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Chair Brenner, Vice Chair O’Brien, Ranking Member Ingram, and members of the Senate
Education Committee, thank you for the opportunity to present testimony today on House Bill
(HB) 33, the Fiscal Year (FY) 24-25 biennial budget. My name is Howard Fleeter and I am the
research consultant for the Ohio Education Policy Institute (OEPI). For those of you who are not
familiar with my background, I have PhD in Economics from the University of California,
Berkeley, I spent 10 years as a Public Policy professor at The Ohio State University, and I have
been researching school funding and education policy in Ohio for over 30 years. My career
working with Ohio policymakers began when Governor Voinovich commissioned me to write
my report “Equity, Adequacy and Reliability in Ohio Education Finance” which I completed in
November 1992. My research on school funding in this report was cited in the landmark March
24,1997 DeRolph I decision which ruled Ohio’s school funding system unconstitutional. This
ruling was reaffirmed in 3 subsequent Court decisions.

Two years ago I stood before this committee and provided testimony which reviewed the Ohio
Supreme Court’s DeRolph rulings, summarized Ohio’s funding formula approaches from FY90
through FY21, and outlined a series of criteria, which in my professional opinion, would result in
an equitable and adequate school funding formula for Ohio. In my testimony today, as we near
the end of the second year of the phase-in of the new funding formula commonly known as the
Fair School Funding Plan (FSFP), I will again focus on the issues of equity, adequacy and
reliability first raised over 30 years ago in my report for Governor Voinovich; however, I will
omit (to the objections of few I presume) the detailed discussions of DeRolph and the various
formulas Ohio has employed. In 1992 I initially defined these concepts as follows:

Adequacy - An adequate funding formula is one which is based on the cost of serving students
with different educational needs and adjusting funding to reflect uncontrollable cost differences
across school districts (i.e. size, geography, sparsity of population).

Equity - An equitable school funding formula adjusts for the disparities in local wealth and
revenue raising capacity across Ohio’s 600+ school districts. The primary drivers of equity in the
Ohio school funding formula are the State/Local Share calculation which directs more state aid
to lower wealth districts and less state aid to higher wealth districts, and Targeted Assistance
which provides supplemental funding to lower wealth school districts which lack the ability to
raise revenue at the local level to the same extent as wealthier school districts.



Reliability — A reliable funding formula is one where both the state foundation formula and
Ohio’s system of local taxes work effectively over time to provide stable funding to Ohio’s
school districts in an equitable and adequate fashion as district conditions change and evolve.

Now, more than thirty years later, equity, adequacy and reliability over time remain the three
objectives necessary to constructing a school funding formula that meets the needs of the 1.5
million school children educated in Ohio’s traditional K-12 school districts and complies with
Article VI, Section 2 of the Ohio Constitution which mandates “a thorough and efficient system
of common schools throughout the state”.

At a practical level, adequacy of the funding formula has two main components. The first
component is known as the “base cost”, which is best interpreted as the cost of educating the
typical student in the typical school district. Furthermore, the concept of adequacy also extends
to the recognition of the additional costs above and beyond what is needed to educate a “typical”
student. These costs are often referred to as “categoricals” and refer to additional funding
provided for students with disabilities, English language learners, economically disadvantaged
students, gifted and talented students, and career technical education students. Categorical
funding also includes funding for transportation, the cost of which varies based on the pupil
density and geography of Ohio’s school districts. In order for the state funding formula to be
considered “adequate”, the base cost and categoricals must all be based on objective analysis
of the cost of meeting the educational needs of different types of students as well as on the cost
of transporting them to and from school each day.

Prior to the March 24, 1997 DeRolph I ruling by the Ohio Supreme Court, the base cost per pupil
amount that was the starting point for Ohio’s school funding formula was determined based on
the judgment of the legislature regarding the appropriate amount of funding to allocate to K-12
education. While Ohioans elect their legislators precisely to make such policy decisions, the
specific mention of primary and secondary education in the Ohio Constitution indicates that it is
the state’s responsibility to provide a “thorough and efficient” system of common schools,
requiring a higher standard be met than legislative judgment.

The issue of adequacy was addressed explicitly on pages 14 and 15 of the initial DeRolph I
decision. Citing a passage in my report for Governor Voinovich, the Ohio Supreme Court stated,

“The ‘formula amount’ has no real relation to what it actually costs to educate a pupil. In fact, Dr.
Howard B. Fleeter, Assistant Professor at the School of Public Policy and Management at Ohio State
University, stated that the foundation dollar amount ‘is a budgetary residual, which is determined as a
result of working backwards through the state aid formula after the legislature determines the total
dollars to be allocated to primary and secondary education in each biennial budget. Thus, the foundation
level reflects political and budgetary considerations at least as much as it reflects a judgment as to how
much money should be spent on K-12 education.” (Emphasis sic.).” ({talics added by the Court.)

The significance of this passage is that the ruling clearly stated that in order to be adequate, the
state must utilize objective cost-based methodologies for determining the per pupil foundation
level (aka the “base cost”, aka, the cost of educating the typical student) rather than the
legislature setting that amount based on budgetary considerations. This conclusion was
consistently reiterated in each subsequent DeRolph ruling and as mentioned above, extends to the
categoricals as well as to the base cost per pupil.



The aftermath of the DeRolph I ruling saw the state employ a variety methods for determining an
adequate base cost per pupil. Unfortunately, the state stopped employing any such methodology
after the FY11 school year and returned to the “legislative choice” approach taken prior to the
DeRolph rulings.

Ohio’s current school funding formula is based on the funding formula constructed by the Cupp-
Patterson school finance workgroup of school superintendents and treasurers and is commonly
referred to as the Fair School Funding Plan (FSFP). The FSFP was introduced as House Bill
(HB) 305 in 2019 and was incorporated into the House version of HB 110 (the FY22-23 biennial
budget bill) in April 2021. The final version of HB 110 included the main features of the Fair
School Funding Plan, one of the most prominent of which is an inputs-based approach to
determining adequacy which results in a base per pupil amount which can vary across districts
based on the number of students and their distribution across grade levels. FY 2022 and FY 2023
represent years one and two of a planned six-year phase-in for the FSFP.

Without explaining all of the details of the Fair School Funding Plan’s approach to adequacy, it
is important to note that the FSFP in both FY22 and FY23 is based on FY 18 salaries and benefits
for teachers, administrators and other staff included in the base cost calculation. Because of the
timing of data availability, the salary data should lag two years behind the year of the funding
formula, as is the case with the property valuations used in the calculation of the state and local
share. This means that for FY22, FY20 salaries and benefits should have been used, and in
FY23, FY21 salaries and benefits should have been used.

Updating Ohio’s funding model to reflect current input costs will increase the overall cost of the
funding formula by raising the base cost per pupil at the heart of the model. However, there are
two fundamental points on this issue that must be understood.

1) For the school funding formula to have any integrity as an accurate reflection of the
adequate levels of school funding required in Ohio it must be based on current and
appropriate data.

2) Annually updating the underlying data will not automatically lead to excessive cost
increases for the state.

The first point above should be completely straightforward — it is just not defensible to claim that
Ohio’s funding formula is adequate if the underpinnings of the formula are not the most current
data available.

The second point requires a bit of explanation, however. Ohio’s funding formula can be thought
of as having two main parts, with Part 1 being the formula amounts for the base cost and
categoricals (adequacy) and Part 2 being the state/local share calculation which determines the
share of funding for each district that should come from the state and the share which is expected
to come from local resources (equity). Ohio’s current funding formula suffers from two
deficiencies. First, as mentioned above, the adequacy aspect of the formula is constructed from
out-of-date data. However, the second deficiency is that the state/local share calculation — which
does appropriately rely on current data for both district property wealth and income levels — is



updated each year whereas the adequacy parameters for the base cost and categoricals in the
funding formula are the same in FY23 as in FY22.

According to the Ohio Legislative Service Commission (LSC), the overall state share of funding
in FY22 was 42.2% which then fell to 39.8% in FY23. The reason for the decrease in the state
share from Year 1 of the formula to Year 2 is that the property value and income data which
determine the state share for each district were updated. The FY22 state share calculation is
based on tax year 2018, 2019 and 2020 data and tax year 2017, 2018 and 2019 income data. The
FY23 state share calculation is updated by one year and is based on tax year 2019, 2020 and
2021 data and tax year 2018, 2019 and 2020 income data. Because property values and income
generally increase from one year to the next, updating the data makes districts appear richer to
the funding formula and results in an increased local share of funding and a decreased state share
of funding.

It is important at this point to clarify that updating the property value and income data each year
is the correct thing to do. The problem is that updating the data on one side of the formula (the
state/local share side) while not updating the data on the other side of the formula (the funding
adequacy side) leads to an imbalance in the formula. The effect of this imbalance can be easily
understood by looking at the Ohio Department of Education (ODE) School Finance Payment
Report (SFPR) data for FY22 and FY23. ODE SFPR data show that in FY22 the cost to the state
of fully implementing the FSFP (i.e., no phase-in of the new formula) would have been $7.815
billion prior to the application of the guarantee. However, ODE SFPR data for FY23 show that
the cost to the state of fully implementing the new formula in FY23 was $7.442 billion (again
prior to the guarantee). This means that the cost of the funding formula to the state will have
decreased by 3373 from FY22 to FY23 even though the adequacy parameters in the funding
formula are exactly the same in each year. The reason for this is that the state share is lower in
FY23 than in FY22. Furthermore, estimates by LSC show that keeping the base cost inputs at
FY22 levels (as was the case in Governor DeWine’s budget) the state share will continue to
decline - to 37.4% in FY24 and to 35.5% in FY25 - as property value and income data is updated
and the input data used in the base cost calculation were again not updated.

Again, the issue here is not that the state/local share calculation should not be updated annually,
it is that the two sides of the funding formula must move in parallel with one another. Data
must be as current as possible on both sides of the funding formula, and data must be updated
over the same time frame on both sides of the funding formula. If these two steps are taken, then
whether the cost to the state goes up or down from one year to the next will depend on how input
costs change as compared to the state and local share calculation. Furthermore, updating the
data for all parts of the formula in parallel is the best way to ensure that long-term reliability
of the formula is realized.

As a final point, concerns from some observers that annually updating the salaries used in the
Fair School Funding Plan will necessarily lead to out-of-control cost increases can easily be seen
to be completely unfounded. A definitive way to demonstrate the point that annually updating
salaries will not lead to “excessive” cost increases is to simulate the FY22 funding formula using
FY20 salaries and the FY23 funding formula using FY21 salaries. This allows a calculation of
both what it would cost to correct salaries to their appropriate year and also provide an indication



of how the FSFP model functions over time. Simulation of the FY22 and FY23 funding formulas
using the correct (i.e. most currently available) salaries and other inputs revealed following:

e Using FY20 salaries in FY22 would have increased the cost to the state by $60 million
beyond the actual FY22 cost of $7.245 billion (this would have made the funding
increase from the FY21 baseline amount $159.5 million or 2.2%)

e Using FY21 salaries in FY23 would have increased the cost to the state by $208 million
beyond the actual FY23 cost of $7.401 billion (this would have made the funding
increase from the FY22 formula amount $303.4 million or 4.2%)

e If the formula were fully funded in FY22 and FY23, the increase in funding from FY22
to FY23 would only have been $100 million (1.1%) if FY20 salaries were used in FY22
and FY21 salaries used in FY23 (this assumes that the FY23 guarantee is based on FY22
funding levels)

A second approach to demonstrating the fallacy of the “out-of-control costs™ assertion comes
from examining the cost of the Ohio House of Representatives FY24-25 school funding formula
included in the House version of HB 33. The House funding proposal updates salary data from
2018 in the FY22 and FY23 school years to salary data from 2022 in the FY24 and FY25 school
years. The LSC HB 33 Comparison Document indicates that update inputs would increase the
state cost of the funding formula to $8.052 billion in FY24 and to $8.270 billion in FY25 (years
three and four of the planned six-year phase-in). When compared to the FY23 cost of $7.401
billion for year two of the phase-in, funding increases under the House budget are:

e $652 million (8.8%) in FY24 (this includes updating inputs by 4 years from 2018 to
2022, plus an additional year of formula phase-in)

e $217 million (2.7%) in FY25 (this reflects only the cost of the 4™ year of phase-in of the
formula)

For context, the state of Ohio finished FY22 $3.775 billion in the black with General Revenue
Fund (GRF) tax revenues $2.738 billion above estimate. Additionally, through the first nine
months of FY23, the state is $1.775 billion in the black and GRF tax revenues are $805 million
above estimated levels which were revised upward by $1.655 billion (6.3%) last July. The House
budget also includes a state personal income tax cut, which has been reported to be $1 billion. In
light of these facts, it is difficult to argue that school funding increases of $652 million in
FY24 and another $217 million in FY25 are not affordable to the state, especially when these
increases would allow the state to credibly claim it is taking important steps to reach
compliance with the state Constitution.

In conclusion, FY22 and FY23 have seen the state establish a pathway to an equitable and
adequate school funding formula which in my professional opinion would comply with the state
Constitution and the central tenets of the DeRolph rulings. In order to stay on this path and to
ensure the long-term reliability of the funding formula, the next step would be to update the
FSFP inputs to the most current available data and continue updating the data used for the
adequacy side of the formula in synchronicity with the data used for the state/local share side of
the funding formula.



Thank you for the opportunity to testify today on HB 33. I am happy to answer any questions
you may have.



