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Introduction
Financing Ohio’s Future: Human Services in Tough Times is a resource to help social service
advocates and others across the state understand human service budget issues and make their
voices heard in the state budget process during the spring of 2013. Over the coming months,
policymakers will make decisions that will set priorities and shape the future of the state.
Readers of this document will gain a basic grasp of the funding and key policy issues in
programs such as Medicaid, adult corrections, education, and important social service systems.
The financing of human service programs is often complicated. Federal, state, and local
resources interact to fund health, social services, and educational programs, with complex
variations in how they fit together.
The complexity of funding is amplified by decentralized administration. Ohio relies heavily on
local authorities to administer and coordinate services. Most Ohioans are familiar with their
local school district structure, but human services are also administered by county job and
family service departments and children’s service agencies; local boards for alcohol, drug
addiction, and mental health; county boards of developmental disabilities; and PASSPORT
agencies for long-term care, just to name some examples. A large part of the Medicaid program
is effectively regionalized as well, with managed care organizations competing for contracts in
different parts of the state and assuming greater roles in care coordination.
With so many different systems it is easy to work in silos and forget the connections between
human service systems and how all of these systems fit together. This budget primer hopes to
overcome some of this tendency by focusing on the largest programs supported through the
state General Revenue Fund. We will update the Budget Highlights section as the budget bill
moves through the legislative process. Its first stop will be in the House Finance and
Appropriations Committee. Advocates will have five months to make their voices heard in the
process and to marshal their facts and arguments to obtain the best possible outcomes for
human services. This primer will help them on the journey.
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Highlights
•

Growth of Poverty. The state’s official poverty rate, which understates the resources
that families really need to make ends meet, was 16.4 percent in 2011, having grown
from 10.6 percent in 2000. During that time, median household income declined by 14
percent in real terms. By 2011, almost one-fourth of Ohio’s children were living in
poverty, up from one in seven in 2000.

•

Cash Assistance. The Ohio Works First program provides cash assistance to needy
families with children with incomes below 50 of the federal poverty level (FPL).
Families are limited to three years of assistance. Caseloads have fallen dramatically
since early 2011 as County Job and Family Service departments have increased their use
of sanctions to bring their caseloads into compliance with federal work requirements.
About 62 percent of the cases are now “child only” situations in which the child is not
living with his or her parents. The amount of resources available to counties for
employment and work supports has been slashed in recent budgets.

•

Medicaid. The Medicaid program provides services to 2.2 million elderly, children, and
disabled individuals. Parents are eligible if their income is below 90 percent of the
federal poverty line. Elderly and disabled individuals comprise about 20 percent of the
total recipients but account for two-thirds of spending. Ohio has the opportunity to
provide coverage for an additional 450,000 individuals, mostly childless adults with
incomes below 138 percent of the federal poverty line, through the expansion of
Medicaid under the Affordable Care Act. The federal government will pay 100 percent
of the costs for newly eligible individuals for the first three years, declining to 90 percent
by 2020.

•

Mental Health. Over 360,000 people receive services through a community mental
health system administered by 50 local boards. Over time, the state has closed mental
health hospitals, but the resources to treat and support individuals in the community
have been inadequate. The state now pays for Medicaid match (“Medicaid elevation”),
but about 40 percent of individuals needing services are not Medicaid eligible. Local
levies support a substantial amount of the costs of treatment for the uninsured and for
supportive services for all clients, such as housing and employment. The state is
encouraging providers to adopt a “health home” model with a team-based,
comprehensive approach to services that is supported with a 90 percent federal
Medicaid match.

•

K-12 Education. Nearly 1.9 million children attend public primary and secondary
education schools. The state operated with a temporary school funding formula during
the FY 2012-2013 biennium. Districts with high reliance on revenues from the former
Tangible Personal Property Tax received large cuts because of changes to
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reimbursement formulas. The number of available Educational Choice Scholarships
(vouchers) increased from 16,000 to 60,000 in the FY 2012-2013 budget. A new third
grade reading guarantee may result in more children repeating third grade if they do
not achieve a satisfactory result on the state exam.
•

Higher Education. Enrollment has grown by over 78,000 over the last 12 years at fouryear universities and community colleges. Over 500,000 students now attend Ohio’s
higher education institutions. The state share of instruction (SSI), which is the main
source of funding, has been flat-funded. State support for need-based financial aid has
plummeted and is now less than half of its previous level. Students, especially at fouryear institutions, face larger debt loads if they want to complete college.

•

Adult Corrections. The legislature enacted major reforms to criminal sentencing laws
and made reforms to make it easier for ex-offenders to obtain employment after release.
Together, these reforms aim to divert first-time, non-violent offenders away from state
prison and reduce recidivism. The FY 2012-2013 budget allowed for the privatization of
up to six prisons, but only one was sold.

•

Revenue Sharing. The FY 2012-2013 budget was balanced in large part through a
fundamental restructuring in state revenue sharing with local taxing authorities,
including human service levies. These changes reduced state revenue sharing for losses
to local property tax levies and for the local government fund by $1.4 billion in FY 2013
when compared to the FY 2011 level. The elimination of the estate tax will further
decrease revenue available to townships and cities.

•

Taxation. The state has completed a major tax overhaul that began in 2005. Income tax
rates are now at their lowest levels since the early 1980s. The overall effect has been to
lower GRF revenue by several billion dollars annually. GRF revenue will be further
reduced in future years by an Ohio Supreme Court decision in December, 2012, that held
that $140 million in revenue from the Commercial Activity Tax must be used for
highway purposes under the Ohio constitution. Despite large reductions in GRF
revenue, policymakers continue to add new tax breaks and exemptions without
properly evaluating their effects.
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FY 2014-2015 Budget Highlights:
Implications of the Executive Budget Proposal

On February 4, 2013, Governor John Kasich introduced his FY 2014-2015 Executive Budget.
Several major policy changes are included in this budget, including an expansion of Medicaid
as laid out in the federal Affordable Care Act; a new K-12 school funding formula; two new
health and human service related state agencies; and significant tax changes, including cuts to
the income tax, and broadening of the sales tax base to include services, cuts and a severance tax
increase on oil and gas drilling. This overview highlights these and other major budget
initiatives as they appear in the Executive Budget. This section of the budget primer will be
updated periodically to provide an overview of major policy and funding changes in this
budget proposal as it moves through the General Assembly in the first half of 2013.
•

Medicaid Expansion. Governor Kasich proposes to expand Medicaid for all adults up to
138 percent of the federal poverty level as laid out in the Affordable Care Act. The federal
government will cover 100 percent of the cost for these newly eligible individuals for three
years, gradually decreasing to 90 percent by 2020. Over the biennium, the state estimates
that 366,000 Ohioans will be newly eligible, while 91,000 individuals currently enrolled in
Medicaid will transfer off into the health insurance exchange, for a net increase of 275,000
individuals eligible for Medicaid. In addition to the expansion, starting in FY 2014, the
program will be managed by a stand-alone cabinet level agency, the new Department of
Medicaid.

•

Tax Changes. The budget proposes to make the second sweeping change in the state’s tax
structure in the last decade. Income tax rates will be cut by 20 percent across the board over
three years. Taxpayers with business partnership income will be allowed a 50 percent
deduction up to $375,000. The sales tax base will be broadened to include all services except
education, rent, adult and child care services, and health care, and the state sales tax rate
will be lowered from 5.5 to 5.0 percent. County add-on sales tax rates would be adjusted
temporarily to limit the extent of revenue gains. Severance taxes will be increased on new
oil and gas wells that use horizontal drilling. The net effect of these changes is to lower GRF
revenue by $1.4 billion over three years.

•

Mental Health and Addiction Services. The budget merges the Department of Mental
Health and the Department of Alcohol and Drug Addiction Services into one agency, the
Department of Mental Health and Addiction Services (MHAS). These services are merged
into one agency in most of the local board areas in Ohio. The administrative savings from
the merger, $1.5 million, have been directed to fund Community Innovations services. The
combined GRF total for this agency is only slightly increased. Medicaid expansion will
allow more resources to be directed to supportive community services. The state estimates

Third Edition, February 13, 2013

5

Financing Ohio’s Future

The Center for Community Solutions

that $70 million, annually, can be redirected. The department will continue to move
individuals with mental illness who have been improperly placed in nursing homes into
community settings.
•

K-12 Education. The new school funding formula for kindergarten through 12th grade
offers a base level of funding for every school district. All school districts are required to
levy a minimum property tax of 20 mills. 1 The new formula is designed so that every school
district that levies 20 mills generates the same amount as a district with a $250,000 per pupil
property tax base. Only 4 percent of the school districts in Ohio have a $250,000 per pupil
property tax base, so for the remaining 96 percent of districts, state funding will make up
the difference. The total GRF amount for primary and secondary education in 2014 is $6.9
billion (a 5.4 percent increase from 2013) and in 2015 is $7.1 billion (a 2.7 percent increase
from 2014).

•

Higher Education. Overall GRF funding levels for Board of Regents programs increase
only slightly, but the state share of instruction formula will undergo radical changes for
both four-year institutions and community colleges. The new four-year formula will use
degree completion, course completion, and funding for graduate and professional
programs. The new community college formula will be based on a mix of enrollment,
degree and course completion, and other measures of student achievement. The formulas
will contain adjustments for at-risk students. Need-based financial aid remains well below
pre-recession levels. Tuition increases will be capped at 2 percent per year.

•

Medicaid Home- and Community-based Services. The budget will authorize the state to
pursue the Balanced Incentive Program, which will improve the “front door” for home- and
community-based long-term care services and qualify the state for an enhanced 2 percent
federal matching rate for these services. Targeted provider rate increases will take place for
aide and nursing services, the adult day program in PASSPORT, and assisted living. The
Ohio Department of Health will develop a certification program for home care workers in
conjunction with other departments.

•

Cash Assistance. Ohio Works First caseloads are expected to fall somewhat from their
current levels then stabilize at about 136,000. The budget makes available nearly $33 million
for employment services and another $35 million for a summer youth program each year.
The early childhood allocation increases by $26 million in the first year by an additional $20
million in the second year.
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The State Economy and Finances: Coming out of the Great Recession
The recession, which officially began nationwide in December, 2007, has been devastating to
Ohio workers. The state lost over 400,000 jobs in 2008 and 2009, and as of early 2013 had only
gained about half of them back. As shown in Figure 1, Ohio’s labor market never recovered
from the previous recession of 2001 – 2003. The current employment level is about 5.2 million,
which is still over 400,000 jobs, or 7 percent below the level reached in 2000. The rate of
employment growth has a profound influence on the need for human service programs and the
ability of the state to collect taxes to finance public services.
Figure 1. Ohio Employment on a Slow Uptick after the Recession

Payroll Employees (in thousands)

5,700
5,600
5,500
5,400
5,300
5,200
5,100
5,000
4,900
4,800

Source: U.S. Bureau of Labor Statistics; The Center for Community Solutions.
Note: Data are seasonally adjusted, Non-farm payroll employees.

Slow economic growth is not the only constraint on state finances. Tax cuts that started in 2005
played a key role as well, lowering General Revenue Fund (GRF) revenues by well over $2
billion each year. These changes took years to complete, but over time the income tax was cut
by 21 percent and the Corporate Franchise Tax was eliminated for non-financial corporations.
A local tax on business tangible personal property was phased out. By design, the Commercial
Activity Tax (CAT), which replaced both of these business taxes, fell well short of fully
replacing their lost revenue. The cigarette tax and sales tax were raised, but revenue from the
latter tax is falling over time as more people quit smoking.
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Receipts to the GRF, the largest state fund that supports most major programs, did not grow at
all between fiscal years 2006 and 2008, even as the economy grew (Figure 2). The combined
impact of tax law changes and the recession led to a 16.5 percent reduction in GRF taxes
between FY 2008 and FY 2010. In FY 2011, tax receipts grew by 9 percent, and in FY 2012, they
increased by another 7 percent. Tax revenues were boosted by reductions in revenue sharing
with local governments, particularly in the FY 2012-2013 biennium. If it were not for changes in
revenue sharing arrangements, GRF tax receipts would still be below their pre-recession levels.
Figure 2. Total State GRF Tax Receipts are Beginning to Reach Pre-recessionary Levels

$20,000
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Millions $

$18,000
$17,000
$16,000
$15,000
$14,000
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Source: Ohio Office of Budget and Management

Human Services Are Vital as the Economy Recovers

As the economy slowly recovers from the Great Recession, human service programs remain
vital supports for thousands of Ohio families. The official poverty rate, which understates the
resources that families need to make ends meet, was 16.4 percent in 2011, having grown from
10.6 percent in 2000. During that, time median household income declined by 14 percent in real
terms. By 2011, almost one-fourth of Ohio’s children were living in poverty, up from one in
seven in 2000. 2
The increased need for assistance is reflected in strains on many benefit programs, most notably
in the growth of the Supplemental Nutrition Assistance Program (SNAP, formerly food
stamps), and in Medicaid. Today approximately 1.7 million Ohioans receive SNAP benefits,
which are paid for entirely by the federal government. Before the recession the number of
recipients averaged 1.1 million. The growth in food stamp usage has been especially high in
rural and suburban counties. The number of recipients in nonurban counties has increased 71
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percent over the last five years, including 22 rural and suburban counties that had double the
amount of recipients over that time. 3
Medicaid provides health insurance to low-income families, the disabled, and the elderly. As
people lose their jobs or have their work hours reduced, they often lose private health insurance
coverage and become eligible for Medicaid. 4 The state pays approximately 37 percent of the
costs of the program, and even less for children. Enrollment in the program has grown from 1.8
million in FY 2008 to 2.3 million in FY 2013, driven mostly by economic conditions. Today the
program covers over one in six Ohioans. In the wake of federal health care reform, the state has
an opportunity to extend coverage to approximately 500,000 childless adults under the age of
65, with the costs for newly eligible individuals borne almost entirely by the federal government
through 2020. The Medicaid program and the opportunity for expansion is discussed in greater
detail below.
A different story is unfolding in the state’s program for income assistance for needy families
with children. After declining for years in the wake of federal welfare reform, cash assistance
caseloads rose by 33 percent from 2007 through 2010. Starting in early 2011, however, caseloads
began a precipitous decline, caused not by a recovering economy but by the state’s need to have
its adult recipients meet federal work requirements. Failure to meet the requirements would
have led to a $135 million reduction in the federal TANF block grant to the state. Failure to
meet the needs of Ohio’s poorest families, however, will have devastating consequences for
their health and well-being. (The TANF program is discussed in greater detail starting on page
13.)

An Overview of the General Revenue Fund
The General Revenue Fund is the largest part of Ohio’s state budget, and it operates under the
least restrictions on how it can be used. GRF spending supports education, human services,
general government, and property tax relief programs. Primary sources of revenue in the GRF
are state taxes and federal reimbursement for Medicaid expenditures. Some federal Recovery
Act funds also were included in FY 2010-2011. Smaller revenue sources include earnings on
investments made by the state and transfers from special accounts including unclaimed
financial accounts held in trust by the state. Altogether, GRF spending totaled about $26.9
billion in FY 2012. State taxes supported about $19 billion of this amount.
State income and sales taxes (including auto sales) are the two largest state sources of GRF tax
revenue. Together, they comprised 87 percent of state tax revenue in FY 2012, and 62 percent of
total GRF revenue if federal Medicaid reimbursement is included. (Figure 3). Most of the
remaining tax revenue comes from the Commercial Activity Tax, public utility excise taxes,
kilowatt-hour excise taxes, cigarette and alcoholic beverage taxes (“sin” taxes), and insurance
taxes. A new bank tax will replace the Corporate Franchise Tax and taxes on dealers in
intangibles (i.e., taxes on securities trading) in 2014. The estate tax, which provided 20 percent
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of its proceeds to the state and 80 to local governments, ended in 2013. (For more information
on how major Ohio taxes work, consult Appendix A.)
Figure 3. GRF Revenues, FY 2012

Federal Medicaid
Auto Sales and Use
Tax

27.7%

4.0%

Insurance Taxes

1.7%

Non-AutoSales and
Use Tax 26.4%

Sin Taxes
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Other Taxes

4.1%

Other Revenues

0.9%

Personal Income
Tax

31.7%

Source: OBM Monthly Report, July 2012.

Some non-tax revenues are also routinely placed in the GRF. Federal Medicaid reimbursement
funds are the largest example. Ohio’s practice of placing federal reimbursements in its general
fund is unusual, but this action increases the overall size of the GRF and enables the state to
borrow more money for debt-financed capital projects.
In times of financial emergency, the legislature can authorize the use of the state’s Rainy Day
Fund, a step it took at the end of FY 2009. The Rainy Day Fund was empty for two years until
the end of FY 2011, when $247 million was added. Another $235 million was added at the end
of FY 2012. The fund remains well below 5 percent of annual GRF revenues (or about $1.3
billion), the recommended level established by law.
In FY 2012, Ohio spent $26.4 billion in GRF, broken down into $19.2 billion in state share dollars
and $7.2 billion in federal Medicaid reimbursements. Medicaid, Primary and Secondary
Education, Higher Education, and Adult Corrections are the largest programs. The state also
spends $1.6 billion each year for local property tax rollback and programs (12.5 percent for
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rollback for homeowners, and an additional “homestead” credit for seniors). Local property tax
levies play a key role in supporting K-12 education, as well as services such as child protection,
developmental disabilities, and mental health. The “other” slice of the pie chart includes
general functions of government such as economic development, and debt service for
construction of state buildings and educational facilities. Debt service levels have been
abnormally low in recent years because of low interest rates and efforts to refinance existing
debt.
Figure 4. FY 2012 Federal and State GRF Funding for Key Programs
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Human Services

7%
Property Tax
Rollbacks

7%
Higher
Education

8%

Other

3%
Criminal Justice

7%

Primary and
Secondary
Education

24%

Source: OBM Monthly Budget Review (July 2012)

The state’s transportation budget is largely financed by federal grants and the state gas tax.
These expenditures are appropriated in a separate budget bill and are not part of the GRF.
In addition to what it spends on programs and services, the state shares a portion of GRF tax
revenues with local governments and libraries. Revenue sharing with local government has
been a mainstay of Ohio tax policy for decades. These amounts are determined by a formula.
For much of the past decade, state budgets froze local government distributions at levels below
what the formula would allocate. A new formula went into effect in January, 2008, under which
the Local Government Fund (LGF) receives 3.68 percent of all state GRF tax receipts and the
Public Library Fund (PLF) receives 2.22 percent. This formula functioned only briefly,
however, as both funds have been cut significantly in the last few years to boost GRF receipts.
The FY 2012-2013 budget plan called for a 25 percent reduction in the LGF in the first year, and
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50 percent in the second year. The PLF was reduced 5 percent each year following reductions
that had already occurred in the previous budget biennium.
The GRF also received a large boost in FY 2012-2013 from changes to the state’s reimbursement
policies for the phase-out of local taxes on business tangible personal property and public utility
property. Formerly, local tax levies for schools, human services (e.g., developmental disability,
mental health, senior services), libraries, and other local taxing districts collected revenue from
assessments on tangible property in addition to real estate. The Tangible Personal Property Tax
provided $1.6 billion to these taxing districts in 2005. The tax was phased out after 2009. To
temporarily soften the blow to local budgets, however, the state provided a gradually declining
reimbursement by using revenue from the Commercial Activity Tax (CAT). A similar
arrangement was already in place since 2000 that used kilowatt-hour taxes to cushion the
impact of the elimination of taxes on public utilities. Accelerating the phase-out of the
reimbursements for both of these taxes meant that more tax revenues could be directed to the
state GRF, but at the expense of local services.
Table 1 shows the combined impact of the reductions in state revenue sharing through the Local
Government Fund, Public Library Fund, and for the reimbursements for the Tangible Personal
Property Tax (TPPT) and utility property tax. Measured against FY 2011 levels, the GRF was
expected to gain $811 million in FY 2012 and over $1.4 billion in FY 2013.
Table 1. Expected Reductions in State Revenue Sharing and Reimbursements for Repealed Business Property
Taxes, FY 2012-2013 (in millions)

FY 2011

FY 2012

FY 2013

Change
FY 2011-2013

School Levies

TPPT $1,040.0
$722.0
$475.0
-$565.0 -54.3%
Utility
$74.3
$34.0
$30.0
-$44.3.0 -59.6%
Other Local Tax Levies
TPPT
$482.0
$291.0
$181.0
-$301.0 -62.4%
Utility
$81.0
$16.0
$11.0
-$70.0 -86.4%
Local Government Fund
$694.0
$577.0
$348.0
-$346.0 -49.9%
Public Library Fund
$368.0
$354.0
$345.0
-$23.0
-6.3%
MCF (Natural Gas Excise)
$66.0
0
0
-$66.0 -100.0%
Total to Local Governments
$2,805.3 $1,994.0 $1,390.0
Reduction Y/Y
-$811.3
-$604.0 -$1,415.3 -50.5%
Source: LSC Greenbook, Department of Taxation; Highlights of Enacted Budget; and Comparison Document,
H.B. 153/129th G.A.

The reductions in reimbursement for business tangible and utility property taxes had an impact
on county health and human service levies. On a calendar year basis, reimbursements were
$230 million lower in 2010 than in 2013 across all types of human service levies. For example,
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reimbursements for mental health and developmental disabilities levies were cut by a combined
$93 million over this period.
The FY 2012-2013 budget bill also included authorization for the state to create a new, semiprivate development organization, JobsOhio, that would take over many of the industrial
recruitment and site selection functions of the Department of Development. The bill also
authorized the lease of the state’s liquor enterprise to JobsOhio in order to provide a long-term
funding stream that would not require state appropriations. This transfer has been held up in
court over constitutional issues. If the lease goes forward, the state expects to receive a onetime, upfront payment of $500 million but will lose the ability to make an annual transfer of
liquor profits to the GRF that in recent years has been well over $100 million, as well as the
ability to issue bonds for other programs, such as Clean Ohio (environmental remediation at
contaminated sites).

Key Spending Areas: Funding Human Service Programs
The TANF Budget

Under federal welfare reform, the federal government provides a block grant to the states to
fund TANF programs. States are required to provide annual funding amounts to meet a
“maintenance of effort” (MOE) level. Regular federal TANF funds to Ohio are about $730
million per year, and the state MOE is about $390 million, so that the annual TANF budget is
generally between $1.1 and $1.3 billion. The federal Recovery Act provided some temporary,
emergency funding between 2009 and 2011, which was used for cash assistance and for a
summer youth jobs program. The state meets part of the MOE requirement by counting GRF
funds used for child care services. Also included in MOE are donations to food banks and child
support payments intended for TANF recipients.
States have considerable discretion in managing and designing their TANF programs, as long
as they meet one of the four purposes of TANF. These purposes are:
•
•
•
•

assisting needy families so that children can be cared for in their own homes;
reducing the dependency of needy parents by promoting job preparation, work, and
marriage;
preventing out-of-wedlock pregnancies; and
encouraging the formation and maintenance of two-parent families. 5

Ohio’s cash assistance program, Ohio Works First (OWF), is administered by County Job and
Family Service departments. The state sets the income eligibility limit for OWF at a very low
level, just 50 percent of the poverty line. Only families with children are eligible. Most cases are
“child only” in which the child is living with a grandparent or other relative. The monthly
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benefit level for a family of three is $458, not enough to raise them above the federal poverty
line.
Cash assistance is not the only purpose for which TANF funds are used. Federal welfare
reform laws contemplated states providing an array of work support services to help recipients
find jobs and keep them employed. Over the first decade of the program, OWF caseloads
declined, but the state did not make a concerted effort to spend all of its federal TANF grant
funds. By 2006, surplus funds grew to over $1 billion. Spending levels increased under the
administration of former Governor Ted Strickland, however, as the state embarked on a major
expansion of funding for child care, a critical support for low-income parents, and designated
other funds for special initiatives. Base funding for child care came from the federal child care
development funds and associated state match.
Unfortunately, the increased spending effort coincided with the recession, which increased cash
assistance caseloads and decreased GRF resources. Despite the increasing hardship of many
Ohioans, TANF–supported programs have been forced to compete with each other for a
diminishing pool of resources. The primary losers have been subsidized employment and work
supports such as training, job search assistance, and transportation, and for county workers to
perform eligibility determination and social work functions. The county JFS system, which is
supposed to be the front door for Ohio families seeking assistance, has been devastated by the
loss of thousands of jobs.
Child care has been affected too, with the elimination of the Early Learning Initiative (ELI), a
program similar to Head Start, and the reduction of the income eligibility threshold from 150
percent of the federal poverty line to 125 percent in the FY 2012-2013 budget, and a 7 percent
rate cut to providers. Families already in the program kept their eligibility if they were between
125 and 150 percent of the poverty line.
Since early-2011, state TANF cash assistance policy has focused on one goal: to meet federal
work requirements. Federal policy requires that 90 percent of two-parent families and 50
percent of one-parent families receiving cash assistance work 30 hours per week. A limited
number of training or other activities may count toward this total. This requirement was not
changed during the recession. Ohio had not met this goal for years, and by 2011 potential
penalties accumulated to $135 million. The federal government refused the Kasich
administration’s request for a waiver in 2011. The single-minded focus on meeting the work
requirement without providing sufficient resources to clients for transportation or other work
supports has led to a drastic decline in OWF caseloads, especially for adults. The caseload is
now 62 percent child-only situations in which the parent is not present. Overall participation
has fallen by 88,000, or 37 percent, over the nearly two-year period depicted in Figure 5. The
caseload decline has eased pressure on the TANF budget and should give the state an
opportunity to boost benefit levels or reinvest in efforts to increase employment and training
opportunities for Ohio’s poorest families.
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Figure 5. Decline in TANF Caseloads, January, 2011 – November, 2012
250,000
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Source: ODJFS

Public Children Services Agencies

Public Children Services Agencies (PCSAs) are responsible for child welfare, including child
protective services, foster care, and kinship care, in Ohio. Each of Ohio’s 88 counties has a
PCSA; 62 are located within County Departments of Job and Family Services, and 26 are
separate children service boards. The Ohio Department of Job and Family Services provides
support to PCSAs at the state level. PCSAs are funded through a combination of federal, state,
and local dollars. In 2009, state sources accounted for only 10 percent of expenditures by
PCSAs. 6 State dollars are distributed to PCSAs from several line items within the ODJFS budget
to fund various functions. The Children and Families Services line item through ODJFS is used
to fund several programs, among them is the state allocation to PCSAs. In FY 2008, this line item
was funded for a total of $73.6 million. In FY 2012, this amount dropped to $51.1 million, a 44
percent decline in funding. 7

Medicaid and Health Policy
Medicaid is a joint federal-state program and is the largest program in state government. By the
end of FY 2013, Ohio will spend more than $19 billion dollars per year on the program across all
agencies and serve more than 2.2 million Ohioans. The lion’s share, or over 87 percent, of
Ohio’s Medicaid budget is contained in ODJFS. 8 Spending has been growing faster than other
programs due to the decline in employer-sponsored private health insurance and an increasing
number of low-income seniors.
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Governor Kasich signed Executive Order 2011-02K in January, 2011, creating the Office of
Health Transformation (OHT) to focus on Medicaid spending issues, the long-term
administration of the Ohio Medicaid program, and improvement of overall health system
performance in Ohio. 9 Each state agency that is responsible for a budget and provision of
services through Ohio’s Medicaid plan is under the directive of OHT. This includes the
departments of Job and Family Services (ODJFS), Aging (ODA), Developmental Disabilities
(ODDD), Mental Health (ODMH), and Alcohol and Drug Addiction Services (ODADAS). The
Department of Health (ODH) also falls under the OHT umbrella.
OHT set forth an ambitious plan to streamline Medicaid, reorganize health and human service
operations, and eventually leverage state purchasing power and leadership to make changes in
the wider health care economy. As a part of OHT’s work to streamline health and human
services, eventually all funding will be consolidated in a stand-alone Medicaid department.
Key objectives of the transformation include efforts to improve care coordination, integrate
physical and behavioral health care, and rebalance long-term care. Some of the major initiatives
include:
•
•

•
•

•

•

Phase-in of the price-based system of reimbursement for nursing homes;
A large demonstration project, the Integrated Care Delivery System (ICDS), covering all
major urban counties that will use managed care organizations under contract with the
state to coordinate the care of elderly individuals who receive both Medicare and
Medicaid;
A pilot program to create comprehensive care management, or health homes, for
individuals with severe mental illness;
Replacing the state’s outdated financial eligibility determination system with a new IT
system that includes many human service programs (this effort will receive 90 percent
federal funding under the ACA);
Consolidation of Medicaid funding for mental health and department of aging longterm care waiver programs in the Office of Medicaid in ODJFS, which will facilitate the
creation of a new, stand-alone Medicaid department by July 1, 2014;
Merger of the Ohio Department of Mental Health and the Ohio Department of Alcohol
and Drug Addiction Services, effective July 1, 2013.

Many of these initiatives take advantage of opportunities created by the Patient
Protection and Affordable Care Act (ACA), which was signed into law by President
Obama in March, 2010. Among other provisions, such as expanding access to health
coverage, reforming the health care delivery system and requiring most everyone to
have health insurance coverage (individual mandate), the ACA expands the Medicaid
program to cover all uninsured individuals up to 138 percent of the federal poverty
level. The major provisions of the law are set to go into effect at the beginning of 2014
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Currently in Ohio, parents with incomes up to 90 percent of the poverty level are eligible for
Medicaid, and children with no other coverage can be eligible up to 200 percent of the poverty
level. Low-income childless adults are not currently covered by Medicaid in the state. The ACA
sought to fill gaps in coverage by setting the Medicaid eligibility level higher and implementing
insurance exchanges. Per the ACA, the federal government will cover 100 percent of Medicaid
costs associated with the expansion population through 2016, and in future years will cover 90
percent of these costs.
Insurance exchanges are designed for individuals above 138 percent of poverty to purchase
health insurance through an online marketplace that allows purchasers to choose from a variety
of insurance plans that are required to provide a minimum level of coverage. Federal subsidies
to help with the cost of insurance are available to those who buy insurance on the exchanges
and have an income between 138 percent and 400 percent of the poverty level.
Several lawsuits questioning the constitutionality of the ACA were filed after its passage, and in
2012, one suit was heard by the United States Supreme Court. The Supreme Court upheld the
majority of the law’s provisions, but made the Medicaid expansion to 138 percent of poverty
optional for states. The requirement that everyone have health insurance (the “individual
mandate”) was ruled constitutional. Ohio is currently weighing whether or not to expand
Medicaid, now that it is optional for states. One major factor in its decision is the so-called
“woodwork” or “welcome mat” effect. This refers to the new enrollment of persons who are
currently eligible for Medicaid, but are not now enrolled. It is presumed that once people who
are uninsured become aware of the mandate and the insurance exchanges, those that are
eligible for Medicaid will be referred to enroll when entering information via the exchanges.
Since these people do not fall into the expansion population, the federal government will fund
their Medicaid coverage at the normal matching rate, not at the 100 percent rate.

Medicaid Costs

Cost increases due to medical inflation have been more restrained than in the private sector, but
at the cost of causing some providers to refuse Medicaid patients. Reimbursement rates for
home- and community-based services are extremely low.
Figure 6 shows Medicaid caseloads by major eligibility group. The largest, Covered Families
and Children (CFC), is low-income parents and children. The national recession has led to large
caseload increases in this category, driven principally by employment losses. CFC represents
79.9 percent of the Medicaid caseload but only about 32.5 percent of spending on the program.
In FY 2013, the annual CFC cost for those enrolled in managed care is expected to average about
$3,228 per person. Payments for the medical services of most of the CFC population are made
by managed care organizations which receive a monthly payment based on the number of
consumers enrolled in their plan.
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Figure 6. Enrollment and Spending in Medicaid by Enrollment Category
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The Aged, Blind, and Disabled (ABD) category covers low-income adults over 65 and
individuals with disabilities. Caseloads are much smaller in this category, about 20 percent of
overall Medicaid caseloads; however, the category represents about 67.5 percent of total
program spending. In the FY 2012-2013 biennium, the annual cost is expected to average about
$16,800 per person. The cost for some severely disabled or chronically ill individuals is much
higher.

Medicaid Funding

The amount of a state’s Medicaid costs that the federal government funds, known as Federal
Medical Assistance Percentage or FMAP, varies by state with rates paid for medical services
ranging from 50 percent to 76 percent. The FMAP is calculated yearly based on the three-year
average of the state’s per capita personal income compared to the national average. Ohio’s rate
for federal fiscal year 2013 is 63.58, a slight decline from the previous year. As an incentive to
add services for children above the poverty line, the federal government matches the Children’s
Health Insurance Program at an enhanced rate, which is 11 percentage points higher in Ohio.
FMAP does not respond quickly to changes in the economy that increase program costs. For
example, the original FMAP calculations for federal FY 2009 were based on personal income
data from 2004-2006, well before the beginning of the recession in December, 2007. To assist
states during the past two recessions, the federal government has provided temporary rate
increases to help states maintain services and keep up with increasing caseloads. The federal
stimulus legislation enacted early in 2009 provided an across-the-board increase for all states
and includes an additional increase for states with high unemployment until December, 2010.
Subsequent legislation extended the enhanced FMAP until June, 2011.
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In addition to GRF and federal funding, the state also raises revenue from other sources to fund
the Medicaid program. These include rebates on prescription drugs, collections from thirdparty payers for individuals who had other insurance coverage, and provider taxes (also known
as franchise fees) on hospitals, nursing facilities, and intermediate care facilities for the
developmentally disabled. In 2009, the sales tax was applied to ODJFS payments to managed
care organizations. These taxes are deposited into the GRF and boost the funds available to pay
for Medicaid services to receive a federal match. Due to federal actuarial rules, MCOs are fully
reimbursed for the costs of these taxes.
Local levies are used in some areas to fund certain Medicaid services for individuals with a
developmental disability. This is no longer the case for mental health services, for which the
state pays the entire amount of the match for Medicaid-eligible individuals.

Long-term Care

Ohio maintains long-term care programs for both the elderly and non-elderly disabled.
Medicaid is the single largest payer of long-term care services such as home health and nursing
home care. The cost is substantial; in Ohio, long-term care expenses made up about 36 percent
of all Medicaid spending in FY 2007. 10 The need for long-term care is expected to increase as
Ohio’s population ages over the next decade.
Medicaid’s structure makes institutional care an entitlement. Over time, the federal
government has allowed states to request “waivers” to serve individuals in non-institutional
settings. The move to home- and community-based services is in part a response to cost
pressures: care in institutional settings such as nursing homes and intermediate care facilities
for the developmentally disabled (ICF/MRs) is more expensive because they provide intensive
services to patients around the clock. It is also a response to legal requirements, however. The
U.S. Supreme Court, in its Olmstead decision, held that under the Americans with Disabilities
Act individuals must be cared for in the least restrictive setting.
Because of its historical development, Ohio’s long-term care delivery system substantially
favors care in institutional settings over home and community settings, although progress is
being made. In 2010, Ohio ranked 24th in the nation in a measure of system funding balance,
with 28 percent of Medicaid long-term care expenses for all age groups going for care in homeand community-based settings. 11
Ohio has made significant investments in the past decade in home- and community-based care
programs through Medicaid waivers such as PASSPORT and Independent Options (IO). Still, a
report from the Ohio Business Roundtable found that Ohio spends almost 50 percent more per
capita for nursing home care than the national average. According to 2008 AARP data, Ohio
would rank 33rd in a measure of the proportion of older adults and adults with physical
disabilities receiving home- and community-based services. Over the past decade, such groups
as the Ohio Commission to Reform Medicaid and Ohio Medicaid Administrative Study Council
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have examined ways to slow the growth of Medicaid costs, and long-term care has been central
in these discussions. All agree that the state must balance its long-term care delivery system to
ensure long-term sustainability. 12

Mental Health

Ohio’s community mental health services system includes both Medicaid and non-Medicaid
services coordinated through 50 local boards. About 40 percent of the individuals needing
services are not Medicaid-eligible. 13 Starting in the late 1980s, the state shifted its policy away
from utilizing state hospitals to emphasizing treatment in community settings. Sufficient
funding did not follow suit, however, leaving gaps not only in treatment services but wraparound supports as well, such as transportation, housing, and employment. Prior to the FY
2012-2013 budget, ODMH transferred separate funding streams to the local boards to help pay
for Medicaid match and to pay for community treatment. State funding for community
treatment and related services increased by nearly 12 percent from 2006 to 2008, but began to
decline from 2008 to 2009 and was decimated in the 2010-2011 biennium. The FY 2013
appropriations level is about half that of FY 2008 (Figure 7).
Figure 7. State Funding for Outpatient Community Mental Health Services
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In the 2012-2013 budget, the responsibility of making the nonfederal share of Medicaid
payments for covered mental health services was “elevated” from the local mental health
boards to the state Department of Job and Family Services. In previous biennia, local boards
used their share of state-funded Medicaid matching dollars and local levy dollars to fund the
nonfederal portion of Medicaid. In FY 2012, the local boards continued to make payments to
providers from their share of the nonfederal state match, but were not required to use any of
their levy dollars. In FY 2013, the state took over this responsibility completely, which allows
local levy dollars to be used to fill in gaps and cover non-Medicaid services. In conjunction with
this change, the funding for non-Medicaid community mental health services was consolidated
into one line item for stabilization. 14
Many counties have local levies to help serve the large population of individuals who are not
Medicaid-eligible or for services that are not reimbursed by Medicaid. Supportive services that
are not covered by Medicaid are an important component in achieving and maintaining
recovery for someone with a mental illness. By the Numbers 2: Developing a Common
Understanding for the Future of Behavioral Health Care, Analysis of Ohio’s Mental Health NonMedicaid Spending, a 2012 report by The Center for Community Solutions and the Mental Health
Advocacy Coalition, looks at spending on supportive services around the state. These services
include housing, employment, transportation, and education, among others, that are funded by
a mix of local levy and state dollars and are not covered under the state’s Medicaid program. In
SFY 2011, $138.3 million was spent on these services by 46 of the 50 mental health boards in the
state. 15 Housing made up nearly half of the total spending for these services. While there were
14 total categories of services provided around the state, not all of these services are available in
every Ohio community. The report concluded with a recommendation to increase local and
state investment in mental health and addiction services and ensure that everyone has access to
the services they need regardless of location.
House Bill 153 authorized Medicaid to develop health homes for people with chronic
conditions, and the first focus is on Medicaid beneficiaries with severe and persistent mental
illness (SPMI). The creation of these health homes are supported through the Affordable Care
Act via a 90 percent matching rate for services provided within the health home. The health
home initiative began rolling out in three areas of the state in October 2012, with more to follow.
The health home design in Ohio is unique in that it focuses on mental health. Health homes
require a comprehensive care plan for each enrollee that includes integration of physical and
behavioral health care, high-quality care, case management, and linkage to the community and
social services.
Another major development from 2012 is the announcement, and subsequent commencement,
of the consolidation of the Department of Mental Health and the Department of Alcohol and
Drug Addiction Services into one state agency. These two agencies are already in the process of
consolidating administrative and fiscal responsibilities, with the merger set to be complete on
July 1, 2013. Mental health and addiction are often co-occurring disorders. The agencies that

Third Edition, February 13, 2013

21

Financing Ohio’s Future

The Center for Community Solutions

address mental health and alcohol and drug addiction are merged at the national level and at
most of the local boards in Ohio. Combining these agencies also helps to align fiscal reporting
and policy changes that are required of the local boards by the state. 16

Developmental Disabilities

The Ohio Department of Developmental Disabilities is another of the Medicaid “sister
agencies.” The department’s total budget is around $2 billion per year, with the majority of the
resources coming from federal Medicaid match. 17 Services are coordinated by a county board
system similar to that of behavioral health, and the system is confronted with a similar set of
challenges related to deinstitutionalization and building community supports as in long-term
care for seniors. County boards are expected to provide local resources to help meet Medicaid
match when state funds are insufficient. The budget anticipated $290 million for this purpose in
FY 2013.
Over time, the state has reduced the number of individuals residing in state developmental
centers in favor of delivering services through community waivers or intermediate care
facilities. Despite rapid growth in waiver capacity, however, there is a statewide waiting list of
over 30,000 individuals but insufficient financial capacity to support the number of Medicaid
waivers needed to satisfy demand. The FY 2012-2013 budget cuts funds for family support and
home- and community-based services even though the system is subject to a legal settlement
that requires the provision of sufficient resources to serve individuals in community residential
settings (Martin settlement). Budget levels also require a voluntary 3 percent cut in Medicaid
service utilization plans for waiver consumers.

Primary and Secondary Education

Primary and secondary education is the largest area funded by the state share GRF and serves
1.9 million children in kindergarten through 12th grade in 614 public school districts (which
includes 3,578 schools) and approximately 355 public community schools. 18 Schools receive
funding from a combination of state, local, and federal sources. The school foundation formula,
which is a line item in the Ohio Department of Education (ODE) budget, receives both GRF
funds and lottery profits. The latter generally totals about $700 million per year, and about $120
million is kept in a reserve fund. 19 The foundation allocation from each source varies by district
based on characteristics of the student population and the district. In FY 2012, K-12 education
spending totaled nearly $6.5 billion, or 24 percent of GRF spending. It is the largest GRF
program if only state funds are included.
Education spending has been at the center of budget discussions in Ohio over the past decade,
specifically with regard to the adequacy of funding and overreliance on local property taxes to
support schools. In 1991, the Ohio Coalition for Equity & Adequacy of School Funding,
representing more than 500 school districts, filed a suit claiming the state failed to provide
adequate funding to educate school children due to the heavy reliance on local property taxes.
Variations in local wealth and willingness to raise local taxes led to disparities in educational
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opportunities across the state. The courts agreed, finding Ohio’s public education funding
system to be unconstitutional. In response, the state substantially increased investment in
education in the years immediately following the decision. While the Ohio Supreme Court
determined that the state had made a good faith effort toward changing the funding system and
released jurisdiction of the case, many critics maintain that Ohio’s education system is still
unconstitutional.
At the same time as Ohio’s school funding lawsuit, educational policy across the nation began
to follow a new paradigm. This new paradigm sought to improve the educational system
through standards-based reform with progress measured through student testing and other
metrics.

Education Funding Levels
The Ohio Department of Education tracks official per pupil spending for K-12 education from
federal, state, and local sources. Spending increased substantially since FY 1995 before levelling
out in the 2010-2011 biennium (Figure 8). Average per pupil spending was nearly $10,000 in FY
2011.
Figure 8. K-12 Spending Per Pupil
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FY 2012-2013 Education Funding Changes
As with other policy areas outside of Medicaid, the FY 2012-2013 budget plan did not replace all
of the federal funding from the Recovery Act, which was $515 million GRF in FY 2011. 20 School
districts and community schools received a 4.7 percent increase in state foundation funding in
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FY 2012 and 0.7 percent increase in FY 2013. Other non-foundation line items, such as
transportation, were cut. A temporary bridge fund allocates state funding on a per-pupil level,
increasing funds to districts with less ability to generate revenue as indicated by a new property
tax index; additionally, it ensures no district receives less state foundation funding than it did in
FY 2011. Governor Kasich announced plans to include a new funding formula in the FY 20142015 budget.
As noted above, significant changes were made to the amount that school districts receive from
Tangible Personal Property Tax (TPPT) and Electric Deregulation Property Tax
reimbursements. These reimbursements were compensation for the phase-out of local business
tangible and utility property taxes, which had been major sources of support in certain districts.
H.B. 153 accelerated the phase-out of the reimbursements so that schools received over $600
million less in FY 2013 than in FY 2011.
HB 153 also repealed the evidence-based model for school funding and increased the
availability of vouchers to attend private schools. The number of Educational Choice
Scholarships available increased from 16,000 to 30,000 in the 2011-2012 school year, and then
increased to 60,000 for the 2012-2013 school year. The dollar amount of the scholarship drops to
a maximum of $4,250 for grade K-8 and to $5,000 for grades 9-12. To qualify for a scholarship,
students must have attended buildings in the bottom 10 percent for two out of the three most
recent years and have a rating below “effective.”
Another new policy was the “Parent Trigger” Program, which allows parents of students
enrolled in the lowest 5 percent of public schools as determined by performance index scores to
enact changes in schools. The majority of school parents must sign a petition to demand
change, and the school is then obligated to accept changes. Columbus City Schools volunteered
to be the pilot school district. 21

Education Policy Developments – 2012

Education policy continued to change in 2012, first as part of the mid-biennium review process
and then later through a reform plan for the Cleveland Municipal School District. After a
lengthy deliberative process, the legislature enacted the governor’s proposal for a third grade
“reading guarantee” (S.B. 316). This guarantee requires third grade students who do not
receive a “proficient” score on the third grade reading achievement assessments to be retained
in third grade, beginning in the 2012-2013 school year. 22 This represents a heightened
adjustment in reading standards. It requires districts to submit annually Kindergarten-3rd grade
diagnostic test results in language arts and math to DOE. It also requires that the state
superintendent report to the Governor and General Assembly by the end of calendar year 2012
about DOE’s ability to reprioritize state and federal funds in order to identify additional
resources that may be used to support the assessments and interventions associated with the
third grade reading guarantee. The main appropriations bill that resulted from the mid-
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biennium review process contained $13 million in lottery profits to fund competitive grants to
school districts to help them achieve the third grade reading guarantee.
Also in 2012, the legislature passed major reform legislation for the Cleveland Metropolitan
School District (H.B. 525). The legislation responded to a reform proposal from Cleveland
Mayor Frank Jackson. The bill introduces changes to teacher and principal employment
procedures, collective bargaining, the length of the school year, and corrective action plans to
improve student achievement. The overall intent was to create more flexibility for school
administrators in their personnel decisions and to allow the district to formally partner with
certain community (charter) schools, including sharing tax levy proceeds and having their
students’ scores count toward the district’s performance indicators. It remains to be seen
whether this legislation will serve as a model for other urban school districts.
School districts around the state came under scrutiny after Columbus City Schools was
discovered to have altered student attendance data thereby increasing its state performance
rating. An internal Columbus Schools audit confirmed that attendance data, as well grade
levels, grades, student withdrawals, and test scores, had been altered. The state auditor is
currently investigating Columbus City Schools, and other districts in the state, to determine the
extent to which data has been changed and whether the performance ratings, namely
graduation rates and test scores, could remain an accurate reflection of the performance of these
districts. The auditor is expected to release his report in early 2013. 23

Higher Education

The University System of Ohio, the state’s system of public higher education, is comprised of 61
colleges and universities, including 14 main university campuses, 24 regional university
campuses, and 23 community and technical colleges. In this biennium, adult workforce career
centers and basic literacy programs were added to the system. Public higher education
institutions enroll approximately three-quarters of the state’s postsecondary students.
Enrollments declined slightly between 2011 and 2012. Over the last 12 years, however,
enrollment at Ohio’s public community and technical colleges has grown by 23 percent, the
regional university campuses at 15.5 percent, and the main university campuses by 16 percent
(Table 2).
Table 2. Higher Education Enrollment Rises Steadily

Type of Institution

2000

2012

University Main Campuses

241,975

280,728

43,063

49,737

Community & Technical Colleges

143,816

176,960

Total

428,854

507,425

University Regional Campuses

Source: Ohio Board of Regents
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Ohioans lag the nation in attainment of a college degree. Using 2011 data, 35.5 percent of
Ohio’s current workforce between 25 and 64 years of age has an associate degree or higher,
compared with 38.7 percent for the nation; and 26.6 percent of Ohioans had a bachelor’s degree
or higher, compared with 29.5 percent for the nation. Ohio ranks 36th in the nation in associate
degree attainment and 35th in bachelor’s or higher.
Table 3. College Degree Holders in Ohio Below National Averages

Ohio's Educational
Attainment
(2011 data)

Current Workforce

Future Workforce

Age 25-64

Age 25-34

Associate Degree

35.5%

Bachelor's Degree
Graduate Degree

% Degrees
at level or
higher

Ohio's
National
Rank

US
Average

% Degrees
at level or
higher

Ohio's
National
Rank

US
Average

36

38.7%

38.6%

26

40.7%

26.6%

35

30.1%

29.5%

28

32.0%

9.7%

25

10.8%

9.1%

17

9.4%

Source: 2011 ACS 1-Year Estimates, US Census Bureau. Rankings exclude District of Columbia and Puerto
Rico.

In its previous 10-year strategic plan for higher education (2008 – 2017), the University System
of Ohio seeks to improve educational attainment through increasing enrollment by 230,000 by
2017 – almost 50 percent above current levels – and increasing the graduation rate by 20
percent. 25 These goals appear unobtainable under present funding conditions, and the strategic
plan is being updated.

Affordability

To assist Ohioans in paying for higher education, state GRF dollars support two main
programs, the state share of instruction (SSI) and need-based financial aid. The SSI provides
operating subsidies to each public campus under a formula based on enrollment and average
cost of instruction, which reduces the amount of tuition students need to pay to support each
institution. SSI payments, not including federal stimulus, were $1.8 billion in FY 2009 and
remained below that level through FY 2013. Federal Recovery Act resources provided $287.8
million for SSI in FY 2011 and were not continued after that date.
The state provides assistance to students on a sliding scale based on financial need through the
Ohio College Opportunity Grant (OCOG). In FY 2010 and 2011, the state reduced GRF support
for OCOG by more than half of previous levels. GRF support for OCOG decreased to just
under $70 million in FY 2012, the lowest it has been in years, but is expected to exceed $90
million in FY 2013. Even at this level, need-based financial aid is about 41 percent of its FY
2008-2009 level.
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Table 4. Trends in State Support for Higher Education (in millions)

FY 2008 FY 2009

FY 2010

FY 2011

FY 2012

FY 2013
Appropriation

State Share of $1,673.4 $1,842.7 $1,706.3 $1,710.3 $1,735.3 $1,751.2
Instruction
Need-Based
$223.2
$222.0
$88.8
$78.2
$69.3
$91.4
Financial Aid
Source: Ohio Legislative Service Commission, Analysis of Enacted Budget, Ohio Board of Regents H.B. 1 and
Budget in Detail H.B. 153, does not include federal stimulus; incl. Ohio Instructional Grants in FY 2008-2009.

Most Ohio students receiving need-based state aid also qualify for federal Pell grants that help
with tuition. Such other costs as living expenses, however, will no longer be covered through
Ohio’s aid program. Most likely to be affected by this change are students at community
colleges from families with very low incomes and non-traditional students who are supporting
their own families. These students will likely fall further into debt or may become discouraged
altogether and not enter college.

Adult Corrections

Spending on state prisons has been among the fastest growing expenditures in state budgets
across the nation, according to a report by Pew Charitable Trust. Ohio is no exception. 26 Ohio’s
adult prison population has grown to almost 50,000 inmates in 28 prisons today from about
14,000 inmates in eight prisons in 1980. 27 This growth is tied to changes in Ohio’s sentencing
laws that increased penalties for lesser crimes, particularly those that are drug-related.
In FY 2012, state GRF spending in the Department of Rehabilitation and Correction (ODRC)
topped $1.5 billion. Federal stimulus, which provided $110 million in FY 2011, was not
replaced. The FY 2012-2013 budget allowed the administration to sell up to six prisons for an
expected $200 million total. After the expected number of bidders did not materialize, only one
prison was privatized, bringing the state $72.7 million. 28

Third Edition, February 13, 2013

27

Financing Ohio’s Future

The Center for Community Solutions

Figure 9. Ohio Inmate Population Starts to Decline after Years of Growth
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The need for around-the-clock supervision increases operating costs in institutional agencies
compared with other state agencies. The Department of Rehabilitation and Correction has the
largest staff of any state agency (11,891 employees in January, 2013). Besides personnel costs,
other substantial cost drivers include health care for inmates, utilities, and food. The annual per
inmate cost of incarceration has grown to nearly $25,000 annually as of January, 2013, from just
over $22,000 in FY 2003. Increases in prescription drug costs, price and utilization of inpatient
hospitalization, and improvements in care required in the Fussell v. Wilkinson 29 class action
lawsuit settlement agreement, have led to higher health care costs in the prison system. In
addition, utility and food costs have been driven up by increases in energy prices.
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Figure 10. The High Cost of Incarceration
Average Annual Cost per Inmate

$26,000
$25,000
$24,000
$23,000
$22,000
$21,000

Source: Ohio Department of Rehabilitation and Correction, Monthly Fact Sheets, January 2003-January 2013

Reversing the Growth in the Prison Population

Ohio’s prisons have a capacity of 38,450 beds, yet they currently house 49,883 prisoners. 30
Either additional prison beds need to be added or the number of prisoners must be reduced.
Research shows that reducing recidivism, reforming sentencing requirements, and investing in
community corrections, can both improve public safety and reduce costs. In 2011, Governor
Kasich signed two bills into law that make major changes to the justice and adult corrections
system that is expected to reverse the growth in the prison population and reduce recidivism.
House Bill 86, known as the criminal sentencing reform bill, was passed with bipartisan
support. This bill, among other provisions:
• diverts some nonviolent offenders into community-based services (halfway houses,
treatment programs, community supervision);
• allows some inmates to reduce their sentences, by 8 percent, with the completion of
treatment and/or training programs;
• allows some inmates to be released early, with court approval, after at least 80 percent of
their sentence is served;
• makes sentences for cocaine and crack use even;
• increases monetary threshold for theft and other nonviolent crimes, so that they are
misdemeanors. 31
It is expected that House Bill 86 will produce a net savings of $46.2 million through FY 2015,
due to a reduction in the number of inmates. 32
Senate Bill 337, known as the collateral sanctions bill, was also passed during the 129th General
Assembly. 33 This bill went into effect in September, 2012, and is focused on addressing some of
the issues facing ex-offenders when they are searching and applying for employment and trying
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to reengage in society. S.B. 337 allows eligible ex-offenders, after a specified period with no
additional offenses, to seal their records. This bill also allows ex-offenders access to employment
certifications that they were once legally barred from, such as certifications to be a barber or
truck driver, and protects employers from negligent hiring suits. 34 The goal of Senate Bill 337 is
to facilitate easier re-entry and thereby reduce recidivism.

Conclusion
Human service programs are vital to an economy that is still recovering from the Great
Recession and to the future of Ohio’s citizens. Despite the recovery, poverty rates are higher
now than they have been in decades. Ohio has a historic opportunity to expand Medicaid to
cover low-income childless adults, but we cannot forget that other human services are just as
important. Policy changes in the last few years, paired with years of declining revenue, have
resulted in a major hit to many human service programs. Cuts to the county job and family
service system, and to community mental health services, were very deep and occurred at a
time of high unemployment. The state cannot position itself for prosperity in the 21st century
without strong human services that help stabilize families and communities. The importance of
these programs cannot be lost in the myriad discussions that await us as we enter 2014-2015
budget deliberations. Financing Ohio’s Future is designed to be a tool for advocates and
stakeholders as we move forward in our support of adequate financing and sound revenue and
policy decisions.
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Appendix A: Major Ohio Taxes and How they Work
There are repeated accusations that Ohio is a high-tax state. But in fact, whether measured on a
per capita basis or as a percentage of personal income, Ohio’s state tax levels are below average.
In 2011, Ohio ranked 33rd highest in per capita tax revenue ($2,181), and 32nd as a percentage
of personal income (6 percent). 35 Ohio is a highly urbanized state, and local governments have
significant taxing authority. When local revenues are included, Ohio’s level of combined state
and local tax collection as of 2010 moved to 18th as a percentage of personal income (10.8
percent), and 27th on a per capita basis ($3,762).
Over the past several decades, Ohio’s economic performance has varied considerably,
reinforcing the conclusion that there is no relationship to indicate that increased state spending
hampers economic performance. This conclusion is reinforced by research that has looked at
this issue across the 50 states. 36
The Individual Income Tax was first authorized by an amendment to Ohio’s constitution in
1912 but was not implemented until a recession in the early 1970s. By that time, some Ohio
cities had used municipal income taxes for several decades. The income tax is the only part of
Ohio’s tax system that takes into account the ability of a person to pay. Its graduated rate
structure means that those with the highest income pay a greater share of their income in tax.
Like most states, Ohio uses adjusted gross income from the federal income tax return as the
starting point for determining tax liability. Tax rates are now the lowest they have been since
the early 1980s.
The tax rates treat a taxpayer’s income like layers of a cake. These layers are often referred to as
brackets. Ohio’s tax has nine brackets, with the highest rate taking effect only on the portion of
a household’s taxable income that exceeds $208,800. A taxpayer in the highest bracket would
actually have nine different applicable rates for each slice of income. Starting in 2010, the tax
brackets are adjusted for inflation, which is expected to cost the state $25 million per year.
Table A-1 shows tax rates for 2012 and brackets applicable for income received in 2010. Very
few households, about 2 percent in 2010, paid the highest rate. About half of all returns fall in
the $40,000 – $80,000 range.
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Table A-1. Ohio’s Graduated Income Tax Rate Structure in 2012

Ohio Taxable Income

Rate
(2012)

$0-5,200

0.587%

$5,200-10,400

1.174%

$10,400-15,650

2.348%

$15,650-20,900

2.935%

$20,900-41,700

3.521%

$41,700-83,350

4.109%

$83,350-104,250

4.695%

$104,250-208,500

5.451%

Over $208,500

5.925%

Source: Ohio Department of Taxation

The income tax also applies to individuals who live in other states but work in Ohio.
Individuals who own their own businesses or a share of a partnership also pay the income tax
on their net income, that is, what federal and state tax law treat as business profits after
deducting allowable expenses such as salaries, rent, utilities, and mileage. The Ohio
Department of Taxation estimates that businesses contribute roughly 10 percent of the state’s
total income tax receipts each year. 37
Taxpayers may qualify for certain credits that lower their yearly tax bill. The most common is a
$20 credit for each individual in the household claimed on the tax return. Individuals with
taxable incomes of $10,000 or less receive a credit that removes all tax liability. Other frequently
used credits are a joint filing return when both spouses have earned income over $500, and a
retirement income credit.
The individual exemption represents the amount of income that taxpayers can claim as exempt
for themselves and for each of their dependents. The exemption amount is increased
automatically to take inflation into account. In tax year 2002, the exemption was $1,200, and it
incrementally increased to $1,700 in tax year 2012.

Example: 2012 Tax Rules Applied to a Family of Three
Table A-2 shows a simplified example of how 2012 tax rules applied to a single parent with two
children and a federal adjusted gross income of $25,000. The family would have an Ohio
taxable income of $19,900 after applying personal and dependent deductions of $1,700 each.
Liability would be $342 before credits. After applying three exemption credits of $20 each, final
liability would be $282, or about 1.1 percent of the family’s federal adjusted gross income level.
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Table A-2. State Income Tax for a Single Parent with Two Children, 2012

Federal Adjusted Gross Income
Personal exemption (1) and dependent deductions (2)
Ohio Taxable Income
Tax Before Credits
Exemption Credits (3 @ $20)

$25,000
$5,100
$19,900
$342
$60

Ohio Tax less exemption credit

$282

Tax Liability as % of Fed. Adj. Gross Income

1.1%

Source: The Center for Community Solutions

Sales & Use Taxes are levied at a 5.5 percent rate on most retail sales of tangible goods, with the
purchase of food at grocery stores or take-out food from restaurants being the major exceptions.
The legislature approved a sales tax of 3 percent in 1935 to counteract the revenue decline from
the Great Depression. A constitutional amendment making an exception for food purchases
was approved by voters in 1936. Counties and local transit authorities are permitted to adopt
“add on” local taxes of up to 1.5 percent. Nearly half of Ohio’s counties have reached their
maximum limit of local sales taxes, putting the combined rate paid by residents at 7 percent.
Cuyahoga County has an additional transit tax of 1 percent that brings its total combined rate to
7.75 percent.
A special “auto sales” tax at the same state rate of 5.5 percent applies to the sale of motor
vehicles in Ohio. County add-on sales taxes also apply. The tax does not apply to cars that
customers trade in to dealers when purchasing another car.
The sales tax has become less productive as the economy moves away from tangible products
and toward consumption of services, many of which are not covered by the sales tax.
Periodically the state has added more services, but large segments of the service economy, such
as legal services, remain untaxed. In the most recent round of base broadening (2003), the list of
purchases subject to sales tax expanded to include delivery charges, laundry and dry cleaning,
personal care services (i.e. skin care, manicures, tattoos, massages, but not haircuts), and gym
memberships.
Another long-term issue is the growing amount of sales on the Internet. When the seller is
located in another state and does not have a physical presence in Ohio, the state cannot force the
seller to collect sales taxes even though under law they are required to be paid. Ohio has joined
with other states in a Streamlined Sales and Use Tax Agreement to harmonize their sales tax
laws and encourage voluntary collections by on-line retailers. Eventually the consortium hopes
to convince Congress to change federal law.
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The Commercial Activity Tax (CAT) began in 2005 as a replacement for Corporate Franchise
and Tangible Personal Property Taxes. The CAT applies to gross receipts from goods and
services sold in Ohio. It is a privilege tax that all businesses must pay in order to conduct their
trade in Ohio. The rate was phased in over five years and has now reached its full rate of 0.26
percent of gross receipts. Businesses with less than $150,000 in gross receipts are exempt from
payment; those with annual receipts between $150,000 and $1 million pay a flat fee of $150.
This shift to taxing business receipts for sales in Ohio, rather than equipment or income, is at the
center of the 2005 tax changes. The CAT applies to most for-profit businesses in Ohio
regardless of the type of business organization (i.e., partnerships, S corporations, trusts, and
others). 38 Out-of-state businesses with taxable gross receipts in Ohio are subject to the tax if
they have over $500,000 in sales in the state. 39
Legal Challenges to the CAT: The CAT survived a major court challenge from the food
industry. In Ohio Grocers Association v. Levin, decided in September, 2009, the Ohio Supreme
Court upheld the tax’s constitutionality. The suit alleged that the CAT violated the Ohio
constitution’s prohibition against applying an excise tax, such as the sales tax, to food consumed
off the premises of the retailer. The grocers argued that the CAT, which is applied to a business’
gross receipts, is an illegal excise tax on the sale of food at their stores. The state argued
successfully that the CAT is a tax on the privilege of doing business in Ohio, and not an excise
tax. The ruling will preserve approximately $188 million dollars in annual revenue and means
that the state will not have to repay $355 million of previous years’ tax collections.
In December, 2012, however, the Ohio Supreme Court found that the CAT did have some
elements of an excise tax as it was applied to the sale of motor fuels. The Ohio constitution
mandates that excise taxes from the sale of motor vehicle fuels must be used for highway
purposes. In Beaver Excavating v. Testa, the court ruled that this mandate applies to the CAT.
The ruling means that about $140 million annually in CAT revenues from motor fuels must go
to highway purposes rather than the GRF.
The Corporate Franchise Tax, which is now repealed, used to be Ohio’s most important
business tax. Previously, it applied to businesses organized as corporations but not to
partnerships, sole proprietorships, or limited liability companies. Opponents of the tax argued
that it had a high statutory rate that was detrimental to attracting business, but the tax was
nonetheless ineffective in raising revenue due to numerous loopholes. Others who wanted to
keep the tax pointed out that some of the loopholes could have been closed and reporting
requirements changed to prevent corporations from shifting income to other states to avoid
Ohio taxes. During the five-year phase-out period, receipts from the tax consistently performed
above expectations, indicating that the tax was more effective than many acknowledged. 40
For several years, the remnants of the franchise tax, a tax on net worth, continued to apply to
banks and other financial institutions. As of 2014, however, banks will pay a new financial
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institutions tax. Stockbrokers and other firms that trade financial securities will also be subject
to the new tax rather than the dealers-in-intangibles tax. There is some controversy about
whether this exchange is actually revenue neutral.
Tangible Personal Property Tax (repealed). The TPPT was a local tax on physical property
used in business, which includes furniture, fixtures, machinery and equipment, and inventory.
As part of the 2005 changes, the TPPT was phased out in tax years 2006 through 2009 for most
businesses. TPPT revenue amounted to over $1.6 billion per year distributed to local
governments and schools.
Before its phase-out began, the TPPT was assessed on 25 percent of the value of machinery,
equipment, furniture, and fixtures, and 23 percent of the value of inventories. 41 Local property
tax millage rates were then applied to the assessed value. TPPT liability was phased out
between tax year 2006 and tax year 2009. Telephone company tangible personal property tax
was eliminated in tax year 2011. Any new investments in manufacturing machinery or
equipment made after July 1, 2005, were exempted from the TPPT. The 2005 overhaul
established a reimbursement schedule that has been changed several times since then, including
radical changes in the FY 2012-2013 budget.
Casino Revenues: As of January, 2013, three of the four casinos Ohio voters approved in an
amendment to the Constitution in November, 2009, are up and running. The Cincinnati site is
slated to open in spring 2013. 42 As dictated by the amendment, the state will impose a 33
percent tax on Gross Casino Revenue (GCR) which will primarily benefit host cities and local
governments. A 2009 estimate from OBM and the Ohio Department of Taxation projected that
this tax will bring in $470 million annually once all four of the casinos are up and running if
video lottery terminals were also allowed at racetracks. 43 In the fourth quarter of 2012, $52.7
million were collected. Overall, 90 percent of the tax goes to schools and local governments,
with only 10 percent going to state, but for specified purposes. 44
House Bill 519 (2010) created the Ohio Casino Control Commission (OCCC) to establish gaming
rules. 45 Additionally, House Bill 519 included a provision allowing losses at any casino (only
those allowed as itemized deductions on federal tax returns) to be tax deductible. The revenue
losses from this allowed deduction are expected to be in the tens of millions of dollars annually;
the GRF would incur the majority of these losses (94.1 percent). These deductions are first
applied in tax year 2013 and will take effect in calendar year 2014. 46
There are additional revenues associated with the casinos, including multiple types of liquor
licenses that each casino has to buy and a $50 million upfront license fee that each casino must
purchase (for a total of $200 million), which are constitutionally earmarked for state economic
development programs that support regional job training efforts. Each casino must also make a
$250 million investment in the development of the land and building where the casino will be
located. 47 Despite the revenue gains from the fees and taxes paid by casinos, a recent study
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indicates that gambling facilities generally do not meet their anticipated revenue. Two-thirds of
the 13 states with gambling facilities have not received the revenue they had hoped for over the
past 10 years, calling into question the role casinos play in state financial matters. 48

Tax Breaks and Loopholes
Each one of Ohio’s taxes contains exemptions to its coverage or credits that reduce the
amount owed by some taxpayers. These exemptions or tax breaks are referred to as
“tax expenditures” because they have the same economic effect as the state
appropriating money to support a particular kind of activity. Some of these exemptions
serve a useful public purpose, but they are subsidies and should be reviewed regularly.
With each budget cycle, the Department of Taxation issues an estimate of the amount of
foregone revenue due to tax expenditures. Unfortunately, the state makes no attempt to
regularly review the usefulness of these exemptions. 49 Collectively, these subsidies
reduce state tax receipts by nearly $8 billion per year (Table A-3).
The sales tax has the largest number of exemptions, which total over $5 billion each
year. Purchases not subject to Ohio’s sales tax include aircraft parts and repairs,
prosthetic devices, prescription drugs, vehicle trade-ins for purchasing a new car, sales
to nonprofits and government agencies, and construction materials. Food consumed off
the premises where it is sold is exempt due to a constitutional provision.
Table A-3. Tax Expenditures Cost State Over $7.7 Billion a Year (millions $)

Tax

FY 2014

FY 2015

Sales & Use

$5,083.4

$5,283.2

Number of
Exemptions
57

Personal Income

$2,048.4

$2,111.3

36

Commercial Activity

$427.3

$438.2

19

Financial Institutions

$14.2

$10.3

3

Public Utility Excise

$83.7

$85.5

4

Cigarettes & Tobacco

$14.6

$14.3

2

Insurance Premiums

$32.1

$37.0

3

Kilowatt Hour

$2.4

$2.4

1

Alcoholic Beverages

$1.5

$1.5

4

$7,707.6

$7,983.7

Grand Total*

129

Source: OBM. Executive Budget for FYs 2014-2015, Book 2

Third Edition, February 13, 2013

36

Financing Ohio’s Future

The Center for Community Solutions

In addition, because of the complexity of the tax code, those with access to sophisticated tax
planners are often able to stay one step ahead of the curve. For this reason, it is important to
regularly review the state’s tax code to ensure that the taxes are levied fairly and equally. The
Center for Community Solutions has proposed that all tax expenditures should be subject to an
automatic repeal at regular intervals (“sunset” provision) unless reenacted by the General
Assembly.
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