-2013 biennial budget.

Advantage Ohio — Procurement Reform

Advantage Ohio is a four-part initiative of Governor Ted Strickland to address Ohio’s business climate and
reform government operations with the emphasis on the creation of a competitive advantage for Ohio to
attract and retain business. By taking steps to reform government operations in the areas of regulatory
reform, adjudicative and administrative reform, expansion of the Ohio Business Gateway, and procurement
reform, the state can better partner with the private sector to improve the way the state does business.

As a part of Advantage Ohio, a panel of public and private sector procurement officers recommended
reforming Ohio’s procurement of goods and services in order to realize cost savings. The panel concluded
that in order to realize such savings the state’s procurement laws and practices must change.

= Create a center-led supply organization across state government: Today many state agencies operate
their purchasing activities independently in an uncoordinated fashion. While all operate under some
common rules and practices, there is no single point of management and accountability for agency
procurement. The panel recommends a single point of accountability, typically a Chief Procurement
Officer or CPO, at the highest level to bring focus, leadership, structure, and change.

“Center-Led” allows current agency organizations to remain in place (decentralized to continue
mission-specific performance) while operating under common goals set by the Chief Procurement
Officer. Over time the CPO will review operations and the efficacy in centralizing or decentralizing
activities. The focus will be on productivity, benefits, and the purchasing needs across the state
government.

= Maximize state government’s purchasing power through leverage: Much more can be done to seek
economies of scale and to leverage the State’s purchasing power for common goods. The opportunity
for cost savings through supplier reduction and greater state agency participation is significant. This
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also requires strategic sourcing that spans multiple years with major focus on participation. Savings in
state agencies alone are estimated at $34 to $72 million annually, not including potential savings for
higher education or for local governments.

= Apply a consistent strategic sourcing process: Strategic sourcing is a systematic institutional process
that continuously improves and reevaluates the purchasing activities of the organization. The principles
of strategic sourcing commonly used in the private-sector are well understood. The benefits to both
private and public sector organizations are also well known. These principles should be broadly
applied in how the state does business.

= Attract, develop and retain a talented corps of supply management professionals: The quality of staff
is more critical than their number to accomplish the transformation goals we endorse. Best practices in
industry suggest improvements in adopting position standards, certification, training, and recruiting.
These measures among other personnel-management actions focused on the skills and acumen of the
state procurement workforce are necessary.

=  Set annual targets for key procurement performance metrics across state government: A key to
achieving the transformation of state procurement is goal setting and measurement. Cost savings
should be built into strategic category goals. Every agency should operate under common definitions
and metrics. Annual targets, centered on key objectives, should be set. Agencies must be held
accountable for the results, which should be periodically reported.

=  Maximize use of information technology to facilitate the conduct of commerce across the supply
chain: Technology has advanced significantly in how suppliers interact with buyers, from how they
hear about bid opportunities to how orders are placed. This has favorably impacted the speed of orders,
lowered the cost of goods sold, and driven down the cost of procurement operations. With minimal
investment, the state should adopt practices to take advantage of these advancements and create
efficiencies.

= Accomplish these objectives without compromising product quality, customer service, or supplier
diversity objectives: The principles of strategic sourcing have consistently proven to increase value for
dollars spent without compromise to the quality of goods and services acquired. It is acknowledged
that the state has an on-going obligation and must remain ever mindful of satisfying supplier diversity
objectives. In practice, strategic sourcing does take these factors into account and has shown that they
are not mutually exclusive.

Consolidate Support Services for Specific Boards and Commissions
The Strickland Administration has developed a plan to improve efficiency and accountability, while
preserving autonomy, in the operations of Ohio’s 28 occupational licensing boards and commissions by:

= Sharing resources;
=  Reducing duplicative administrative functions; and
= Implementing standardized rules and procedures.

The plan calls for the Central Service Agency within the Department of Administrative Services, in
consultation with the Office of Budget & Management, to examine the support services it provides to the
28 boards and commissions and make recommendations regarding the consolidation of finance, human
resources, procurement, or other administrative functions in order to achieve administrative cost savings
and efficiency. DAS will have the authority under the plan to standardize rules regarding administration,
personnel, and procurement for all 28 boards and commissions.

With the implementation of the Executive Budget, Ohio’s 28 occupational licensing boards and
commissions will improve efficiency and accountability while preserving autonomy in their operations by
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sharing resources, reducing duplicative administrative functions, and implementing standardized rules and
procedures. The 28 boards and commissions included in the plan have combined budgets of $36 million for
fiscal year 2009, with approximately $27 million, or 74 percent, for payroll costs.

Three of the projected benefits of this consolidation are:

= The support services of these boards are similar enough that they may be leveraged across all 28
agencies to realize efficiencies and improvements in results and accountability.

= Uniform application of DAS procedures for administration, personnel, and procurement to boards and
commissions.

= Creation of a collaborative and consultative environment centered at CSA wherein boards and
commissions may improve service delivery and operational efficiency.

In preserving board autonomy, each participating board or commission will retain all oversight of their
respective areas of initial license issuance and regulation. Each will retain an executive director to
coordinate these functions and the appointed boards and commissions will remain intact and retain all
duties and responsibilities prescribed in Ohio Revised Code.

DAS estimates that once the plan is fully implemented, the plan could save the boards and commissions as
much as $12 million annually on back office support functions. By aligning the 28 boards and commissions
with similar purposes and sharing resources, DAS will provide more effective and efficient support services
to the boards and commissions than they would enjoy with individual support teams. The plan will improve
uniformity and quality in governance and accountability by standardizing rules, procedures, and reporting.
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Common Sense Sentencing Reform

The Ohio Department of Rehabilitation and Correction’s (DRC) institutional population is at an all-time
high and projects to keep growing. In 1971, the institutional population was 9,129. Of every 100,000 Ohio
residents, 85 were incarcerated in a state prison. DRC ended calendar year 2008 with a prison population of
50,887, meaning that 443 of every 100,000 Ohio residents (586 out of every 100,000 adult residents) were
incarcerated in a state prison. As shown in the chart below, DRC has predicted substantial increases in the
prison population over the next ten years, reaching 59,846 in 2018.

Figure D-18: DRC Population
DRC Population 1993-2018
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Skyrocketing intakes (admissions to the DRC system) from calendar years 2002 to 2008 have been a
primary driver of the increase in prison population. The number of prisoners who entered the DRC system
a given year increased 25.4 percent, from 21,787 in 2002 to 29,069 in 2008. This increase in the annual
intake rate has increased average sentence lengths, continuing to create upward pressure on the prison
population. During fiscal year 2008, approximately 57 percent of inmates committed into the DRC system
were low-level felony four (F-4) and felony five (F-5) offenders, whose lengths of stay average a little less
than one year and cost the state hundreds of millions of dollars per year.

This Executive Budget proposes several reforms to criminal sentencing in Ohio, in an effort to cautiously
and judiciously reduce the prison population and the associated substantial costs to taxpayers. The targets
of these reforms are low-level, non-violent offenders, who drive the booming prison population. Reversing
the current trend of population growth is imperative to the fiscal health of the state.

Increase Community Correction Diversions

In fiscal year 2008, there were 15,485 offenders admitted to Ohio’s prison for F-4 and F-5 felonies, which
was 57% of the total intake population. Many of these offenders would be eligible candidates for
community-based sanctions and programming. DRC currently funds 113 jail diversion programs and 42
prison diversion programs across the state. DRC also provides funding for 18 residential Community-Based
Correctional Facilities (CBCFs) statewide. Both CCA and CBCF programs are more cost-effective than
jails and prisons and demonstrate a reduction in recidivism.

Community diversion programs provide a wide array of risk-and needs-based supervision and services for
offenders, including electronic monitoring/GPS, day reporting, work release, substance abuse and mental
health programming, and community service. These programs allow for local punishment while ensuring
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the offender remains accountable for employment, paying taxes, paying child support, and other family
responsibilities.

The Executive Budget provides for an additional allocation of $8 million (in addition to the $2 million
allocated for the non-payment of child support CCA programs) to be disbursed in the following manner,
thereby creating additional opportunities to divert eligible offenders in CCA jail and prison diversion
programs and in CBCFs:

= $2.8 million to expand existing CCA prison diversion programs that target F-4 and F-5 felonies
and probation/community control violators, as well as, supplement local programming needs.
Approximately 1,528 additional offenders would be diverted from prison.

= $1.5 million to expand existing jail diversion programs targeting overcrowded jails. Historically,
judges have sentenced offenders to prison if the local jail is consistently overcrowded.
Approximately 2,767 additional offenders would be diverted from jails because of this additional
funding.

= $3.7 million to fund 220 CBCF existing, but unused beds. By funding these existing beds, an
additional 780 offenders would be diverted from prison.

Figure D-19: Estimated Savings from Increasing Community Correction Diversions

Annual Annual
Proposed Sentencing Reform Beds Estimated
Saved Savings
CCA Prison Diversion 1,374 $5,927,848
CCA Jail Diversion 520 $2,243,436
CBCF 780 $3,365,154

Raise Felony Theft Threshold

This proposal would amend several sections of the Revised Code to raise the threshold amount for
increased penalties for theft related offenses from $500 to $750. This threshold has not been modified since
it was raised from $300 to $500 in Senate Bill 2 in 1996. The increase in the felony threshold will adjust for
inflationary increases since 1996, and will allow more of these low-level, non-violent offenders to be
placed in community sanction programs, thereby reserving expensive state prison beds for the truly
assaultive, violent, and predatory offenders.

Figure D-20: Estimated Savings from Raising Felony Theft Threshold

Annual Annual

Proposed Sentencing Reform Beds Estimated
Saved Savings

Raise Theft Felony Threshold 300 $1,294,290

Non-Payment of Child Support (Non-Support)

This proposal would expand current Community Correction Act (CCA) prison diversion non-support
sanctioning options and create new sentencing alternatives. In fiscal year 2008, 781 offenders were
incarcerated solely for failure to pay child support. An allocation of $2 million would create programs to
divert some offenders from prison into structured programs focusing on employment, cognitive behavioral
skill building, parenting classes and most importantly, paying child support. The allocation would provide
services to approximately 1,100 eligible offenders in single-county or multi-jurisdictional non-support
programs across Ohio.

Executive Budget for FYs 2010 and 2011 D-71



Special Analysis

Sentencing Reform

Figure D-21: Estimated Savings from Non-Payment of Child Support Reform

Annual Annual
Proposed Sentencing Reform Beds Estimated

Saved Savings
Non-payment of Child Support 527 $2,273,636

Redefine Statute Regarding Parole Violators who Abscond from Supervision

Under current law, offenders who abscond supervision can be charged with a new offense that can range
from an F-1 to an F-5, depending on the severity of the underlying offense. This proposal would allow the
Adult Parole Authority to utilize various sanctions pursuant to section 2967.15 of the Revised Code for
these offenders, including returning them to prison.

Figure D-22: Estimated Savings from Redefining a Portion of Parole Violation Statute
Annual Annual
Proposed Sentencing Reform Beds Estimated
Saved Savings
Eliminate Abscond Offense 591 $2,549,751

Seven Days Earned Credit

Prior to the enactment of Senate Bill 2, prisoners could get both “good time” and “earned credit.” “Good
time” was given out simply for behaving while in prison. Additionally, qualified prisoners could earn seven
days per month of “earned credit” for each month they productively participated in education, vocational,
employment in prison industries, substance abuse, or other constructive programming. This reform would
only reinstate the ability to receive seven days of “earned credit” based on monthly program completion,
which is a strong enrollment incentive for inmates. The Executive Budget does not include the
reinstatement of “good time.” Studies have shown that participation in “earned credit” programs reduce the
likelihood of recidivism, thus resulting in future cost savings.

Figure D-23: Savings from Offering Seven Days Earned Credit

Annual Annual

Proposed Sentencing Reform Beds Estimated
Saved Savings

Earned Credit - 7 days 2,644 $11,407,009

Rebalancing for Long-Term Sustainability

Currently, DRC operates with a population that is at 132 percent of rated-prison capacity. Without
sentencing reforms to reduce the current prison population through shorter sentences for low-level
offenders or alternative sanctions, the only method available to reduce the overcrowding problem facing
DRC is to build additional prisons. Six 2,000-bed, dormitory style prisons would need to be built just to
reach 100 percent of rated capacity with a prison population of 50,887 (assuming zero population growth).
The capital costs that would be required to construct six additional prisons of the necessary size would total
almost $1.1 billion, and DRC would require an additional $250 million dollars annually in general revenue
funding to operate the newly-constructed prisons. However, construction is only a short-term solution for
overcrowding that fails to address the underlying predicament of population growth.

With the current economic climate and scarce general revenue fund resources, Ohio needs a common sense
approach to rebalance its corrections system, positioning it for long-term sustainability. The proposed
sentencing reforms, targeting low-level, non-violent offenders, will help the state to live within its means,
while simultaneously attacking the rising prison population in an effective, public safety-conscious manner.
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Leveraging Existing Resources

The fiscal year 2010-2011 Executive Budget includes three measures to leverage existing resources, in a period of
constrained revenues, to help provide for needed state services and investments. The first measure seeks to contain
or reduce state employee payroll and related costs. This measure took care to have the minimum possible impact on
all state employees and mitigate the number of layoffs that will occur. The second measure restructures certain debt
service payments from the upcoming fiscal year 2010-2011 biennium to later biennia. The restructuring plan is
carefully sized and crafted to achieve near-term savings in a fiscally responsible manner. A third measure proposes
the responsible, but increased use of unclaimed funds. This third measure occurs after sensible analysis to ensure
future claims on dormant accounts will be met and recognizes that outreach to return those accounts to the rightful
owners will continue uninterrupted. As further presented below, each measure is distinct, but all were carefully
developed with the same purpose — to provide much needed resources for critical state services.

Human Resources Cost Savings Strategies

This Executive Budget is historic for many reasons, not the least of which is the inclusion of various measures to
contain or reduce state employee payroll and related costs. These measures were developed to achieve the minimum
possible impact on all state employees and to mitigate the number of layoffs that will occur. In the past, state
employees have been required to forego pay raises and step increases during difficult economic times. As private
sector unemployment is on the rise and layoffs are occurring across the state, this Executive Budget will require
sacrifices from state employees. The Governor is cognizant of the serious impact of these measures and the
sacrifices state employees and their families have made to date to cope with the current financial crisis and its effect
on state services. As such, the personnel-related proposals found in the Executive Budget truly represent shared
sacrifice, and the implementation of these measures will undoubtedly require a strong partnership with state
employees and the state collective bargaining unions to work together to reduce payroll costs, while attempting to
preserve as many state jobs as possible in these very challenging economic times. After cautious consideration of all
available proposals, the strategies included in this Executive Budget are necessary in order to maintain critical state
services to the most vulnerable of Ohio’s citizens while protecting our investment in Ohio’s future.

The Role of the Governor and the Office of Budget and Management

The Ohio Constitution requires that the Governor control the expenditures of state agencies in order to maintain a
balanced budget. It does so by limiting the state’s ability to contract for casual deficits or failure in revenue or to
create debt, except within constitutionally specified areas. Section 126.05 of the Revised Code requires the Office of
Budget and Management (OBM) Director to submit monthly reports to the Governor showing the status of
appropriations to enable the Governor to exercise and maintain effective supervision and control over the
expenditures of the state. The Governor has the power to manage, supervise, and control the state budget and this
statute particularly gives the Governor the authority to issue executive orders necessary to carry out this power.

The Governor exercised this authority on January 31, 2008, requiring OBM to issue directives to the state agencies
to implement expenditure reductions and control spending in order to maintain a balanced budget. Three times
during the fiscal year 2008-2009 biennium, as the economy soured, revenue estimates were revised downward and
agency expenditures were reduced. Each time available expenditures were reduced, state agencies and employees
were forced to react quickly, in some cases reducing their workforce. However, with the enactment of the proposed
payroll reduction strategies found in this Executive Budget, far fewer workforce reductions will be required, and the
citizens of the state can be assured that the state’s budget remains in balance.

Payroll Reduction Strategies

The Executive Budget proposes various payroll reduction strategies. For fiscal years 2010 and 2011, $170 million to
$200 million in payroll-related savings has been budgeted. It also recognizes that these strategies are the subject of
collective bargaining with the state unions, but provides that the equivalent of $170 million to $200 million in total
savings for each fiscal year must be reached in negotiations order to achieve and maintain a balanced budget. Some
or all of these options may be pursued in varying degrees in order to achieve the necessary savings. Therefore,
should other cost containment strategies be successfully negotiated and should those strategies achieve the necessary
savings for each fiscal year, those strategies may be implemented in lieu of the measures discussed below.
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Reductions in Pay: In order to maintain as many state jobs as possible throughout the next biennium, this

Executive Budget proposes a graduated scale of pay reductions for employees exempt from collective

bargaining. Exempt state employee pay will be reduced using a “multi-tiered” approach. Using the state’s E-1

pay table, proposed pay reductions include the following:

= Exempt employees in pay ranges 1 through 3 will receive no reduction in pay;

= Exempt employees in pay ranges 4 through 7 will receive a 4% reduction in pay effective July 1, 2009;

= Exempt employees in pay ranges 8 through 11 will receive a 4.5% reduction in pay effective July 1, 2009;
and

= Exempt employees in pay ranges 12 through 18 will receive a 5% reduction in pay effective July 1, 20009.

In addition to these reductions, employees earning $125,000 or greater will receive a 6% reduction in pay effective
July 1, 2009. The budget assumes that similar reductions in pay, or concessions equivalent to the amount of savings
achieved through reductions in pay, will be negotiated with employees represented by the state’s multiple bargaining
units or will be achieved for executive branch employees who are paid from either the E-2 pay table or whose
compensation is determined by their appointing authority.

Increased Employee Share for Dental, Vision, and Life Insurance: Currently, the State pays 100% of the
premiums for dental, vision and basic life insurance for exempt state employees. For bargaining unit employees,
the state transmits seventy dollars ($70) per month to the Union Benefits Trust in order to pay for the
employee’s share of the premiums for dental, vision, and basic life insurance. This proposal would reduce the
amount of premium costs that the State pays on behalf of employees. The State would require all exempt
employees to pay a portion or all of the premium costs for dental, vision and basic life insurance equal to 10%
of the premiums. For bargaining unit employees, the State would reduce its seventy dollar ($70) contribution to
the Union Benefits Trust by 10%. Although no statutory change is required, the Department of Administrative
Services (DAS) would need to establish notice to employees and hold an open enrollment period, and
negotiations with the state’s multiple bargaining unit representatives would need to occur.

Furlough Power: Employee furlough programs generally consist of placing an employee in an inactive pay
status or on leave without pay, usually because of funding concerns or in an effort to temporarily reduce payroll
costs. These programs can be voluntary or mandatory, and allow employees to reduce their work schedule
without reducing certain benefits or requiring employees to exhaust paid leave. While section 124.392 of the
Revised Code, and the collective bargaining agreements with the state bargaining representatives, allow the
state to implement voluntary furloughs in the form of “voluntary cost savings programs,” currently the
Governor lacks the explicit authority to mandate that employees be placed on furlough.

Layoffs of state employees are not a preferred method to maintain a balanced budget. Throughout the last
biennium, state agencies took multiple steps to reduce expenditures to achieve budgetary and cash savings, but
those steps were still not enough to prevent the layoff of state employees. Other measures, such as mandatory
furloughs, would preserve state jobs while reducing spending and ensuring that essential state services for its
citizens are preserved. The power to furlough is essential to assuring the State’s ability to maintain a balanced
budget throughout the fiscal year 2010-2011 biennium. It gives the Governor the ability to manage unforeseen
deficits by immediately reducing payroll costs while preserving as many state jobs as possible.

Through statutory revisions, OBM and the Department of Administrative Services, under the Governor’s
authority and at the direction of the Governor, will have the authority to develop furlough plans for state
agencies in order to close general government operations for a set period of time. State employees paid by
warrant of the OBM Director, regardless of funding source, may be placed on leave without pay or in an
inactive pay status. This Executive Budget assumes that at least two unpaid days off, either on holidays or on
“furlough” days, will need to be implemented in order to achieve the necessary savings.

Mandatory Early Retirement Incentive Trigger: As an additional cost containment measure, this Executive
Budget proposes increasing the statutory trigger for the establishment of a mandatory retirement incentive plan.
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Currently, section 145.298 of the Revised Code provides that a state institution or state employing unit is
required to establish a retirement incentive plan if the institution or employing unit proposes to layoff, within a
six-month period, the lesser of 50 or ten percent of its employees. Revisions to this section would increase the
trigger to the lesser of 200 or 30 percent of an institution or employing unit’s employees.

Calculating and Implementing Cost Containment Measures

Depending on the outcome of union negotiations that are currently underway, various combinations of measures
may be used in order to achieve the cost avoidance detailed in this analysis. When final decisions are made, OBM
will have to implement actions that enable the cost avoidance to affect the GRF balance. For each agency, fund, and
line item, OBM determined the projected savings at a fund and line item level, taking into account prior payroll data
and agencies’ proposed staffing plans and funding levels for fiscal years 2010 and 2011. OBM then determined
which funds were not appropriate candidates to transfer equivalent cost avoidance amounts to the General Revenue
Fund (GRF) to reach the cost savings, including federal funds and certain funds that are constitutionally or
statutorily protected. In order to implement these cost containment strategies, OBM will work with the Governor to
develop fund-specific transfer estimates for each agency, with input from the agency on payroll information,
available cash balances, and historical fund data. Transfers to the GRF will be made within the first month of each
fiscal quarter. OBM recognizes that transfer amounts could vary from the estimates based upon significant changes
to an agency’s payroll. OBM will include these transfers as part of the Monthly Financial Report to the Governor in
the second month of each fiscal quarter.

Debt Restructuring

Debt service appropriations in the fiscal year 2010-2011 Executive Budget reflect the restructuring into later biennia
of certain debt service payments currently scheduled to be paid from the general revenue fund (GRF). This
restructuring frees up approximately $400 million of GRF resources in the fiscal year 2010-2011 biennium to help
provide for core state services and investments in a time of constrained resources. As is typical, the restructuring
will be accomplished through the issuance of new refunding bonds, the proceeds of which will be used in place of
GRF to defray current debt service expenses, with a maturity schedule that layers the new debt service into later
biennia.

Ohio’s Debt Restructuring Plan

Ohio’s debt restructuring plan lowers net debt service payable from the GRF in the fiscal year 2010-2011 biennium
by approximately $400 million and timely repays that debt service on a proportional basis in fiscal years 2012
through 2021. The overall size of the restructuring is small, comprising less than 5% of the state’s current
outstanding GRF-backed debt. To achieve these near-term savings in a fiscally responsible manner, the debt
restructuring plan is carefully sized and crafted to reflect the following guiding principles:

= Minimize the overall fiscal cost;

= Ensure the final term of the new debt does not exceed the final term of the existing debt;

= Maintain adherence to the fundamental financing principle that the term of the financing be equal to or less than
the useful life of the financed assets;

= Maintain rapid amortization of total GRF-backed debt; and

=  Preserve existing ‘callable’ bonds that are eligible to be refunded for savings.

To adhere to these guiding principles, the restructuring targets non-callable general obligation (G.O.) bonds issued
for three purposes — i.) common schools, ii.) higher education, and iii.) local infrastructure -- and timely repays the
restructured debt service in fiscal years 2012 through 2021. Utilizing G.O. bonds for the restructuring ensures that
the new refunding bonds can be sold at the lowest possible interest cost based on the state’s full-faith-and-credit
pledge. Focusing the restructuring on educational and local infrastructure purposes ensures that the useful life of the
financed assets (K-12 and higher education school facilities and roads, bridges, and water/wastewater systems) still
significantly exceeds the term of the restructured debt. Finally, focusing on debt issued for just these three purposes,
which constitute about 90% of the state’s G.O. GRF-backed debt, improves the efficiency and lowers the cost of
implementing the restructuring.
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Figure D-24: Annual Cash-Flow Impact of the Debt Restructuring

Fiscal Prior Debt Restructured Cash-Flow Present Value Cash-

Year Service Debt Service Impact Flow Impact*
FY 2009 $898,573 $0 $898,573 $896,210
FY 2010 207,684,018 7,678,958 200,005,059 195,666,342
FY 2011 216,036,247 15,764,250 200,271,997 189,511,075
FY 2012 19,039,000 (19,039,000) (17,550,456)
FY 2013 39,514,000 (39,514,000) (35,449,768)
FY 2014 47,239,000 (47,239,000) (41,095,569)
FY 2015 57,037,375 (57,307,375) (48,341,932)
FY 2016 68,630,125 (68,630,125) (56,132,422)
FY 2017 64,167,000 (64,167,000) (50,865,108)
FY 2018 59,366,000 (59,366,000) (45,610,243)
FY 2019 50,173,375 (50,173,375) (37,358,576)
FY 2020 45,195,125 (45,195,125) (32,616,929)
FY 2021 40,508,000 (40,508,000) (28,336,568)
TOTAL $424,618,837 $514,582,208 ($89,963,371) ($7,283,944)

* Cash-Flow Impact discounted by the All-In Cost of Borrowing (approximately 3.2%) to April 1, 2009.

As shown in Figure D-24, while the total “gross” cash-flow impact of the restructuring is estimated to be
approximately $90 million, the present value of those future payments (their cost in today’s dollars) is estimated to
be just $7.3 million. The following chart shows the projected impact of the debt restructuring on total GRF debt
payments for all future fiscal years.
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Figure D-25: Debt Restructuring, Annual Impact on Total GRF Debt Service
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Minimal Impact on GRF Debt Amortization

Ohio has a long history of rapid amortization of its outstanding debt obligations and the restructuring maintains this
approach. The credit rating agencies have long highlighted Ohio’s rapid debt amortization as a credit positive.
Moreover, the three issuers of debt backed by state revenue (the Ohio Public Facilities Commission, the Treasurer of
State, and the Ohio Building Authority) committed in their comprehensive Debt and Interest Rate Risk Management
Policy (adopted December 2006) to amortizing, in the aggregate, at least 50% of GRF-backed debt outstanding at
any one time within 10 years or less. Due to the restructuring’s relatively small size and short repayment period, its
impact on the rate of amortization of the state’s GRF-backed debt is small in the short-term and negligible over the
medium-to-long term. Figure D-26 shows the percent of GRF-backed debt amortized within 10, 15, and 20 years
and illustrates the minimal impact the restructuring will have on this key measure.

Figure D-26: Impact of Debt Restructuring on GRF Debt Amortization Rates

Amortization Period Pre-Restructuring Post-Restructuring
10-Years 71.7% 70.6%
15-Years 94.7% 94.7%
20-Years 100% 100%
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Unclaimed Funds

The Executive Budget proposes the measured, increased use of unclaimed funds to help provide for needed state
services and investments in a time of constrained resources. The responsible use of unclaimed funds proposed is
based upon a thorough analysis of unclaimed funds management, accounting, historical and current use, and
practices of other states. The analysis was undertaken to ensure future claims will be met as the Ohio Department of
Commerce, through its Division of Unclaimed Funds, continues its outreach to return lost funds to the rightful
owner.

Unclaimed Funds and Its Management

Common sources of unclaimed funds range from dormant savings and checking accounts and forgotten safe deposit
boxes to unpaid insurance policies and undelivered stock dividends. Sources of unclaimed funds also include
unreturned rent and utility deposits and unclaimed wages and commissions. Each year, due to death, inadvertence,
or forgetfulness, more than 200,000 individuals and organizations lose track of such moneys and intangible property
in Ohio. Dating back to 1968, enacted unclaimed funds laws have protected those who lost track of their money and
return those funds to the rightful owners. State statute prescribes when funds become unclaimed, based on value and
on a period of inactivity that is typically three to five years. Once an account is considered unclaimed, it becomes
the responsibility of the state; specifically, the Division of Unclaimed Funds within the Ohio Department of
Commerce.

The Division of Unclaimed Funds (the division) is statutorily charged to serve as the custodian for Ohio citizens of
inactive accounts at financial institutions and similar entities. The division is responsible for the safekeeping and
return of moneys designated as unclaimed and meets its charge by: i.) ensuring compliance and reporting by holders
of dormant accounts; ii.) advertising unclaimed accounts to the public; and iii.) returning the moneys once a claim is
submitted and verified.

Unclaimed funds are reported and/or remitted to the division by various entities referred to as holders. Examples of
holders include banks, insurance and investment companies, corporations, estates, trusts, charitable organizations,
and similar entities. As a custodian, the division invests a portion of unclaimed funds through the Ohio Treasurer of
State (TOS), while the remainder is retained and invested by certain banks and other financial institutions. All
unclaimed funds are credited to the Unclaimed Funds Trust Fund, a rotary fund of the state.

The Unclaimed Funds Trust Fund is estimated to close fiscal year 2009 with a balance of at least $605 million, up
from $597.5 million at the close of fiscal 2008. As of December 31, 2008, the balance was $687.4 million, of which
nearly $481 million was invested by TOS in STAR Ohio, the State Treasury Asset Reserve, and approximately $203
million resided with financial institutions that report to the division. Most of the remaining amount resides in an
operational account for cash-flow purposes. The two primary sources of ongoing revenue are newly reported
unclaimed funds and investment earnings. The trust fund also receives loan repayments from state programs, as
further described below. Trust fund disbursements primarily reflect claims paid to rightful owners, but also
legislative transfers and division operating expenses.

Historical and Current Unclaimed Funds Use

The primary responsibility of the division is to return unclaimed moneys to the rightful owners and since the
program’s beginning in 1968 through December 2008, approximately $1.97 billion in unclaimed funds has been
reported to the division, with nearly $661 million returned. In fiscal 2008, just over 44,400 claims were paid,
representing almost $58 million being returned to current or former Ohio residents. Recognizing that a portion of
unclaimed funds may never be claimed, regardless of the division’s diligence, the state through legislative direction
has applied unclaimed funds numerous times to a variety of public purposes, including transfers to the state’s
general revenue fund (GRF) and to agencies of the state for job development initiatives. Most recently, up to $60
million is scheduled to be transferred to the GRF during current fiscal 2008-2009 biennium. Unclaimed funds have
also long supported two successful programs, the Housing Loan Development Program and the Minority Business
Bonding Program, overseen by the Ohio Housing Finance Agency (OHFA) and the Ohio Department of
Development, respectively.
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The Housing Loan Development Program offers loans to housing developers to support development of low- to
moderate-income housing projects. As of December 2008, nearly $234 million in OHFA administered loans, for
more than 350 housing-related projects, remains outstanding. Additionally, up to $136 million has been reserved
with OHFA for loans pending the approval process. Separately, $2.7 million in unclaimed funds underpin the
Minority Business Bonding Program. This program is designed to provide bonding assistance to minority businesses
who otherwise cannot obtain needed capital for business investment.

The Executive Budget proposes the measured use of unclaimed funds to help provide for critical state services and
investments over the course of fiscal years 2010 and 2011. Specifically, the proposal authorizes transfers of up to
$200 million and $80 million to the state’s GRF in fiscal years 2010 and 2011, respectively, and responsibly
balances these transfers against anticipated claims and the continued support for the long-standing programs. As
shown in the chart below, the historical and estimated amounts transferred to the state’s general revenue fund and
used to pay claims on previously lost accounts have had a negligible effect on the trust fund’s ending fiscal year
balance.

Figure D-27: Unclaimed Funds Trust Fund Transfers and Ending Fund Balance History
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Unclaimed Funds and Other States

The governance and use of unclaimed funds is as varied as the number of states. Oversight is entrusted to state
treasurers, auditors, and departments of revenue and deposits are made to state special and general revenue funds.
Multiple states safeguard several billion in unclaimed funds, yet are able to only return a fraction of the accounts. As
such, states commonly apply unclaimed funds to state initiatives, whether through direct program funding or
indirectly through the general fund. Once a responsible calculation has been done to ensure claims on dormant
accounts can be met, states have used unclaimed funds on programs that range from constructing school buildings to
supporting pension systems. Ohioans can reasonably assume that some portion, likely sizable, will not be claimed
and can be used to finance an otherwise unmet public need.
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