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TO: ALL SCHOOL DISTRICT TREASURERS
ALL SCHOOL DISTRICT SUPERINTENDENTS
ALL IPAS

SUBJECT: AM. SUB. S.B. 345, 123rd General Assembly

Am. Sub. Senate Bill 345 was passed by the Ohio legislature to address certain school
district mandates (primarily H.B. 412 set-asides) and to establish additional proce-
dures for avoiding fiscal problems in school districts.  The amendments to the law are
summarized in the following paragraphs.  All revisions to the law are effective April
10, 2001 unless otherwise noted.

MANDATED SET-ASIDES

Section 3315.17. The calculation for the annual set-aside for textbooks and instruc-
tional materials has been changed effective July 1, 2001.  Under new law, the annual
set-aside for textbooks and instructional materials will be an amount that is equal to
three (3) percent of the formula amount for the preceding fiscal year multiplied by the
district's student population for the preceding fiscal year.

The formula amount is defined in Section 3317.02, R.C. as the base cost per pupil.  For
fiscal year 2000 the base cost per pupil was $4,052; for fiscal year 2001 it is $4, 294.
Student population is defined as the average, daily, full-time-equivalent number of
students in kindergarten through twelfth grade receiving any educational services
from the school district during the first full school week in October, excluding stu-
dents enrolled in adult education classes, but including all of the following:

• Adjacent or other district students enrolled in the district under an open
enrollment policy;

• Students receiving services in the district pursuant to a compact, cooperative
education agreement, or a contract, but who are entitled to attend school in
another district; 

• Students for whom tuition is payable.

The Ohio Department of Education will determine each district's student population
using data reported to it for the applicable fiscal year.  This information will be placed
on the Department's web site at www.ode.state.oh.us under "School Finance and
Accountability".

This section also allows the Auditor of State to designate a percentage other than three
percent for the textbook and instructional materials set-aside calculation.  No adjust-
ment to this percentage is anticipated at this time.

All offsets to the textbook and instructional materials set-aside previously established
in Section 3315.171, R.C. remain in place.

As a reminder, if the school district deposits (or spends) monies into the textbook and
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instructional material set-aside in excess of the required deposit for that year, the
board may deduct the excess amount of money from the required deposit in future fis-
cal years.

Section 3315.18. The calculation for the annual set-aside for capital and maintenance
has also been changed effective July 1, 2001.  As with textbooks and instructional
materials, the annual set-aside for capital and maintenance under the new law will be
an amount that is equal to three (3) percent of the formula amount for the preceding
fiscal year multiplied by the district's student population for the preceding fiscal year.

This section of the law also allows the Auditor of State to designate a percentage other
than three percent for the capital and maintenance set-aside calculation.  No adjust-
ment to this percentage is anticipated at this time.

All offsets to the capital and maintenance set-aside previously established in 3315.181,
R.C. remain in place.

Section 3315.19 .  While the law has revised the calculation for both the textbook and
instructional materials set-aside and the capital and maintenance set-aside, it also
allows for the district board to annually elect to set funds aside using either the old
formula (from previous law) or the new formula effective July 1, 2001.  If the district
board elects to use the old formula, then the board  must notify the Auditor of State
within ninety (90) days after the beginning of the fiscal year of its intent to comply
with the provisions of one or both former sections.  The district may use this election
for one or both of the set-asides.  Official action of the board's intent in the form of a
resolution is required.  If the district elects to comply with the new provisions of the
law only, no Auditor of State notification is required.

For purposes of "notification", the Auditor of State's office has determined that the dis-
trict board's resolution should be maintained on file in the district's records and be
available for audit.  No specific mailing to the Auditor of State’s office will be
required.

School districts are reminded that the current set-aside calculations as defined in OAC
3301-92-01 and 3301-92-02 remain in place for fiscal year 2001.  This calculation is
three percent of the district's general fund receipts in the prior year 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 the payment of tax or revenue anticipation notes. 

Section 3318.053.  A school district board may use the proceeds from the Classroom
Facilities tax described in division (B) or (C) of Section 3318.05, R.C. for infrastructure
improvements on and leading to the project sites that are not included in the basic
project cost.  The board may use proceeds of the tax in this manner only during the
three-year period following the execution of the agreement between the Classroom
Facilities Commission and the district.  The Auditor of State's Office has interpreted
this to mean that the amount the district may use (disburse or encumber) for this pur-
pose is limited to the amount the district anticipates receiving from the tax during the
three year period following the execution of the agreement.  If the board plans to use
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the tax proceeds in this manner, it must include that fact as part of the purpose of the
levy in the ballot language proposing it.

Proceeds from the tax levy during the three-year period should be posted to a special
cost center within Fund 034, Classroom Facilities Maintenance, or to the Debt Service
Fund if used to pay debt. 

Section 5705.29. The requirement for establishment of a budget reserve set-aside has
been deleted from law, along with the requirement to appropriate for this reserve.  A
school district may still establish reserve balance accounts consistent with Section
5705.13, R.C., if it so chooses; however, the requirement is no longer mandatory.  See
Auditor of State Bulletin 98-004 for additional information regarding these reserves.

The Ohio Department of Education has notified school districts that they are not
required to set aside funds in their budget reserve for fiscal year 2001, nor reflect addi-
tional budget reserve deposits for fiscal 2001 on their five-year forecast.  

According to S.B. 345, any money on hand in a school district's budget reserve set-
aside as of April 10, 2001, may at the discretion of the board be returned to the dis-
trict's general fund or may be left in the account and used by the board to offset any
budget deficit the district may experience in future fiscal years.  The statute also
authorizes the school district to use all or part of the funds formerly included in the
budget reserve for the purpose of providing the district's portion of the basic project
costs of any project undertaken in accordance with Chapter 3318, R.C., Classroom
Facilities.

Senate Bill 345 places special conditions on any Bureau of Workers' Compensation
(BWC) monies remaining in the budget reserve set aside as of April 10, 2001.  Any
portion of the budget reserve set-aside consisting of refunds or rebates from BWC that
were previously required by law to be deposited into the budget reserve may be used
solely for the following purposes: 

• To offset a budget deficit;
• For school facility construction, renovation or repair; 
• For textbooks or instructional materials, including science equipment or
laboratories;
• For the purchase of school buses; or
• For professional development of teachers.

BWC refunds or rebates received after April 10, 2001 are not required to be deposited
into the school district's budget reserve.

For purposes of this bulletin, money in the budget reserve is classified in two cate-
gories: (1) BWC refunds/rebates and (2) the balance of the reserve which does not rep-
resent BWC rebates, or "other".  

Monies in the budget reserve which represent BWC refunds and rebates may be: (1)
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left where they are and used directly for one or more of the listed purposes; (2) trans-
ferred in total or in part to a special cost center within Fund 010, Classroom Facilities;
or (3) returned (transferred out of the special cost center) to the general fund and used
for one or more of the listed purposes.  If the third option is chosen, the school district
must be able to demonstrate compliance with the restrictions of Senate Bill 345.

The balance of the budget reserve which does not represent BWC rebates ("other" bud-
get reserve monies) may be used as follows: (1) left where it currently resides and
used to offset any future budget deficit; (2) transferred in total or in part to a special
cost center within Fund 010, Classroom Facilities; or (3) returned (transferred out of
the special cost center) to the general fund and used at the discretion of the school dis-
trict board.   

Any actions taken by the school district board relating to the budget reserve should be
documented by appropriate board resolution(s). 

FISCAL PROBLEMS FOR SCHOOL DISTRICTS

The legislature modified Chapter 3316, R.C., to amend triggers for fiscal watch and
fiscal emergency, created a new, third level called fiscal caution, and provided more
enforcement authority regarding entities in these designations.

Section 3316.031. Under this section, a new category of fiscal distress called "fiscal
caution" was created.  The Ohio Department of Education, in consultation with the
Auditor of State, has developed guidelines for identifying fiscal practices and bud-
getary conditions which, if uncorrected, could result in a future declaration of fiscal
watch or fiscal emergency.  These guidelines were distributed to all school district
treasurers and superintendents by the Department in April and will be used as a basis
for determining fiscal caution for school districts.  These guidelines will also be pro-
vided on the Department's web site at www.ode.state.oh.us  

Triggers for fiscal caution include the following:

• If the Department of Education determines, from review of a school district's
five-year forecast, that a district is engaging in any of those practices or that
any of those conditions exist within the district, then ODE may declare the
district to be under fiscal caution

• If the Auditor of State finds that a district is engaging in any of those practices
or that any of those conditions exist within the district, the Auditor of State
shall report that finding to the Department of Education and ODE may declare
the district to be under fiscal caution.

• If the district has a certified operating deficit for the current fiscal year
between two (2) and eight (8) percent of the school district's general fund
revenue for the preceding fiscal year, the electors in the district have not
passed a levy that will raise enough additional revenue in the next succeeding
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fiscal year to eliminate the deficit, and the Auditor of State has not placed the
district in fiscal watch, then the Department of Education will declare a district
to be under fiscal caution.

Section 3316.031 (B) requires the Department of Education to consult with the school
district board before declaring a district to be under fiscal caution.  According to
guidelines issued by the Department of Education, the board will receive a written
notice of the State Superintendent's intent to place the district in fiscal caution at least
ten (10) business days prior to the effective date of the declaration.  This notice shall
include, but not be limited to, an explanation of the circumstances that led to the deci-
sion and any steps the school district could take to avoid the declaration.

Upon being placed under fiscal caution, the Department of Education will promptly
notify the district board of that declaration and will request the board to provide writ-
ten proposals for discontinuing or correcting the fiscal practices or budgetary condi-
tions that prompted the declaration and for preventing the district from experiencing
further fiscal difficulties that could potentially lead to fiscal watch or fiscal emergency.

The law allows for the Department of Education to visit and inspect any district that is
declared to be under fiscal caution, provide technical assistance to the district board in
implementing proposals to eliminate the conditions that prompted the declaration of
fiscal caution, and make recommendations concerning the board's proposals.

If a district declared under fiscal caution does not make reasonable proposals or take
action to correct the conditions that prompted the declaration of fiscal caution, and if
the State Superintendent considers it necessary to prevent further fiscal decline, the
State Superintendent may determine and recommend to the Auditor of State that the
district be placed in fiscal watch.

Section 3316.03(A) .  The triggers for declaration of fiscal watch have been revised
under Senate Bill 345.  Following are the conditions under which school district may
qualify for fiscal watch status:

• If the school district has a certified operating deficit for the current fiscal year
which exceeds eight (8) percent of the school district's general fund revenue
for the preceding fiscal year, and a majority of the electors in the district have
not passed a levy that will raise enough additional revenue in the next
succeeding fiscal year to eliminate the deficit, the Auditor of State will declare
the district to be under fiscal watch.

• If the Auditor of State determines that a fiscal emergency school district has
restructured its debt under division (A)(4) of Section 3316.06, R.C., and the
district's financial  planning and supervision commission has been terminated,
then the district will remain in fiscal watch until such restructured debt is
completely paid off.

• If a district has been declared by the Department of Education to be under
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fiscal caution and the district has not acted reasonably to correct the conditions
that prompted the declaration, and the State Superintendent determines
declaration of fiscal watch is necessary to prevent further fiscal decline, the
Auditor of State will declare a district to be under fiscal watch.

• If the school district has a certified operating deficit for the current fiscal year
between two (2) and eight (8) percent of the school district's general fund
revenue for the preceding fiscal year, a majority of the electors in the district
have not passed a levy that will raise enough additional revenue in the next
succeeding fiscal year to eliminate the deficit, and the Auditor of State
determines that there is no reasonable cause for the deficit or that the
declaration of fiscal watch is necessary to prevent further fiscal decline in the
district, then the Auditor of State may declare the district to be under fiscal
watch. 

Section 3316.03 (B). The triggers for fiscal emergency have also been revised with the
new law.  Following are the conditions under which school district may qualify for fis-
cal emergency status:

• If the school district has a certified operating deficit for the current fiscal year
which exceeds fifteen (15) percent of the school district's general fund revenue
for the preceding fiscal year, and a majority of the electors in the district have
not passed a levy that will raise enough additional revenue in the next
succeeding fiscal year to eliminate the deficit, the Auditor of State will declare
the district to be under fiscal emergency. 

• If a school district declared to be under fiscal watch fails to submit a recovery
plan that is acceptable to the State Superintendent of Public Instruction within
one hundred and twenty days of the date of fiscal watch declaration, or an
updated plan when one is required annually, then the Auditor of State will
declare a district to be in fiscal emergency.

• If a district in fiscal watch is not materially complying with the provisions of
an original or updated recovery plan and the State Superintendent has
determined that declaration of fiscal emergency is necessary to prevent further
fiscal decline, then the Auditor of Sate  will declare the district to be in fiscal
emergency.

• If a school district in fiscal watch has restructured debt under Section 3316.041,
R.C., and the district further experiences an operating deficit, fails to
satisfactorily comply with the terms of the recovery plan, or fails to submit an
acceptable updated plan when required, then the Auditor of State will declare
the district to be in fiscal emergency.

• If the school district has a certified operating deficit for the current fiscal year
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between ten (10) and fifteen (15) percent of the school district's general fund
revenue for the preceding fiscal year, a majority of the electors in the district
have not passed a levy that will raise enough additional revenue in the next
succeeding fiscal year to eliminate the deficit, and the Auditor of State
determines that the declaration of fiscal emergency is necessary to correct the
district's fiscal problems and to prevent further fiscal decline, then the Auditor
of State may declare the district to be under fiscal emergency.

Section 3316.042. This section of the Revised Code has been amended to allow the
Auditor of State to conduct a performance audit of a school district that is under fiscal
caution, fiscal watch or fiscal emergency, in which the Auditor of State reviews any
programs or areas of operation in which the Auditor believes that greater operational
efficiencies or enhanced program results can be achieved.  Further, the Auditor of
State will conduct a performance audit of a district under fiscal caution, fiscal watch
or fiscal emergency if requested by the State Superintendent of Public Instruction.
The cost of performance audits conducted under this section will be paid by the
Department of Education.

Section 3316.06. School districts in fiscal emergency must prepare, and the financial
planning and supervisory commission must adopt, a financial recovery plan regarding
the school district for which the commission was created.  This section of the Revised
Code was amended to require that each school district financial planning and supervi-
sion commission to submit the financial recovery plan it adopts or updates to the State
Superintendent of Public Instruction for approval immediately following its adoption
or updating and provides a time line for her approval or modification as required.  No
financial planning and supervision commission shall implement a financial recovery
plan after April 10, 2001 unless the plan has been approved by the State
Superintendent.

Section 3316.061. If a school district's financial planning and supervision commission
fails to submit an acceptable recovery plan or if the Department of Education and the
Office of Budget and Management (OBM) find that the commission is not materially
complying with the provisions of the financial recovery plan, the State Superintendent
and the Director of OBM may jointly dissolve the commission and jointly appoint an
individual to act as the fiscal arbitrator of the district.  The financial planning and
supervision commission will cease to exist and the fiscal arbitrator will have all of the
rights, powers, and duties given to the commission that the arbitrator succeeds.  The
Department of Education will issue guidelines establishing the criteria that the State
Superintendent will use in selecting qualified fiscal arbitrators.

Section 3316.20. The purpose of the solvency assistance fund was modified to pro-
vide assistance and grants to school districts to enable them to remain solvent and to
pay unforeseeable expenses of a temporary or emergency nature that they are unable
to pay from existing resources.  Two different accounts were created within the sol-
vency assistance fund as follows:

Shared Resource Account - The money in this account is to be used solely for solvency
assistance to school districts that have been declared under division (B)(1) or (5) of
Section 3316.03, R.C., to be in a state of fiscal emergency because of a certified operat-
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ing deficit exceeding ten (10) per cent.  These funds will be repaid by the school dis-
trict no later than the end of the second fiscal year following the fiscal year in which
the solvency assistance payment was made.

Catastrophic Expenditures Account - The money in this account is to be used solely
for the 
following:

• Solvency assistance to school districts that have been declared under division
(B)(1) or (5) of Section 3316.03, R.C. , to be in fiscal emergency because of a
certified operating deficit exceeding ten (10) per cent in the event all money in
the shared resource account is used up; and

• Grants to school districts that suffer an unforeseen catastrophic event that
severely depletes the district's financial resources. 

Funds disbursed from the catastrophic expenditures account for solvency assistance
shall be repaid by the school district no later than the end of the second fiscal year fol-
lowing the fiscal year in which the solvency assistance payment was made.  A school
district will not be required to repay any grant awarded to the district under the cata-
strophic expenditures account unless the district receives money from a third party
specifically for the purpose of compensating the district for expenses incurred as a
result of the unforeseen catastrophic event. 

A list of questions and answers relating to S.B. 345 follows.  Additional questions
regarding this bulletin should be directed to the Local Government Services Division
at 1-800-345-2519 or to the Accounting & Auditing Support Division of the Auditor of
State's Office at 1-800-282-0370.

QUESTIONS & ANSWERS

1. Under the new base formula for calculating the textbook set-aside
and/or the capital set-aside, does the “base cost per pupil” include
the “cost of doing business factor”?
No.  The formula amount as defined under Section 3317.02, R.C. is the
base cost per pupil and does not include the “cost of doing business
factor”.  For fiscal year 2000, this amount was $4,052 and for fiscal year
2001 the amount is $4,294.

2. If BWC refund monies in the budget reserve are used for the
purchase of textbooks, will this expenditure count toward the 3%
annual expenditure requirement under the textbook and
instructional materials set-aside?
Yes. 
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3. Similarly, if the BWC refund monies in the budget reserve are used
for school facility construction, renovation or repair, will this
expenditure count toward the 3% annual expenditure requirement
under the capital and maintenance set-aside? 
Yes.

4. While not required to by law, a school district wishes to maintain a
budget reserve and add to it any BWC rebate monies received in
current or future years.
A. Does the district have to close out their old budget reserve

account if they plan to maintain a reserve?  

No; however, the board must reauthorize via resolution the
existence of the budget reserve consistent with Section 5705.13, R.C.

B.  Must the district put the 2001 BWC rebate monies in a separate
fund or can they put this with the existing budget reserve funds?

If the district board has reauthorized the existence of a budget
reserve under Section 5705.13, the 2001 BWC rebate monies may be
added to the reserve as long as the district complies with
parameters established under Section 5705.13.  (i.e., amount
reserved cannot exceed 5% of the general fund's revenue for the
preceding fiscal year).  The board should authorize the increase in
the budget reserve by resolution.

5. If a school district does not have a "matching" requirement,  but
wants to put their budget reserve monies (non-BWC refund) in fund
010, Classroom Facilities, can they do this?

No, fund 010 is only for Classroom Facilities projects under Chapter
3318, R.C.  

6. Can a school district transfer funds directly from their budget
reserve to the permanent improvement fund?

No, transferring funds directly from the budget reserve to the
permanent improvement fund requires a court order.  If the school
district wishes to close out their budget reserve, they should return the
monies to the general fund (transfer out of the special cost center), then
transfer monies to the permanent improvement fund.  The return of
monies to the general fund is provided for in S.B. 345. 
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