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Overview

The bi-annual budgeting process is well underway at the state level, but it is not
expected to be wrapped up much before June 30t. The House Finance Committee
has just countered the Governor’s original education budget proposal. While the
overall dollar amount for education is increased by the House proposal, the actual
impact to this district is significantly less favorable ($371,935) over the biennium
then the initial proposal.

In either case, the proposed phase-out of the Tangible Personal Property Tax
Reimbursement is a huge setback for the District since it once represented 31% of
the local property tax base and 12% of the District’s operating income. The state’s
intent was to replace the locally collected business tax on inventory and equipment
(TTP) with a state collected commercial activity tax (CAT), with the state “holding
the districts harmless” through the loss reimbursement provision.

Now, they are mincing words about the duration of the original hold harmless
discussion.  Fast forward to now, the legislators look at the TTP Loss
Reimbursement as something to eliminate, while we still look at as the state hi-
jacked nearly 1/3 of our property tax base and 12% of our operating income.

Anyway, the House version of the funding bill will be used for the purpose of this
forecast.

Other significant events impacting the forecast beginning in FY16 and will be
discussed later in detail. First, the Board voted to return to All Day, Every Day
Kindergarten after being cut back during the layoffs in 2012. After several years of
the every other day scenario, the Board felt that it put Lake kindergartners at a
disadvantage, particularly those children classified as “at-risk.”

Second, the District will take on the Pre-School and much of the Special Education
programs that were previously administered by the County ESC. Because of this, a
spike in FY16 and beyond will occur in Salaries and Benefits, with a corresponding
decrease in the Purchased Services category.




Assumptions

REVENUES

Property Tax Receipts

The District passed a renewal in November of a three-year operating levy that was
originally passed in 2012 and was also made permanent at that time. Now, the
District does not have any operating levies that need to be renewed. This not only
provides a measure of stability and consistency, it prevents the need from
constantly going to voters for renewals. Although some voters feel this is good
thing, it's no way to run an organization from a financial planning and operational
point of view.

Property Tax Receipts were higher in the first half collection period this year than
projected, and over last year, due primarily to an increase in delinquency
collections. This should resume to a normal level in the future.

Tangible Personal Property (TTP) Tax

In the Assumptions for the October 2014 Five Year Forecast, we wrote that we were
“reasonably confident that further cuts to the TTP Loss Reimbursement will not
need to be made in the next biennium budget.” The reasoning was that the state’s
economy was doing markedly better with actual revenues running ahead of
projection.

Boy, was that wrong.

It is clear now that the state’s intent all along was to completely steal this
portion of the local tax base by aggressively reducing loss payments by 22 to
23% per year until it's completely gone. This, at one time, represented over 1.4
million dollars to the district and will be need to be made up, obviously, by local
property tax revenues. Already cut to $928,259 in 2014/2015, the House version
cuts the amount to $717,506 in 2016 and $506, 753 in 2017.

Property Tax Allocation (Rollback and Homestead Exemption)

With the passage of the renewal (now permanent) 6.75 mill levy last November, all
exiting levies are grandfathered from the elimination of the rollback provisions that
have been around since the ‘70’s. The 10% and 2.5% rollbacks were a state
reimbursement for a portion of each levy. This has now been eliminated, and all
new levies passed in the future will not enjoy this rollback provision.



Unrestricted Grants-in-Aid - State Foundation Payments

As noted in the Overview section, the confidence level of any type of long-range
projection at this stage of the budget process is pretty low. Extrapolating the
numbers in the initial Governor’s proposal and the House version through the five-
year forecast period, shows the difference between the District projecting a positive
balance and a deficit balance in year 2019.

In both versions, increases in basic state aid are largely offset by the reduction, and
eventual elimination, of the TTP loss reimbursement. Under the Governor’s initial
proposal, the combined increase in state aid and the loss of TTP shows a net
increase of 1.9% and 2.1% in 2016 and 2017, while the House version shows a net
loss of .05% in 2016 and only a.3% net gain in 2017.

Given that the district is currently “capped” at 73% of the state’s own education
formula that represents a shortfall to the district of 2.8 million dollars in 2014/15
alone.

[t is clear that the state will not be able to move districts off the cap, nor those off the
“guarantee”, to the Formula, as they had envisioned 2 years ago.

Under the initial proposal, the District could be off the cap in 2019, see the
elimination of TTP, and still have a positive cash balance through 2020. Under the
House version, the district will never rise to the formula from the cap, suffer the
elimination of TTP, and have a projected negative cash balance in 2019.

Other Local Revenues

This category includes Open Enrollment, Tuition Transfers from other districts,
Student Activity Fees, and Investment Income. Investment income typically has
been the largest component of this category, but we have seen this steadily drop
from $230,000 in 2008 to $879 in 2014 due to dwindling fund balances and interest
rates remaining at all time record lows. There is no expectation that interest rates,
while projected to rise modestly within the next few quarters, will return to normal
levels any time soon.

Effective with the 2015 school year, the Board changed its open enrollment policy to
allow students from all other Ohio districts. This resulted in a net increase of 65
students. While this won’t increase our basic state aid, since we are “capped”, we
will see an increase in the local share transfer. However, this increase will be offset
by anticipated losses to additional charter school transfers. (This is exactly what
happened, Open Enrollment Income increased, but was partially offset by
Open Enrollment and Charter School deductions)



EXPENDITURES

Salaries

Both certified (teachers) and classified (support staff) unions accepted concessions
of 0% base increases in FY11 and FY12. In FY13, both unions accepted a complete
pay freeze, including steps, and took on higher employee health care premium
contributions. District administrators went 4 years without any pay increases.

In 2014, both unions agreed to three-year contracts through 2016 with salary
increases of 6.95% over the three years. Administrators received similar increases
over the 3 years. Similar increases are projected going forward for years 2017 thru
2020. However, the current budget debate, and other cost drivers, will heavily
impact the District’s leeway in Union negotiations in 2017.

Also, note that Salaries and Benefits show larger than normal increases
beginning in 2016, primarily to the District assuming control of many aspects
of Special Education programs and Pre-School, and secondarily to reverting
back to the All Day, Every Day Kindergarten format.

Benefits

The District belongs to the Wood County Schools Health Consortium for Health Care
Coverage. This has been advantageous in controlling premium costs with most
increases generally falling below the national and regional averages. For FY15, the
medical component increased 3% with the Dental component showing a 5%
increase.

This forecast uses 7% increases for medical and 5% for dental over the forecast
period. Also, in 2014 the consortium added a lower cost 60% policy in compliance
with the Affordable Care Act to benefit lower income classified workers.

Additionally, the consortium will be adding an optional Health Saving Account
(HSA) plan in FY15, designed to be more affordable with lower premium costs in
exchange for higher deductibles and co-pays.

While our current union contracts prohibits from making substantive changes
to health insurance, the movement to HSA’s will be in the forefront our 2017
contract negotiations.



2 years ago, the state legislature approved significant changes to the State Teachers
Retirement System (STRS) and the School Employees Retirement System (SERS)
that will have a profound impact on school district finances in the future.

While contribution increases have been limited to employees (STRS) only at this
time, school districts will see substantial hidden costs through the lengthening of
retirement and service age requirements that will have a negative impact on future
salary expense, medical insurance premiums and worker’'s compensation
premiums.

Purchases Services/Materials and Supplies

We expect these categories to increase nominally as cost increases are passed along
to us from our suppliers, apart from the substantial decrease from the shift from
Purchased Services to Salaries and Benefits from the Special Education and
Pre-School changes.



