AUDITOR OF STATE BULLETIN 98-014
DECEMBER 21, 1998

TO: School District Treasurers
School District Board of Education Presidents
School District Superintendents
County Auditors
IPAs

SUBJECT: Resarve (Set Aside) Requirements under H.B. 412

This Bulletin is divided into several segments. Each of these segments has previoudy been
published on the Auditor of State’'s web site and distributed at numerous presentations. In
response to comments and suggestions from treasurers, several changes have been made and there
have been severa additions. These include:

Schedules of the set-aside activity for the year are to be reported in the notes to the
financia statementsin the year-end financial statements. (See pages3 and 5.)

Offsets to the capita set-aside have been expanded to include transfers to a permanent
improvement fund from the general fund. (See pages 5 and 25 and Question 20.)

Offsets to the capital set-aside have been expanded to include inside millage alocated to
the permanent improvement fund from the general fund. (See pages 5 and 25 and
Question 18.)

Offsets to the capital set-aside have been expanded to include payments received in lieu of
taxes received in a capital projects fund. Previously, expenditures of this money counted
as qualifying expenditures. Now, the receipt is counted as an offset. (See pages 5 and 25
and Question 33.)

Previously, debt proceeds were counted as an offset only in the year of receipt. To the
extent debt proceeds are carried forward to a succeeding year and were not counted as an
offset (because they exceed the amount of the set-aside), they may be counted as an offset
in a succeeding year up to the amount of the levy proceeds received in that year for their
repayment. (See Question 15.)

The segments of the Bulletin are:
Page Number

Summary of Set Aside Requirements 1

This summary presents a very high level overview of the
set aside requirements of H.B. 412.



Synopsis of the Set Aside Requirements
This section provides more detail regarding the statutory guidelines
and the related rules which have been jointly established by the
Auditor of State’ s Office and the Department of Education.

Set Aside Rules
These are the rules as adopted. The rules contain detailed
definitions of the base amount used in calculating the amount
of the set asides as well as definitions of the expenditures that
may be made from the set asides.

Calculation of the Base for Set Asides

This page lists those amounts included in the base for calculating
the amount of the set asides. It also listsitems that are specificaly
excluded from the base.

Workers Compensation Refund
This segment of the Bulletin discusses the requirement that
districts use the Workers Compensation refund to meet the
budget reserve set aside requirement.

Calculation of the Fiscal Y ear-End Textbook Reserve

This worksheet may be used to calculate (or estimate) the reserve
balance at the end of the fiscal year.

Cdculation of the Fiscal Y ear-End Capital and Maintenance Reserve

This worksheet may be used to calculate (or estimate) the reserve
balance at the end of the fiscal year.

Questions and Answers

This section contains some of the more frequently asked questions
about the reserve requirements.
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SUMMARY OF RESERVE (SET ASIDE) REQUIREMENTS

A reserve represents resources whose use is limited because of contractual or statutory
restrictions. There are three reserves required by H.B. 412: one for capital acquisition and
maintenance, one for textbooks and other instructional materials, and one for budget stabilization.
Reserves are required for every city, local, exempted village and joint vocationa school district.
All three reserves are to be accounted for in the district’s genera fund using any reasonable
accounting method.

The reserves for capital acquisition and textbooks have severa of the same characteristics:

These reserves must be calculated and set-aside annually.

If the set-aside is not spent in one year it is carried forward to the next year.

The reserve must be represented by cash at year-end.

The reserve is calculated by multiplying the base amount by a percentage.

The base amount represents the sum of certain specific prior fiscal year receipts.
The percentage is being phased in over three years: 2% for FY 99, 3% for FY 00
and 4% for FY 01 and each year thereafter.

In many cases, the amount of the required reserve may be reduced (offset) by
resources received during the year whose use is restricted to the purpose of one of
the reserves.

A schedule showing the balance of the set-aside carried forward from the previous
year, a calculation of the current year set-aside, qualifying expenditures, any
reductions to the required amount from receipts similarly restricted (offsets), and
the year-end balance of the reserve must be submitted as a footnote to the school
district’s annua report.

Districts must be able to provide alist of qualifying expenditures for audit
purposes.

Districts must be able to document calculation of year-end reserve balances.

The statute allows a district to spend the textbook reserve for things other than
textbooks if certain conditions in the statute are satisfied.

The guidelines are a bit different for the budget reserve.

The reserve for budget stabilization is 5% of the base amount. The base amount
for the budget reserve is the same as the base amount for the textbook and capital
reserves.

Annual contributions of 1% of the base are required until the 5% level is reached.
A contribution is not required if the base for the prior year did not grow by at least
3%. For example, a contribution would be required for FY 00 if the base amount
received in FY 99 was at least 3% more than the base amount received in FY 98.
A contribution is also not required in any fiscal year in which adistrict borrows
against its spending reserve to avoid a deficit.

The amount of the reserve must be represented by cash at year-end.

The budget reserve may only be spent if the district is forecasting a deficit, and the
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deficit was caused by one of the reasons identified in the rule or the district isin
fiscal watch or emergency.

Expenditure of the reserve requires permission of the Department of Education.
A district is not required to set aside money for the budget reserve in any fiscal
year in which its percentage growth in ADM equals or exceeds its percentage
growth in the base used to calculate the set asides for the preceding fiscal year.



SYNOPSIS OF TEXTBOOK SET-ASIDE REQUIREMENTS

Application:

Accounting:

Phase-in:

Calculation
of Base:

Uses of
Set-aside:

City, local, exempted village and joint vocationa school districts

Set-aside is accounted for in the general fund using any reasonable
accounting method. The district shall appropriate from the set-aside and
maintain appropriate accounting records for amounts expended. Any
unexpended balance must carry forward to the subsequent fiscal year.

As afootnote to the annual financial report, districts must prepare a
supplemental schedule which includes: (1) balance carried forward; (2)
calculation of current year set-aside; (3) qualifying expenditures; (4)
amount from any off-set that may reduce the set-aside; and (5) balance of
the set-aside carried forward to the subsequent fiscal year.

FY-1998 0%
FY-1999 2%
FY-2000 3%
FY-2001 (and thereafter) 4%

Stated percentage of district’s general fund receiptsin the prior year from
property taxes, income taxes and state foundation, plus any amount of
these recelpts that would have been allocated to the general fund but were
allocated to the debt service fund for the payment of tax or revenue
anticipation notes. (See page 21).

Calculation of base excludes DPIA, categorical aid, trailer tax, homestead
and rollback, $10,000 personal property tax exemption, and equity aid.

Can be offset by current year receipts from textbook subsidy funding, a
permanent improvement levy authorized under section 5705.21 of the
Revised Code to the extent the proceeds are restricted by the district board
to expenditure for textbooks, instructional software, and instructional
materials, supplies and equipment, a school district income tax for
permanent improvements to the extent their use is restricted to
expenditures authorized by the rule and by the proceeds of securities
whose use is limited by the board of education to expenditures authorized
by the rule. However, other restricted receipts such as school net, school
net plus and other state and federal grants cannot be used to meet the set-
aside requirement.

The following categories of acceptable uses of the set-aside are more fully
defined in the rule.



Textbooks
Instructional materials
Instructional supplies
Instructional software
Instructional equipment

Exception: A district (in afiscal year) may appropriate these funds for other purposes
if the district determines that it has sufficient textbooks, instructional
software, and instructional materials, supplies and equipment to ensure a
thorough and efficient education and obtains approval of: (1) school
superintendent; (2) business advisory council; (3) president of teachers
bargaining unit; and (4) unanimous vote of board.



SYNOPSIS OF CAPITAL SET-ASIDE REQUIREMENTS

Application:

Accounting:

Phase-in:

Calculation
of Base:

City, local, exempted village and joint vocationa school districts

Set-aside is accounted for in the general fund using any reasonable
accounting method. The district shall appropriate from the set-aside and
maintain appropriate accounting records for amounts expended. Any
unexpended balance must carry forward to the subsequent fiscal year.

As afootnote to annual financial report, districts must prepare a
supplemental schedule which includes: (1) balance carried forward; (2)
calculation of current year set-aside; (3) qualifying expenditures; (4)
amount from any off-set that may reduce the set-aside; and (5) balance of
the set-aside carried forward to the subsequent fiscal year.

FY-1998 0%
FY-1999 2%
FY-2000 3%
FY-2001 (and thereafter) 4%

Stated percentage of district’s general fund receiptsin the prior year from
property taxes, income taxes and state foundation, plus any amount of
these recel pts that would have been allocated to the general fund but were
allocated to the debt service fund for the payment of tax or revenue
anticipation notes. (See page 21).

Calculation of base excludes DPIA, categorical aid, trailer tax, homestead
and rollback, $10,000 personal property tax exemption, and equity aid.

Can be offset by monies received in the current fiscal year from a
permanent improvement levy under 5705.21, a school district income tax
for permanent improvements, insurance proceeds received as a result of
damage to or destruction or theft of a permanent improvement to the
extent the board places the proceeds in a separate fund for permanent
improvements, the sale of a permanent improvement to the extent the
proceeds are paid into a separate fund for permanent improvements,
current year transfers from the general fund to the permanent improvement
fund, inside millage alocated from the general fund to a capital projects
fund, paymentsin lieu of taxes received in a capital projects fund and a tax
levy under section 3318.06 of the Revised Code to the extent the receipts
are available for the maintenance of permanent improvements. The set
aside is aso offset by the proceeds of certificates of participation received
during this fiscal year as part of a lease purchase agreement, and by the
proceeds of securities received this fiscal year whose use is limited to



Uses of
Set-aside:

Exception:

expenditures authorized by the rule. However, other restricted receipts
such as school net, school net plus, and other state and federal grants
cannot be used to meet the set-aside requirement.

Solely for the acquisition, replacement, enhancement, maintenance and
repair of permanent improvements. A permanent improvement is defined
as any property, asset or improvement with an estimated useful life of five
years or more. Allowable costs include such things as acquisition price;
direct materias, labor and overhead incurred during a qualified project;
professional fees necessary to complete a qualifying project; site
preparation; and demolition or removal of existing assets. (See rules for
additiond detail)

None



SYNOPSIS OF BUDGET RESERVE SET-ASIDE REQUIREMENTS

Application:

Accounting:

Phase-In:

Calculation
of Base:

Exceptions:

Uses of
Set-Aside:

City, local, exempted village and joint vocational school districts

Set-aside is accounted for in the general fund using any reasonable
accounting method. The district may only appropriate monies after
receiving approval from the State Superintendent of Public Instruction.

FY-1998 0%

FY-1999 and thereafter until

5% balance is reached 1% if receipt growth
exceeds 3%

Contributions to the set-aside are required when general fund receipts from
property taxes, income taxes and state foundation plus any amount of these
receipts that would have been allocated to the general fund but were
allocated to the debt service fund for debt payment exceed the receipts
from the same sources during the preceding year by three percent or more.
This determination will be based on actual receipts from the preceding two
years. For example, afisca year 1999 allocation will be required if fiscal
1998 receipts exceeded fiscal 1997 receipts by three percent or more.

Allocations are required to continue in each year growth is three percent or
more until the balance in the set-aside equals five percent of these receipts
in the prior year. After meeting the initia five percent requirement, in any
year in which adistrict’ s set-aside dlips below five percent of prior year
receipts, the district is required to allocate the amount needed to return to
the five percent level.

No alocation is required in any year in which a school district has
borrowed against a spending reserve included in its tax budget and projects
adeficit in the current year or isin fiscal watch/emergency. Additionally,
for high growth districts, in any year adistrict’s percentage growth in total
current year ADM equals or exceeds its percentage growth in revenues
received in the prior fiscal year, no set-aside is required.

Only after the State Superintendent of Public Instruction approves
appropriation of monies and (1) district projects general fund deficit in
current fiscal year; (2) district files an acceptable schedule for
replenishing; and (3) deficit is caused by one or more of nine criteria
listed in rules or when district isin fiscal watch/fiscal emergency as
certified by the State Superintendent of Public Instruction. The criteria
focus on losses of revenue or increases in expenditures that are generally
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outside the control of the district.



RESERVE (SET ASIDE) RULES FOR SUBSTITUTE HOUSE BILL NO. 412

3301-92-01 TEXTBOOKSAND INSTRUCTIONAL MATERIALS
3301-92-02 CAPITAL IMPROVEMENTS AND MAINTENANCE
3301-92-03 BUDGET RESERVE

117-2-23 PHASE IN PERIOD

117-2-24 BUDGET RESERVE EXCEPTION

3301-92-01 TEXTBOOKS AND INSTRUCTIONAL MATERIALS

(A) ASUSED IN THISRULE, “TEXTBOOKS AND INSTRUCTIONAL MATERIALS’
MEANS TEXTBOOKS, INSTRUCTIONAL MATERIALS, INSTRUCTIONAL SUPPLIES,
INSTRUCTIONAL SOFTWARE, AND EQUIPMENT AS THOSE TERMS ARE DEFINED
IN THISRULE.

Q) “TEXTBOOKS’ MEANS EDUCATIONAL MATERIAL THE PUBLISHER OF
WHICH IS REGISTERED WITH THE STATE DEPARTMENT OF EDUCATION.
“TEXTBOOKS’ INCLUDES TEXTBOOKS PURCHASED UNDER SECTION 3329.08 OF
THE REVISED CODE BUT EXCLUDES SUPPLEMENTAL READING MATERIALS,
LIBRARY BOOKS, AND REFERENCE MATERIALS.

2 “INSTRUCTIONAL MATERIALS" MEANS SUPPLEMENTAL READING
MATERIALS, LIBRARY BOOKS AND REFERENCE MATERIALSIF MADE AVAILABLE
TO STUDENTS AS PART OF THE INSTRUCTIONAL PROGRAM OR AS A
SUPPLEMENT TO THE INSTRUCTIONAL PROGRAM.

3 “INSTRUCTIONAL SUPPLIES’ MEANSITEMS OF AN EDUCATIONAL AND
EXPENDABLE NATURE THAT ARE CONSUMED, DETERIORATED THROUGH USE,
OR LOSE THEIR IDENTITY THROUGH FABRICATION OR INCORPORATION INTO
DIFFERENT OR MORE COMPLEX UNITS AND SUBSTANCES.

4) “INSTRUCTIONAL SOFTWARE” MEANS COMPUTER SOFTWARE,
INTERACTIVE VIDEODISC, MAGNETIC MEDIA, CD-ROM, COMPUTER
COURSEWARE, ON-LINE SERVICE, ELECTRONIC MEDIUM, OR OTHER ELECTRONIC
MEANS OF CONTRIBUTING TO THE LEARNING PROCESS. “INSTRUCTIONAL
SOFTWARE” INCLUDES COMPUTER OPERATING SYSTEMS, NETWORK OPERATING
SYSTEMS, APPLICATIONS AND LICENSESUSED TO ADVANCE THE
INSTRUCTIONAL ENVIRONMENT BUT EXCLUDES EXPENDITURES FOR
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RENOVATIONS TO INSTALL COMPUTERS.

(5) “EQUIPMENT” MEANS TANGIBLE ITEMS OF AN EDUCATIONAL NATURE
THAT ARE NOT MEANT FOR CONSUMPTION AND HAVE AN EXPECTED LIFE OF AT
LEAST ONE YEAR. “EQUIPMENT” INCLUDES, BUT ISNOT LIMITED TO, COMPUTER
HARDWARE, COMPUTER MAINTENANCE, AUDIOVISUAL EQUIPMENT,
LABORATORY EQUIPMENT, BLACKBOARDS, DESKS AND OTHER COMPARABLE
INSTRUCTIONAL AIDSUSED AS PART OF AN INSTRUCTIONAL PROGRAM.
“EQUIPMENT” DOES NOT INCLUDE BUILDINGS , MACHINERY AND VEHICLES
EXCEPT WHEN THE MACHINERY AND VEHICLES ARE USED AS PART OF AN
INSTRUCTIONAL PROGRAM.

(B) ASUSED IN THISRULE, “ALL REVENUES RECEIVED BY THE DISTRICT FOR
OPERATING EXPENSES” MEANS THE SCHOOL DISTRICT’S GENERAL FUND
REVENUE IN THE PRIOR FISCAL YEAR FROM PROPERTY TAXES AS PROVIDED FOR
IN CHAPTER 5705 OF THE REVISED CODE, INCOME TAXES AS PROVIDED IN
CHAPTER 5748 OF THE REVISED CODE AND STATE BASIC AID DISTRIBUTED
PURSUANT TO DIVISION (A) (1) OF SECTION 3317.022 FOR REGULAR STUDENT
POPULATION ONLY, ASDEFINED IN DIVISION (A) (4) OF SECTION 3317.023 OF THE
REVISED CODE, PLUSANY ADJUSTMENTS PURSUANT TO DIVISIONS (B), (C), AND
(D) OF SECTION 3317.023 OF THE REVISED CODE, PLUS ANY AMOUNT OF THIS
REVENUE THAT WOULD HAVE BEEN ALLOCATED TO THE GENERAL FUND BUT
WASALLOCATED TO THE DEBT SERVICE FUND FOR THE PAYMENT OF TAX OR
REVENUE ANTICIPATION NOTES. CALCULATION OF THE STATE AID FOR A JOINT
VOCATIONAL SCHOOL DISTRICT SHALL INCLUDE FUNDING FOR VOCATIONAL
UNITS PURSUANT TO DIVISION (B) OF SECTION 3317.16 OF THE REVISED CODE.

(C) INEACH FISCAL YEAR, THE SCHOOL DISTRICT SHALL SET ASIDE FOR
TEXTBOOKS AND INSTRUCTIONAL MATERIALS THE AMOUNT REQUIRED BY
DIVISION (A) OF SECTION 3315.17 OF THE REVISED CODE ACCORDING TO THE
SCHEDULE SET FORTH IN RULE 117-2-23 OF THE ADMINISTRATIVE CODE.

THE REQUIRED SET ASIDE MAY BE REDUCED IN ANY FISCAL YEAR BY THE
AMOUNT RECEIVED IN THE SAME FISCAL YEAR FOR TEXTBOOKS AND
INSTRUCTIONAL MATERIALS PURSUANT TO SECTION 50 OF AMENDED
SUBSTITUTE HOUSE BILL 215 OF THE 122"° GENERAL ASSEMBLY .

(D) THEAMOUNT SET ASIDE FOR TEXTBOOK AND INSTRUCTIONAL
MATERIALS SHALL BE ACCOUNTED FOR WITHIN THE SCHOOL DISTRICT'S
GENERAL FUND USING A REASONABLE ACCOUNTING METHOD. THE SCHOOL
DISTRICT SHALL APPROPRIATE FROM THE AMOUNT SET ASIDE FOR TEXTBOOK
AND INSTRUCTIONAL MATERIALS AND MAINTAIN APPROPRIATE ACCOUNTING
RECORDS FOR AMOUNTS EXPENDED. ANY UNEXPENDED BALANCE SHALL
CARRY FORWARD TO THE SUBSEQUENT FISCAL YEAR. ANY UNEXPENDED
BALANCE CARRIED FORWARD TO THE SUBSEQUENT FISCAL YEAR DOES NOT
REDUCE THE AMOUNT OF THE SET ASIDE REQUIRED BY SECTION (C) OF THIS
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RULE. THISREQUIREMENT TO SET ASIDE AN AMOUNT FOR TEXTBOOKS AND
INSTRUCTIONAL MATERIALSAPPLIESONLY TO THOSE SCHOOL DISTRICTS AS
DEFINED IN DIVISION (A) OF SECTION 3315.17 OF THE REVISED CODE .

(E) ASPART OF EACH SCHOOL DISTRICT'SANNUAL FINANCIAL REPORT, THE
SCHOOL DISTRICT SHALL PREPARE A SUPPLEMENTAL SCHEDULE PURSUANT TO
REPORTING PROCEDURES PRESCRIBED BY THE AUDITOR OF STATETO
DEMONSTRATE COMPLIANCE WITH THISRULE. THE SUPPLEMENTAL SCHEDULE
SHALL INCLUDE THE FOLLOWING:

Q) THE BALANCE OF THE SET ASIDE CARRIED FORWARD FROM THE
PREVIOUS FISCAL YEAR,;

2 CALCULATION OF THE CURRENT YEAR SET ASIDE;
3 QUALIFYING EXPENDITURES,

4) THE AMOUNT OF FUNDING RECEIVED UNDER SECTION 50 OF AMENDED
SUBSTITUTE HOUSE BILL 215 OF THE 122"° GENERAL ASSEMBLY FOR
TEXTBOOKS AND INSTRUCTIONAL MATERIALS THAT MAY REDUCE THE
AMOUNT OF THE SET ASIDE.

(5) THE BALANCE OF THE SET ASIDE CARRIED FORWARD TO THE
SUBSEQUENT FISCAL YEAR.

(F RESTRICTED RECEIPTS INCLUDING, BUT NOT LIMITED TO, SCHOOL NET OR
SCHOOL NET PLUS FUNDING RECEIVED AND SPECIFIC STATE AND FEDERAL
GRANTS MAY NOT BE USED TO MEET THE AMOUNT REQUIRED TO BE SET ASIDE
FOR TEXTBOOKS AND INSTRUCTIONAL MATERIALS.

(G) THE MONIES SET ASIDE ASREQUIRED BY DIVISION (A) OF SECTION 3315.17
OF THE REVISED CODE SHALL BE USED SOLELY FOR TEXTBOOKS,
INSTRUCTIONAL MATERIALS, INSTRUCTIONAL SUPPLIES, INSTRUCTIONAL
SOFTWARE, AND EQUIPMENT DIRECTLY ASSOCIATED WITH THE INSTRUCTION
OF STUDENTS. USES NOT DIRECTLY ASSOCIATED WITH THE INSTRUCTION OF
STUDENTSINCLUDE, BUT ARE NOT LIMITED TO, LABOR COSTS OF EMPLOY EES,
PURCHASED SERVICES (OTHER THAN COMPUTER MAINTENANCE) , COSTS
ASSOCIATED WITH MAINTENANCE OF THE FACILITIESOR ITEMS USED FOR
ADMINISTRATIVE PURPOSES. THE SCHOOL DISTRICT MUST HAVE A PROCEDURE
FOR ALLOCATING ANY COST ASSOCIATED WITH AN ITEM PARTIALLY USED IN
THE DIRECT INSTRUCTIONAL PROGRAM BUT ALSO USED FOR OTHER PURPOSES.
IF A PROCEDURE ISNOT IN PLACE, ITEMS PURCHASED FOR MULTIPLE PURPOSES
ARE NOT ALLOWABLE USES.

3301-92-02 CAPITAL IMPROVEMENTS AND MAINTENANCE
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(A) ASUSED IN THISRULE, “CAPITAL IMPROVEMENTS AND MAINTENANCE"
MEANS THE ACQUISITION, REPLACEMENT, ENHANCEMENT, MAINTENANCE OR
REPAIR OF PERMANENT IMPROVEMENTS AS THOSE TERMS ARE DEFINED IN THIS
RULE.

Q) “PERMANENT IMPROVEMENT” MEANS A PERMANENT IMPROVEMENT AS
DEFINED UNDER DIVISION (E) OF SECTION 5705.01 OF THE REVISED CODE.

2 “ACQUISITION” MEANS ADDITION OF OR ASSUMING POSSESSION OF AN
ASSET.

3 “REPLACEMENT” MEANS THE SUBSTITUTION OF ONE ASSET FOR ANOTHER
OF SUBSTANTIALLY SIMILAR VALUE OR QUALITY.

4) “ENHANCEMENT” MEANS THE MODIFICATION OF AN EXISTING ASSET
THAT INCREASES ITSVALUE, QUALITY OR LIFE EXPECTANCY.

(5) “MAINTENANCE OR REPAIR” MEANS THE ACT OF KEEPING A PERMANENT
IMPROVEMENT IN NORMAL WORKING CONDITION. “MAINTENANCE OR REPAIR”
INCLUDES PREVENTATIVE MAINTENANCE, PERIODIC REPAIRS AND
REPLACEMENT OF PARTS, STRUCTURAL COMPONENTS AND OTHER ACTIVITIES
NEEDED TO MAINTAIN THE ASSET BUT DOES NOT INCLUDE ROUTINE
JANITORIAL AND UTILITY COSTS. ANY NON-ROUTINE JANITORIAL COST MUST
BE SUBSTANTIATED THROUGH A WORK ORDER.

(B) ASUSED IN THISRULE, “ALL REVENUES RECEIVED BY THE DISTRICT THAT
WOULD OTHERWISE HAVE BEEN DEPOSITED IN THE GENERAL FUND” MEANS
THE SCHOOL DISTRICT’S GENERAL FUND REVENUE IN THE PRIOR FISCAL YEAR
FROM PROPERTY TAXES AS PROVIDED FOR IN CHAPTER 5705 OF THE REVISED
CODE, INCOME TAXES AS PROVIDED IN CHAPTER 5748 OF THE REVISED CODE
AND STATE BASIC AID DISTRIBUTED PURSUANT TO DIVISION (A) (1) OF SECTION
3317.022 FOR REGULAR STUDENT POPULATION ONLY, ASDEFINED IN DIVISION
(A) (4) OF SECTION 3317.023 OF THE REVISED CODE, PLUS ANY ADJUSTMENTS
PURSUANT TO DIVISIONS (B), (C), AND (D) OF SECTION 3317.023 OF THE REVISED
CODE, PLUSANY AMOUNT OF THISREVENUE THAT WOULD HAVE BEEN
ALLOCATED TO THE GENERAL FUND BUT WASALLOCATED TO THE DEBT
SERVICE FUND FOR THE PAYMENT OF TAX OR REVENUE ANTICIPATION NOTES.
CALCULATION OF THE STATE AID FOR A JOINT VOCATIONAL SCHOOL DISTRICT
SHALL INCLUDE FUNDING FOR VOCATIONAL UNITS PURSUANT TO DIVISION (B)
OF SECTION 3317.16 OF THE REVISED CODE.

(C) INEACH FISCAL YEAR, THE SCHOOL DISTRICT SHALL SET ASIDE FOR
CAPITAL IMPROVEMENTS AND MAINTENANCE THE AMOUNT REQUIRED BY
DIVISION (A) OF SECTION 3315.18 OF THE REVISED CODE ACCORDING TO THE
SCHEDULE SET FORTH IN RULE 117-2-23 OF THE ADMINISTRATIVE CODE.
THE REQUIRED SET ASIDE MAY BE REDUCED IN ANY FISCAL YEARBY ANY
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AMOUNT RECEIVED DURING THE SAME FISCAL YEAR FROM A PERMANENT
IMPROVEMENT LEVY ASAUTHORIZED UNDER SECTION 5705.21 OF THE REVISED
CODE.

(D) THEAMOUNT SET ASIDE FOR CAPITAL IMPROVEMENTS AND
MAINTENANCE SHALL BE ACCOUNTED FOR WITHIN THE SCHOOL DISTRICT’S
GENERAL FUND USING A REASONABLE ACCOUNTING METHOD. THE SCHOOL
DISTRICT SHALL APPROPRIATE FROM THE AMOUNT SET ASIDE FOR CAPITAL
IMPROVEMENTS AND MAINTENANCE AND MAINTAIN APPROPRIATE
ACCOUNTING RECORDS FOR AMOUNTS EXPENDED. ANY UNEXPENDED
BALANCE SHALL CARRY FORWARD TO THE SUBSEQUENT FISCAL YEAR. ANY
UNEXPENDED BALANCE CARRIED FORWARD TO THE SUBSEQUENT FISCAL YEAR
DOES NOT REDUCE THE AMOUNT OF THE SET ASIDE REQUIRED BY SECTION (C)
OF THISRULE. THISREQUIREMENT TO SET ASIDE AN AMOUNT FOR CAPITAL
IMPROVEMENTS AND MAINTENANCE APPLIESONLY TO THOSE SCHOOL
DISTRICTS AS DEFINED IN DIVISION (A) OF SECTION 3315.18 OF THE REVISED
CODE.

(E) ASPART OF EACH SCHOOL DISTRICT'SANNUAL FINANCIAL REPORT, THE
SCHOOL DISTRICT SHALL PREPARE A SUPPLEMENTAL SCHEDULE PURSUANT TO
REPORTING PROCEDURES PRESCRIBED BY THE AUDITOR OF STATETO
DEMONSTRATE COMPLIANCE WITH THISRULE. THE SUPPLEMENTAL SCHEDULE
SHALL INCLUDE THE FOLLOWING:

(1) THE BALANCE OF THE SET ASIDE CARRIED FORWARD FROM THE
PREVIOUS FISCAL YEAR,;

2 CALCULATION OF THE CURRENT YEAR SET ASIDE;
3 QUALIFYING EXPENDITURES,

4) THE AMOUNT OF FUNDING RECEIVED FROM A PERMANENT
IMPROVEMENT LEVY ASAUTHORIZED UNDER SECTION 5705.21 OF THE REVISED
CODE THAT MAY REDUCE THE AMOUNT OF THE SET ASIDE.

() THE BALANCE OF THE SET ASIDE CARRIED FORWARD TO THE
SUBSEQUENT FISCAL YEAR.

(F RESTRICTED REVENUE INCLUDING, BUT NOT LIMITED TO, SCHOOL NET OR
SCHOOL NET PLUS FUNDING, STATE AID FOR BUS PURCHASES AND SPECIFIC
STATE AND FEDERAL GRANTSMAY NOT BE USED TO MEET THE AMOUNT
REQUIRED TO BE SET ASIDE FOR CAPITAL IMPROVEMENTS AND MAINTENANCE.
(G) ACCEPTABLE COSTS FOR ACQUISITIONS, REPLACEMENTS AND
ENHANCEMENTS OF PERMANENT IMPROVEMENTS INCLUDE, BUT ARE NOT
LIMITED TO: ACQUISITION PRICE; DIRECT MATERIALS, LABOR AND OVERHEAD
INCURRED DURING A QUALIFYING PROJECT,; PROFESSIONAL FEES NECESSARY
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TO COMPLETE A QUALIFYING PROJECT; SITE PREPARATION; DEMOLITION OR
REMOVAL OF ANY EXISTING ASSETS, FREIGHT AND HANDLING; AND PRINCIPAL
INCLUDED AS PART OF THE COST OF A CAPITAL LEASE. ACQUISITIONS,
REPLACEMENTS AND ENHANCEMENTS OF PERMANENT IMPROVEMENTS DOES
NOT INCLUDE DEBT SERVICE ON LONG-TERM DEBT WHOSE PROCEEDS WERE
USED FOR CAPITAL IMPROVEMENTS AND MAINTENANCE.
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3301-92-03 BUDGET RESERVE

(A) ASUSED IN DIVISION (K) OF SECTION 5705.29 OF THE REVISED CODE,
“REVENUES RECEIVED FOR CURRENT EXPENSES FOR THE PRECEDING FISCAL
YEAR” MEANS THE SCHOOL DISTRICT’S GENERAL FUND REVENUE IN THE PRIOR
FISCAL YEAR FROM PROPERTY TAXES AS PROVIDED FOR IN CHAPTER 5705 OF
THE REVISED CODE, INCOME TAXES ASPROVIDED IN CHAPTER 5748 OF THE
REVISED CODE AND, FOR FISCAL YEARS 1998 AND BEFORE, STATE BASIC AID
DISTRIBUTED PURSUANT TO DIVISION (A) OF SECTION 3317.022, PLUS ANY
ADJUSTMENTS PURSUANT TO DIVISIONS (C), (D) AND (E) OF SECTION 3317.023 OF
THE REVISED CODE, PLUSANY AMOUNTS RECEIVED PURSUANT TO SECTION
3317.0212 OF THE REVISED CODE, AND, FOR FISCAL YEARS 1999 AND AFTER,
STATE BASIC AID DISTRIBUTED PURSUANT TO DIVISION (A) (1) OF SECTION
3317.022 FOR REGULAR STUDENT POPULATION ONLY, ASDEFINED IN DIVISION
(A) (4) OF SECTION 3317.023 OF THE REVISED CODE, PLUS ANY ADJUSTMENTS
PURSUANT TO DIVISIONS (B), (C), AND (D) OF SECTION 3317.023 OF THE REVISED
CODE, PLUSANY AMOUNT OF PROPERTY TAX, INCOME TAX OR STATE BASIC AID
THAT WOULD HAVE BEEN ALLOCATED TO THE GENERAL FUND BUT WAS
ALLOCATED TO THE DEBT SERVICE FUND FOR THE PAYMENT OF TAX OR
REVENUE ANTICIPATION NOTES. CALCULATION OF THE STATE AID FOR A JOINT
VOCATIONAL SCHOOL DISTRICT SHALL INCLUDE FUNDING FOR VOCATIONAL
UNITS PURSUANT TO DIVISION (B) OF SECTION 3317.16 OF THE REVISED CODE.

(B) EACH SCHOOL DISTRICT SHALL SET ASIDE AS A BUDGET RESERVE NOT
LESS THAN ONE PERCENT OF THE REVENUE RECEIVED FOR CURRENT EXPENSES
FOR THE PRECEDING FISCAL YEAR IN EVERY YEAR IN WHICH THE REVENUE
RECEIVED FOR CURRENT EXPENSES FOR THE PRECEDING FISCAL YEARISAT
LEAST THREE PERCENT GREATER THAN THE REVENUE RECEIVED FOR CURRENT
EXPENSES FOR THE SECOND PRECEDING FISCAL YEAR. THE MINIMUM ONE
PERCENT SET ASIDE REQUIREMENT CONTINUES UNTIL THE BUDGET RESERVE
EQUALS OR EXCEEDS FIVE PERCENT OF THE REVENUE RECEIVED FOR CURRENT
EXPENSES FOR THE PRECEDING FISCAL YEAR.

AFTER ACHIEVING THE FIVE PERCENT REQUIREMENT, EACH SCHOOL DISTRICT
ISREQUIRED TO SET ASIDE ANNUALLY THE AMOUNT NECESSARY TO MAINTAIN
THE SET ASIDE BALANCE AT OR ABOVE FIVE PERCENT OF THE REVENUE
RECEIVED FOR CURRENT EXPENSES FOR THE PRECEDING FISCAL YEAR.

(©) THEAMOUNT SET ASIDE FOR THE BUDGET RESERVE AS REQUIRED BY
DIVISION (K) OF SECTION 5705.29 OF THE REVISED CODE SHALL BE ACCOUNTED
FOR WITHIN THE SCHOOL DISTRICT’S GENERAL FUND USING A REASONABLE
ACCOUNTING METHOD. THISREQUIREMENT TO SET ASIDE AN AMOUNT FOR
BUDGET RESERVE APPLIESONLY TO CITY, LOCAL, EXEMPTED VILLAGE AND
JOINT VOCATIONAL SCHOOL DISTRICTS.

(D) A SCHOOL DISTRICT MAY APPROPRIATE MONIES FROM THE AMOUNT SET
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ASIDE FOR BUDGET RESERVE ONLY AFTER RECEIVING APPROVAL FROM THE
SUPERINTENDENT OF PUBLIC INSTRUCTION IN ACCORDANCE WITH SECTION
5705.29 OF THE REVISED CODE.

(E) THE SUPERINTENDENT OF PUBLIC INSTRUCTION MAY APPROVE THE
APPROPRIATION OF MONIES FROM THE AMOUNT SET ASIDE FOR BUDGET
RESERVE IF A SCHOOL DISTRICT PROJECTS A DEFICIT IN THE GENERAL FUND
BALANCE FOR THE CURRENT FISCAL YEAR, THE DISTRICT FILES AN
ACCEPTABLE SCHEDULE FOR REPLENISHING THE SET ASIDE AMOUNT, AND THE
SUPERINTENDENT OF PUBLIC INSTRUCTION CERTIFIES THAT THE DEFICIT HAS
BEEN CAUSED BY ONE OR MORE OF THE FOLLOWING:

Q) THE SCHOOL DISTRICT'SLOSS AT THE BALLOT OF AN EXISTING
OPERATING LEVY IN THE CURRENT OR PREVIOUS FISCAL YEAR,;

2 INCOME OR PROPERTY TAX DELINQUENCIES EQUAL TO FIVE (5) PERCENT
OR MORE OF TAXES CHARGED AND PAYABLE IN ANY ONE FISCAL YEAR,

3 A LOSS OF FIVE (5) PERCENT OR MORE OF TOTAL TANGIBLE PERSONAL
PROPERTY ASSESSED VALUATION IN ANY ONE FISCAL YEAR,;

4) A LOSSIN REVENUE OR AN EXPENDITURE DUE TO CIVIL INSURRECTION
WHICH EQUALS FIVE (5) PERCENT OR MORE OF THE SCHOOL DISTRICT'S
REVENUES RECEIVED FOR CURRENT EXPENSES FOR THE PRECEDING FISCAL
YEAR AS DEFINED IN PARAGRAPH (A) OF THISRULE;

() A LOSSIN REVENUE OR AN EXPENDITURE DUE TO A NATURAL DISASTER
WHICH EQUALS FIVE (5) PERCENT OR MORE OF THE SCHOOL DISTRICT'S
REVENUES RECEIVED FOR CURRENT EXPENSES FOR THE PRECEDING FISCAL
YEAR AS DEFINED IN PARAGRAPH (A) OF THISRULE;

(6) AN EXPENDITURE DUE TO A CATASTROPHIC CAPITAL LOSS WHICH
EQUALSFIVE (5) PERCENT OR MORE OF THE SCHOOL DISTRICT'S REVENUES
RECEIVED FOR CURRENT EXPENSES FOR THE PRECEDING FISCAL YEAR AS
DEFINED IN PARAGRAPH (A) OF THISRULE;

) A LOSS OF STATE AID IN ANY ONE FISCAL YEAR WHICH EQUALSFIVE (5)
PERCENT OR MORE OF THE SCHOOL DISTRICT’S REVENUES RECEIVED FOR
CURRENT EXPENSES FOR THE PRECEDING FISCAL YEAR AS DEFINED IN
PARAGRAPH (A) OF THISRULE;

8 A TAX REFUND PAID BY THE SCHOOL DISTRICT IN ANY ONE FISCAL YEAR
WHICH EQUALS FIVE (5) PERCENT OR MORE OF THE SCHOOL DISTRICT'S
REVENUES RECEIVED FOR CURRENT EXPENSES FOR THE PRECEDING FISCAL
YEAR AS DEFINED IN PARAGRAPH (A) OF THISRULE;
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9 ANY OTHER UNANTICIPATED, EXTRAORDINARY, UNUSUAL AND
INFREQUENT OCCURRENCE IN ANY ONE FISCAL YEAR THAT RESULTSIN AN
EXPENDITURE OR A LOSS IN REVENUE EQUAL TO FIVE (5) PERCENT OR MORE OF
THE SCHOOL DISTRICT’S REVENUES RECEIVED FOR CURRENT EXPENSES FOR
THE PRECEDING FISCAL YEAR AS DEFINED IN PARAGRAPH (A) OF THISRULE.

(F THE SUPERINTENDENT OF PUBLIC INSTRUCTION MAY APPROVE THE
APPROPRIATION OF MONIES FROM THE AMOUNT SET ASIDE FOR BUDGET
RESERVE IF A SCHOOL DISTRICT PROJECTS A DEFICIT IN THE GENERAL FUND
BALANCE FOR THE CURRENT FISCAL YEAR, THE DISTRICT FILES AN
ACCEPTABLE SCHEDULE FOR REPLENISHING THE SET ASIDE AMOUNT, AND THE
SUPERINTENDENT OF PUBLIC INSTRUCTION CERTIFIES THAT THE SCHOOL
DISTRICT ISIN A STATE OF FISCAL WATCH OR FISCAL EMERGENCY PURSUANT
TO SECTION 3316.03 OF THE REVISED CODE.

(G) A BOARD OF EDUCATION THAT INCLUDES AND ESTABLISHES A SPENDING
RESERVE APPROVED BY THE SUPERINTENDENT OF PUBLIC INSTRUCTION IN ITS
TAX BUDGET FOR A FISCAL YEAR UNDER DIVISION (G) OF SECTION 5705.29 OF
THE REVISED CODE AND BORROWS AGAINST THE SPENDING RESERVE TO AVOID
A DEFICIT SHALL NOT BE SUBJECT TO DIVISION (K)(2) OF SECTION 5705.29 OF THE
REVISED CODE FOR THAT FISCAL YEAR.
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117-2-23 PHASE-IN PERIOD FOR TEXTBOOK AND CAPITAL IMPROVEMENTS

(A) EACH SCHOOL DISTRICT SHALL SET ASIDE FOR TEXTBOOKS AND
INSTRUCTIONAL MATERIALS THE AMOUNT REQUIRED BY DIVISION (A) OF
SECTION 3315.17 OF THE REVISED CODE ACCORDING TO THE FOLLOWING
SCHEDULE:

Q) FOR THE FISCAL YEAR ENDING JUNE 30, 1998, ZERO (0) PERCENT OF THE
REVENUES RECEIVED BY THE SCHOOL DISTRICT FOR OPERATING EXPENSES AS
DEFINED IN PARAGRAPH (B) OF RULE 3313-92-01 OF THE ADMINISTRATIVE CODE.

2 FOR THE FISCAL YEAR ENDING JUNE 30, 1999, TWO (2) PERCENT OF THE
REVENUES RECEIVED BY THE SCHOOL DISTRICT FOR OPERATING EXPENSES AS
DEFINED IN PARAGRAPH (B) OF RULE 3313-92-01 OF THE ADMINISTRATIVE CODE.

3 FOR THE FISCAL YEAR ENDING JUNE 30, 2000, THREE (3) PERCENT OF THE
REVENUES RECEIVED BY THE SCHOOL DISTRICT FOR OPERATING EXPENSES AS
DEFINED IN PARAGRAPH (B) OF RULE 3313-92-01 OF THE ADMINISTRATIVE CODE.

4) FOR THE FISCAL YEAR ENDING JUNE 30, 2001, AND EVERY FISCAL YEAR
THEREAFTER, FOUR (4) PERCENT OF THE REVENUES RECEIVED BY THE SCHOOL
DISTRICT FOR OPERATING EXPENSES AS DEFINED IN PARAGRAPH (B) OF RULE
3313-92-01 OF THE ADMINISTRATIVE CODE.

(B) EACH SCHOOL DISTRICT SHALL SET ASIDE FOR CAPITAL IMPROVEMENTS
AND MAINTENANCE THE AMOUNT REQUIRED BY DIVISION (A) OF SECTION
3315.18 OF THE REVISED CODE ACCORDING TO THE FOLLOWING SCHEDULE:

1) FOR THE FISCAL YEAR ENDING JUNE 30, 1998, ZERO (0) PERCENT OF ALL
REVENUES RECEIVED BY THE DISTRICT THAT WOULD OTHERWISE HAVE BEEN
DEPOSITED IN THE GENERAL FUND AS DEFINED IN PARAGRAPH (B) OF RULE
3313-92-02 OF THE ADMINISTRATIVE CODE.

(2 FOR THE FISCAL YEAR ENDING JUNE 30, 1999, TWO (2) PERCENT OF ALL
REVENUES RECEIVED BY THE DISTRICT THAT WOULD OTHERWISE HAVE BEEN
DEPOSITED IN THE GENERAL FUND AS DEFINED IN PARAGRAPH (B) OF RULE
3313-92-02 OF THE ADMINISTRATIVE CODE.

3 FOR THE FISCAL YEAR ENDING JUNE 30, 2000, THREE (3) PERCENT OF ALL
REVENUES RECEIVED BY THE DISTRICT THAT WOULD OTHERWISE HAVE BEEN
DEPOSITED IN THE GENERAL FUND AS DEFINED IN PARAGRAPH (B) OF RULE
3313-92-02 OF THE ADMINISTRATIVE CODE.

(4) FOR THE FISCAL YEAR ENDING JUNE 30, 2001, AND EVERY FISCAL YEAR
THEREAFTER, FOUR (4) PERCENT OF ALL REVENUES RECEIVED BY THE DISTRICT
THAT WOULD OTHERWISE HAVE BEEN DEPOSITED IN THE GENERAL FUND AS
DEFINED IN PARAGRAPH (B) OF RULE 3313-92-02 OF THE ADMINISTRATIVE CODE.
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117-2-24 BUDGET RESERVE EXCEPTION

A SCHOOL DISTRICT SHALL NOT BE SUBJECT TO DIVISION (K)(2) OF SECTION
5705.29 OF THE REVISED CODE IN ANY FISCAL YEAR IN WHICH A SCHOOL
DISTRICT'S PERCENTAGE GROWTH IN TOTAL CURRENT YEAR AVERAGE DAILY
MEMBERSHIP EQUALS OR EXCEEDS ITS PERCENTAGE GROWTH IN REVENUES
RECEIVED FOR CURRENT EXPENSES FOR THE PRECEDING FISCAL YEAR AS
DEFINED IN PARAGRAPH (A) OF RULE 3301-92-03. FOR PURPOSES OF THIS
COMPUTATION, THE GROWTH IN AVERAGE DAILY MEMBERSHIP AND THE
GROWTH IN REVENUES SHALL BE ROUNDED TO THE NEAREST ONE HUNDREDTH
PERCENT (XX.XX%).
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CALCULATION OF THE BASE FOR SET ASIDES

The base is calculated using general fund revenue (with three exceptions) from the prior fisca
year. The base amount has four components: property taxes, income taxes, formula aid for the
regular student population and any amount of this revenue that would have gone to the general
fund but was allocated to the debt service fund for the payment of debt.

Property taxes:

General fund revenue

Emergency levy fund revenue (1st exception to general fund)

Operating revenue from a multi-purpose levy

Inside millage allocated to a capital projects fund. (2nd exception to general fund)
Receipts allocated to a debt service fund for general fund obligations

Payments received in lieu of taxes (3 exception - If received in a capital projects
fund, it will still count as part of the base and as an offset to the set-aside.)

ouprwbdpE

7. Proceeds from the sale of delinquent property tax liens.
Income taxes:
1. Genera fund revenue

2. Receipts alocated to a debt service fund for general fund obligations
3. School districts share of city income tax based on development agreement

Formula aid:
1. Line 25 of the SF-3
2. Line 11 of the SF-12

Amounts not included in the base:

DPIA receipts

Trailer tax receipts

Homestead and rollback.

$10,000 personal property tax exemption
Equity aid
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WORKERS COMPENSATION REFUND

Section 39 of H.B. 770 reads as follows:

“Any board of education that has a balance in its budget reserve fund of less than the five percent
of genera fund revenues amount specified in division (K) (1) of section 5705.29 of the Revised
Code and that in calendar year 1998 receives from the Bureau of Workers Compensation a
refund or other reimbursement of monies previoudly paid into the Bureau shall first use such
refund or other reimbursement to establish in its budget reserve fund the five percent balance
required by division (K) (1) of section 5705.29 of the Revised Code. If the board isin compliance
with division (K) (1) of section 5705.29 of the Revised Code, the refund or reimbursement may
be used for any lawful purpose of the board.”

This legidation requires that any refund or reimbursement from the Bureau of Workers
Compensation received during calendar 1998 be used to meet the five percent budget reserve set
aside requirement. Only after the five percent requirement has been reached may the refund, or
any portion of arefund remaining after the five percent level has been reached, be used for
another lawful purpose of the board.

The Workers Compensation refund is not a substitute for the one percent contribution required
by statute for fiscal 1999. A contribution would still be required unless the refund satisfied the
five percent requirement. A contribution of less than one percent could be made if it is adequate
to raise the reserve to the five percent level.
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CALCULATION OF FISCAL YEAR-END TEXTBOOK RESERVE

Calculate required amount of set aside for the current year

Multiply: current year % X base $

Add: Carryover from prior year

Subtract: Current year’s qualifying expenditures [

)

Subtract: Applicable current year receipts from other sources (off-sets) as established in O.R.C.
3315.171:

A permanent improvement levy authorized by Section
5705.21 of the O.R.C. to the extent the proceeds are
restricted by the district board to expenditure for
textbooks, instructional software, and instructional
materials, supplies and equipment. $

The proceeds of securities whose use is restricted to
expenditures for textbooks, instructional software,
and instructional materials, supplies and equipment.

The proceeds of any school district income tax levied
under Chapter 5748 of the O.R.C. for permanent
improvements, to the extent the proceeds are restricted
to expenditures for textbooks, instructional materials,
supplies and equipment.

The amount received for textbooks and instructional
materials under section 50.16 of H.B. 215 of the 122nd
Genera Assembly. (Textbook subsidy)

Any other revenue source identified by the Auditor of
State, in consultation with the Department of Education,
in rules adopted by the Auditor of State.

Total off-sets ( _

Tota Y ear-End Textbook Reserve $
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Calculate required amount of set aside for the current year

Multiply: current year % X base

Add: Carryover from prior year

Subtract: Current year’s qualifying expenditures

)

CALCULATION OF FISCAL YEAR-END CAPITAL AND MAINTENANCE RESERVE

-

Subtract: Applicable current year receipts from other sources (off-sets) as established in O.R.C.

3315.181:

A permanent improvement levy authorized by Section
5705.21 of the O.R.C. to the extent the proceeds are
restricted by the district board to expenditure for the
acquisition, replacement, enhancement, maintenance,
or repair of permanent improvements.

Proceeds received from any securities whose useis
limited to the acquisition , replacement, enhancement,
maintenance, or repair of permanent improvements.

Insurance proceeds received as aresult of the
damage to or theft or destruction of a permanent
improvement to the extent a board of education
places the proceeds in a separate fund for the
acquisition, replacement, enhancement, maintenance,
or repair of permanent improvements.

Proceeds received from the sale of a permanent
improvement to the extent the proceeds are paid

into a separate fund for the construction or acquisition
of permanent improvements.

Proceeds received from atax levy authorized by
Section 3318.06 of the O.R.C. to the extent the
proceeds are available to be used for the maintenance
of capitd facilities. (Classroom facilities)
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Proceeds of certificates of participation issued as
apart of alease-purchase agreement entered into
under Section 3313.375 of the O.R.C.

Proceeds of any school district income tax levied
under Chapter 5748 of the O.R.C. to the extent the
proceeds are available for the acquisition, replacement,
enhancement, maintenance, or repair of permanent
improvements.

Transfers made in the current year from the general
fund to the permanent improvement fund.

Inside millage allocated from the genera fund to a
capital projects fund.

Paymentsin lieu of taxes recelved in a capita projects
fund.

Any other revenue source identified by the Auditor
of State, in consultation with the Department of
Education, in rules adopted by the Auditor of State.

Total off-sets

Tota Year-End Capital and Maintenance Reserve
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QUESTIONS AND ANSWERS

TEXTBOOKSAND INSTRUCTIONAL MATERIALSSET ASIDE

1. We need instruction on using special cost center sand assigning function/object codes.
What object codesdoweuse? ODE should add 2-digitsto I D each set-aside so district
can track spending it.

If no special cost center is established, the treasurer will have to be able to identify
individual expenditures that meet the purpose of a set-aside. No modifications to the
system are planned for the purpose of tracking individual expenditures.

If a specia cost center is established, use a 9000 special cost center. Transfer the set-
asideinto the special cost center, receipt money directly to the specia cost center during
the year or modify areceipt aready posted to 001 0000 during the year to allocate it to
the 9000 special cost center. Code qualifying expenditures using the special cost center.
If atransfer is used, eliminate the transfers in and out for reporting purposes.

2. Areemergency operating leviesincluded in thecalculation of thebase (A) if emer gency
operatinglevy moniesarein the General Fund? (B) if emer gency oper ating levy monies
arein a separate fund?

Emergency operating leviesare always used in calculating the base. Expenditures of this
money for authorized purposes reduce the amount of required set-aside that would need
to be carried forward to the next year.

3. DPIA in 477 versus General Fund. How to calculate base?

Thisis not counted as a part of the base if put in 477 or if in the general fund.
4. Are county auditor and treasurer fees excluded from the calculation of the base?

The base includes property tax receipts which should be posted gross. Fees should be
recorded as expenditures.

5. I's the state’'s payment that represents the loss of tax revenue due to the $10,000
personal property tax exemption part of the base?

No, this money is recorded as intergovernmental revenue which is not part of the base.
6. May districts use a separ ate fund ver sus keeping the set-aside in the General Fund?
No, this option is not alowed by the rules.
7. Wehaveamulti-purposelevy for our JVSD under section 3311.21, R.C., tobeused for
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10.

11.

12.

13.

operating expenses and capital improvements. Can this be used as an offset in
textbooks, capital, both?

The operating portion of thislevy isincluded in calculating the base. Expendituresof the
operating portion of this levy for textbooks and instructiona materials or for the
acquisition or maintenance of permanent improvements reduce the amount of the set-
aside.

The capital portion of thislevy does not count as part of the base nor do expenditures
reduce the set-aside. Thissituation will be addressed in new rulesthat will be adopted to
incorporate changes in the requirements made by H.B. 770.

We share income tax with a city. Thisis based on a negotiated agreement with the
City, not collected vialevy. Can thisbeused asan offset - for textbook and/or capital?

Unless the use of this money isrestricted by statute, it would be receipted in the general
fund, and the revenue would count as part of the base and qualifying expenditures of this
money would count toward reducing the amount of the set-asides.

Our district has an income tax for general operating purposes, which includes
textbooks. Can thisbe used as an offset to the set-aside?

Thismoney should be receipted into the general fund and would be counted as part of the
base for the calculation of the set-aside. Any expenditure of thismoney during the fiscal
year for textbookswould reduce the amount of the set-aside that would haveto becarried
forward to the next fiscal year.
Our district receivesrevenuein lieu of taxesfor property that isexempt from taxation.
Themoney goestothegeneral fund. Isthismoney included in thebasefor deter mining
the amount of therequired set-aside?

Y es, this money is included in the base. Qualifying expenditures of this money would
reduce the amount of the required set-aside.

The supplemental schedulethat isto accompany theannual financial report - isthisto
be done on cash basisor GAAP or both? Who will provide the schedule format?

Should be done on acash basis. Theformat isidentified in therule. The scheduleisto
be included as a footnote to the financial statements.

I's equity money part of state foundation for the calculation of the base?
No, it is not.

How isthe school foundation portion of the base calculated for fiscal 1999? For fiscal
20007?
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14.

The amount of foundation included in the base for calculation of the set-aside for fiscal
1999 isshown on line 11 of the SF 12 for fiscal 1998. The amount to be used in the base
for fiscal 2000 will be presented on line 25 of the revised form SF 3 for fiscal 1999.

The opt out for the textbook reserve allows the money to be spent for a different
purpose provided certain conditions are met. One requires a unanimous vote of the
board. Doesthismean all membersof theboard or only those member s present at the
meeting?

The language of the statute requires a unanimous vote of all members of the board.

CAPITAL IMPROVEMENTSAND MAINTENANCE SET-ASIDE

15.

16.

Building Fund (004), bond proceeds - why not use thisfund as an offset?

Thiswas not provided for in H.B. 412; however, it is part of the change in H.B. 770.
The language in Section 3315.181 allows the proceeds from securities whose use is
limitedto theacquisition, replacement, enhancement, mai ntenance, or repair of permanent
improvementsto offset the set-asidein the year the proceeds arereceived. To the extent
debt proceeds are carried forward to a succeeding year and were not counted as an offset
(because they exceed the amount of the set-aside), they may be counted as an offsetin a
succeeding year up to the amount of the levy proceeds received in that year for their

repayment

As an example, if the required set aside of general fund dollars is $250,000 and the
proceeds received from the issuance of qualifying securities is $500,000, no set-aside of
genera fund dollarswould berequired inthat year. Assumethat inthe year the proceeds
are received, $300,000 are spent on qualifying capital improvements and maintenance.
In the next fiscal year, $200,000 of bond proceeds would still be available for capital
expenditures. This $200,000 may be used to reduce the amount of general fund dollars
that must be set aside to the extent it does not exceed receipts during that year from the
debt servicelevy to pay the bonds. If the levy only generates $150,000 in that year, only
$150,000 of the remaining bond proceeds could be used to reduce the amount of general
fund dollars that must be set aside in the second year. Thisisa specific exception to the
genera rulethat prohibits offsets that exceed the set-aside from being carried forward to
a succeeding fiscal year. It isan attempt to be fair to those districts that elect to issue
debt in anticipation of the collection of permanent improvement levies.

Allowable expenditures. Salaries of maintenance workers? Salary of maintenance
supervisor? School bus maintenance? What USAS codes do they use/look for?

Administrative code section 3901-92-02(A)(5) requiresthat districtsdistingui sh between
preventative versus routine janitoria services. There are no specific USAS codes that
currently make this distinction.
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17.

18.

19.

20.

21.

My CSD has an income tax levy for capital improvements which replaced a Pl levy.
Can thisbe used as an offset to capital improvements and maintenance set-aside?

Y es, under thelegidative changesin H.B. 770, proceeds of an incometax levy whose use
is limited to the acquisition, replacement, enhancement, maintenance, or repair of
permanent improvements may offset the amount of the set-aside.

Our school district moved 1.5 millsof their inside millage from the general fund to the
per manent improvement fund in order toreceive additional local revenue and to meet
the 412 set-asides. Can the district use the inside millage they designated to the
permanent improvement fund as a credit against the permanent improvement set-
asdes? Can permanent improvement expenditures posted to the permanent
improvement fund beconsider ed qualified expenditur esfor theset-asider equirement?

Inside millage alocated by the board of education through the budgetary process to a
separate fund for the purpose of acquiring permanent improvementswill count as part of
the base. The amount moved to the permanent improvement fund will offset (reduce) the
amount required to be set aside in the general fund.

Our school district established a Permanent Improvement Fund from the sale of
property. This fund has been perpetuated from interest earned through a cash
management program and tax revenues now generated from the properties sold.
Although the expendituresin thisfund are not accounted for within the general fund,
nor isit a permanent improvement levy authorized under section 5705.21 ORC, it still
meets the spirit of H.B. 412. Can it be included as part of the set-aside for capital
improvementsand maintenance suppliesunder new rule3301-92-02. Also, can certain
portions of a 004 Building Fund be considered for inclusion as part of the set-aside?
Our school district purchases technology equipment and we hope to have money left
over in the building fund to expend on other permanent improvements such as major
building repairs and renovations.

H.B. 770 now allows proceeds from the sale of a permanent improvement to offset the
amount of the set-aside to the extent the proceeds are paid into a separate fund for the
construction or acquisition of permanent improvements. The offset isfor the amount of
the proceeds only in the year received.

Can money be transferred from the General Fund (USAS 001) to the Permanent
Improvement Fund (USAS 003) to meet the requirements of the set-aside?

Yes, amounts transferred to the permanent fund during the year offset (reduce) the
amount of the reserve required in the general fund.

Can expenditures from a Permanent | mprovement Fund created from general fund
transfers be counted toward meeting the set aside requirement?

No. The amount transferred to the fund during the year will serve as an offset to the set
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22

aside requirement. The expenditure of those moneys from the permanent improvement
fund will not count toward meeting the set aside requirement.

Thereiscurrently no placeon the 4502 to report reservesand ther e are no accountsin
USASfor them. How will these bereported?

The information will be provided to ODE via EMIS through a data entry screen.

BUDGET RESERVE SET-ASIDE

23.

24,

25.

26.

27.

28.

We haveto havea 3% increasein our receiptsfrom the past year to the current year.
My increase rounds to 3%, but if carried out 2 placesit isunder 3%. Do | need to
place money in the set aside for thisyear?

No, you only need to meet the set-aside requirement when growth is 3% or more.

Consider “loss of equity funding” as a category that would allow spending of the
reserve.

This situation is covered in 3301-92-03-(E)(9) - loss of revenue.
It took until January 1998 for the FY 1997 enrollment amountsto befinalized. What
effectswill prior year adjustmentshavein calculating set-asides? Will wejust gowith

the actual cash received in afiscal year?

Prior year adjustments have no effect in calculating set-asides and yes, actua cash
received in the fiscal year will be used.

| understand that there will not be a mandated way to account for the set-asides, that
wecan keep it all intheregular general fund, or separate cash-control segmentsof the
general fund. Will AOS have a preferred method?

No, but you will need to be able to identify qualifying expenditures.
Keeping set-asides in separ ate cash-control segments of the general fund (with 9xxx
special cost center) seem the most logical accounting method to me. If this method is
used, what method will be preferred to put cash into these funds? At thispoint, State
softwar ewould only accomplish thisby way of a*fund tofund” transfer or by posting
aportion of somerevenuetotheset-asidefunds. | donot likethelatter, but therewas
some talk of not inflating revenues and expenditures with transfers.

If you use the transfer method, eliminate the transfers for reporting purposes.
How can interest earned on the budget reserve be spent?

There are no restrictions on the use of interest earned on the balance in the budget
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29.

30.

reserve. It would be distributed using state statutory guidelines or by following board
policy.

Consider thefollowing scenario: | put $157,000in thebudget reserveduring 1998 from
my BWC refund. Infiscal 19991 put 1% of thebaseintothereserve. Thisis$300,000
sothetotal at June 30, 1999, is $457,000. | calculate that the growth in revenueisnot
enough to require a set-aside for the budget reserve during fiscal 2000 but | also
calculate that 1% of the base is now $310,000. Must | add $10,000 to the reserve?

No, an additional contributionisnot required sincethe growth in revenuewas not enough
to trigger the requirement. Contributions will only be required when growth is 3% or
more until the 5% level is reached. Once the 5% level is reached, additional annual
contributions are required if necessary to maintain the set-aside at 5% of the prior year's
base revenues.

Clarify the calculation of the set-aside once the 5% level isreached. What isused to
calculate the 5% ?

Assume the 5% was reached as of June 30, 2005. (This means that as of June 30, 2005,
thedistrict’ s set-aside was 5% of the base calculated using fiscal 2004 receipts.) Infiscal
2006, the district would calculate 5% of the base using fiscal year 2005 receipts. If this
is greater than the amount set aside as of June 30, 2005, then an additional set-aside
during 2006 would be required.

MISCELLANEOUS

31.

32.

33.

What are the effects/consequences of noncompliance with H.B. 412 on a school
district’saudit report?

The reporting of non-compliance with H.B. 412 isno different than non-compliance with
any other important law or regulation. Depending on the nature and significance of any
non-compliance, it could result in findingsfor recovery/adjustment, reportable conditions
in internal control, report qualifications and/or management letter comments.

What will betheadditional coststodistrictsfor auditing compliancewith thenew H.B.
412 requirements?

The additiona audit costs will be nominal where a school district is familiar with the
requirements of H.B. 412, correctly computes the set-aside requirements, and can track
the specific expenditures charged against each set-aside. Audit costs, exposureto liability
and adverse audit reporting will increase in direct proportion to the lack of controls
instituted and attention paid to H.B. 412.

| need clarification on how to treat payments in lieu of taxes. My district has
approximately 30 arrangementslikethesewith companiestotaling about $350,000 per
year. Weplaceall of thesefundsin a permanent improvement fund (003). Do | count
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35.

36.

37.

these fundsfor determining the amount to base our set-asideson and can | count the
expenditures from this fund towar ds the capital set-aside provided the expenditures
qualify based upon the rules?

These funds will be counted as part of the base. Amounts received into the fund during
the year will reduce the amount of the required set-aside for permanent improvement
acquisition and maintenance.

If we purchase replacement computers from our general fund for classroom use, can
we count these expenditures against our textbook/instructional material set-aside as
well asour capital replacement set-aside? Or, isit an either/or situation?

It's an either/or situation.

Can you provideadefinition or link to adefinition of capital improvementsin 5705.01,
R.C.?

The definition in this section is:

Permanent improvement or improvement meansany property, asset, orimprovement with
an estimated life or usefulness of five years or more, including land and interests therein,
and reconstructions, enlargements, and extensions thereof having an estimated life or
usefulness of five years or more.

If we run simulations based on our FY 98 data to measure how we are currently
spending and budgeting against the new rules, will audit or can audit review those
duringour FY 98 audit to give usfeedback and to makerecommendationson so it can
work better for uswhen we play for keeps?

The regional senior deputy auditor can arrange such areview upon reguest.
How do we handle the set-asides at year-end for budgetary pur poses?

The set-asides for textbooks and capital acquisitions should be reported as part of the
district’s certificate of year-end balances. These dollars are available for appropriation
aslong asthey are spent for appropriate purposes. The set-aside for budget stabilization
should be treated like an encumbrance. It isnot availablefor appropriation without prior
approva from the Superintendent of Public Instruction. If the cash representing the set-
aside is reported as part of the certificate of year-end balances, it should be subtracted
from the balance to arrive at the amount carried forward that is available for
appropriation.

32



