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Introduction
The historic partnership between the State of Ohio and its general purpose local governments
has eroded during the last decade. The erosion in the partnership became further fractured with
disproportionate funding cuts in the FY 12-13 state budget. This fracture must, not only be
mended, but strengthened, in the years ahead.
Beginning in the early 2000’s and continuing to the present, the rope that binds the state to
general purpose local governments has been frayed by a series of state actions that challenges
the historic partnership. This position paper will outline basic information concerning the current
relationship between state and local governments, with a particular emphasis on the vital role of
counties as agents of the state in the delivery of services at the local level. It proposes an
action agenda for the future.
This paper will consist of the following parts:
1. Background Since 2000
2. Additional Cuts to LGF and TPP Must Be Avoided
3. Restore the Cuts Imposed on the Local Government Fund
4. Uphold the Constitutional Amendment Regarding Casino Revenue Distributions

Background Since 2000
Beginning with the recession of 2001, and continuing to the present, local governments have
experienced prolonged erosion in the historic state/local relationship with respect to local
government funds and reimbursement for state enacted tax reforms affecting local tax sources.
A look at the aggregate amounts of revenue distributed to local governments from the LGF in
CY 2000 versus the amount expected to be distributed in CY 2012 tells quite a story. According
to the Department of Taxation Annual Report, approximately $790 million was distributed to
eligible local governments in CY 2000. In CY 2012 LGF distributions are expected to be $465
million. This represents a 41% reduction in revenues from CY 2000 to CY 2012.
It all began with a freeze in local government distributions enacted in the FY 2002 – 2003 State
Budget. Piggybacking on this “freeze” in LGF revenue was a $30 million cut to the three local
government funds. The “freeze” began July 1, 2001 and lasted until January 2008. This
“freeze” saved the state over $ 850 million during that time period at the expense of local
governments. The $850 million represented natural revenue growth that local governments
would have been entitled to under law but did not receive and was collected by state
government and used for other state purposes (See Attachment A.)
In January, 2008, based on the recommendations of a Joint Legislative Task Force, the
legislature combined the Local Government Fund and the Local Government Revenue
Assistance Fund. This legislation also placed the Local Government Fund and the Public Library
Fund on separate percentage-of-tax-receipts formulas.
These formulas allowed local
governments to receive the benefits of state revenue growth when the economy was robust and
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for revenue declines when the economy was sluggish. This was a fair approach to balancing
resources to provide services to constituents.
However, beginning in December, 2007 the U.S. plunged into the most severe recession since
the Great Depression. As a result, the recently reconstituted Local Government Fund
experienced a $100 million dollar decline. These natural declines came at the same time other
county revenue sources such as sales and use taxes, real estate transfer fees, and investment
income were reduced due to declining economic activity and lower interest rates.
The recession caused an unprecedented revenue decline for state government. State GRF tax
revenues declined 12% from FY 2008 to FY 2009. GRF tax revenues declined an additional 5%
between FY 2009 and FY 2010 (See Attachment B.) The cuts experienced by local
governments, that traced the economy and declining state revenue, were both fair and
expected.
A variety of steps were taken by the state during the Great Recession to maintain a balanced
budget including a series of state agency cuts, state employee furloughs, a delay by two years
of a planned 4.2% personal income tax cut, and reductions to the state Public Library Fund.
However, in 2011, projections showed a two year budget shortfall of $ 7.7 billion for the FY 1213 state budget.
The FY 2012-13 state budget was balanced disproportionately on cuts to local governments.
According to information released by the Office of Budget and Management when the state
budget (HB 153) was introduced, 29% or $2.2 of the $7.7 billion shortfall was to be eliminated
through “redirection of state revenue.”
This “redirection of state revenue” essentially equated to cuts to local government funds and the
accelerated phase down of state reimbursements for Tangible and Public Utility Personal
Property taxes. The payments to local governments for lost TPP and public utility taxes resulted
from the phased elimination of TPP in 2005 and electric and natural gas deregulation dating to
1999 and 2000. (See Attachment C). The amounts of these cuts were neither fair nor
expected.
The FY 2012-13 budget proposed a 50% cut to the Local Government Fund over the biennium.
The state budget also proposed, and ultimately eliminated, the portion of the dealers in
intangibles tax that went to the LGF to be used for state purposes. As enacted, counties,
municipal corporations, townships and parks lost $ 129 million in FY 12 and $406 million in FY
13, for an estimated total loss of $535 million over the biennium. On the other hand, this loss of
over a half a billion dollars was a gain used to balance the state budget at the expense of local
jurisdictions. (See Attachment D.)
The state budget also reduced funding libraries with cuts to the Public Library Fund (PLF). The
cuts to the PLF were more modest than the cuts to LGF partially because of sizable cuts to the
PLF during the FY 10-11 budget and also because some libraries receive over 90% of their total
funding from the PLF. Never-the-less, the state budget gained another $62 million in FY 12 and
$65 million in FY 13 from cuts to libraries.
The balance of the “redirection of state revenue” from local governments was achieved by the
accelerated phase down of tangible and public utility personal property payments to schools and
other local governments as a result of the phased elimination of TPP and public utility property
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taxes. The total budgetary loss resulting from the accelerated phase down of reimbursements
was $587 million in FY 12 and $845 million in FY 13.
Prior to the enactment of the FY 2012-13 budget, the LGF was to receive 3.68% of state GRF
tax receipts and PLF was to receive 1.97% (this was reduced from 2.22% of GRF receipts by
the previous state budget). This means that local government and library revenue sharing
represented less than 6% of state general revenue fund tax receipts. The LGF was targeted for
a 50% reduction when it previously constituted less than 4 % of state GRF tax receipts. If cuts
were to be meted out on some proportional basis, clearly an expenditure area that represents
less than 4% of total GRF tax receipts should not be targeted for a 50% cut. The cuts to the
Local Government Fund were simply disproportionate when you consider that the state budget
“hole” was around 17%.
Of particular interest is the approach taken in HB153 in balancing the state budget
disproportionately on the backs of local governments is how this approach is at odds with the
philosophy that originally resulted in the creation of the LGF during the height of the Great
Depression in 1935. During the Great Depression local property tax revenues were declining
due to rapid decline in property values and a voter approved reduction in inside millage rates
(from 15 to 10 mills) to provide assistance to struggling property tax payers. To compensate
local governments for the reduced inside millage rates and declining property values the state
created the LGF.
Contrast the actions of state government in 1935 with the actions of the state during the current
economic crisis. Rather than boost state assistance during a time when local governments are
often struggling with declining property and other local tax revenues, the state is piling state cuts
to the LGF and property tax reimbursement to declining local property taxes, lower sales taxes,
and a general decline in investment income and other local tax receipts. (See Dayton Daily
News article, 1-15-2012, “Schools, governments lose millions after housing crisis.” (See
attachment E.) It is noteworthy that additional local millage issues are already beginning to
appear to make up the difference in lost local revenue. This may be just the beginning as
forecasts indicate that revenue shortfalls will worsen by 2013 when state cuts take full effect.
The Department of Taxation estimated state tax receipts at $2.5 billion less in FY 09 than
anticipated at the time the FY 08-09 budget (HB 119) was passed. (See Attachment F.) While it
is unquestionably true that the Great Recession reduced state revenues significantly, what is
generally forgotten in the discussion is that at least part of the significant $ 7.7 billion budgetary
shortfall for the FY 2012-2013 budget resulted from comprehensive tax reform enacted as part
of the state budget in 2005 (HB 66).
State revenue forecasts made by the Department of Taxation in concert with Ohio Office of
Budget and Management estimated in the spring of 2005 that the projected loss in state and
local revenues resulting from tax reform would exceed $3.7 billion in FY 2010 alone (See
attachment G.) The local share of this revenue loss included over $1.6 billion in lost tangible
personal property (TPP) taxes. In addition to phasing out TPP, the state reduced state income
taxes by 21% over seven years at an estimated cost per year in 2010 of $2.2 billion, eliminated
the corporate franchise for payees other than financial institutions at a cost of $1.2 billion, and
lowered the state sales tax by ½ % at a cost of $842 million. To replace these significant
revenue losses, the state enacted approximately $400 million in new cigarette taxes and the
commercial activity tax (CAT). The Commercial Activity Tax was expected to generate over
$1.5 billion per year when fully implemented; however, the CAT underperformed due to
depressed business activity resulting from the Great Recession.
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The bottom line is that tax reform, as adopted by the General Assembly in 2005, was not
revenue neutral. While certain provisions of tax reform required more than five years to
implement, much of what the state hoped to accomplish with tax reform in terms of
implementation of the CAT and the phase out of the collection of TPP and the reduction in
personal income tax rates was expected to be completed by 2010. The point that needs to be
stressed is that the state knew in 2005 that a very substantial revenue shortfall was on the
horizon. Yet no substantial cuts in state programs or services were proposed in 2005 to
accommodate the substantial revenue reduction the state knew was coming 5+ years later.
No reasonable person would suggest that state officials in 2005 could have forecast a
recession, much less a recession with the ferocity of the Great Recession, would befall Ohio,
the U.S. and the world in 2008 – 2009. The severity of the Great Recession and the significant
impact that it has had on state revenues is without parallel in modern times. However, as was
noted previously, the unfinished business of dramatically reducing state spending to match
reduced state revenues was put off by the legislature in 2005. This resulted in what might be
called a perfect storm of reduced tax revenues attributable to tax reform coupled with the most
severe economic collapse since the Great Depression.
Substantial reductions in state spending resulting from tax reform would have been challenging
if addressed in isolation. Likewise, cutting state spending due to the impact of the Great
Recession also would have been difficult. Taken together the impact on state revenues was
unprecedented. State General Revenue Fund revenues declined in each of FY’s 07, 08, 09, and
10. Total GRF taxes declined 12% in 2009 with the state sales tax and the income tax (the two
largest state taxes) declining in FY 2009 by an unprecedented 6.6% and 16.3 %, respectively.
The state income tax declined in each of FY 09 and 10, something that had never happened
before. Total state GRF tax revenue in FY 2011 was less than it was FY 2004.
Additional Cuts to LGF and TPP Must Be Avoided
The first step in mending the fractured state/local relationship as a result of cuts to local
governments in the last state budget (HB153) is to apply a tourniquet to the wound and stop the
bleeding. The state budget provides a basis going forward for minimizing additional revenue
losses if the statutory commitment to go back to a “percentage of tax receipts formula” is
actually embraced.
The state budget provides, beginning in FY 14, percentage of revenue based funding is to
resume for the Local Government Fund in July 2013. This means that consistent with the
changes to the LGF formula established in 2008, distributions would be tied to revenue growth
and reductions in total GRF tax revenues. As state tax revenues increase or decrease, there
would be a corresponding increase or decrease in distributions to all 88 county undivided local
government funds. The funding percentage would be based on a one time calculation: LGF
deposits in FY 13 would be divided by FY 13 state GRF revenues to yield the new LGF funding
percentage to be used beginning in FY 14.
Restoring the LGF with a percentage of tax receipts formula will allow local governments to
experience revenue growth in line with state revenue growth. To the extent the state is growing
and experiencing improved fiscal health, local governments will be able to participate in that
growth.
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The current state budget also suspends the accelerated phase-out of reimbursement for tax
losses on TPP and public utility property tax losses (kilowatt hour-KWH) at CY 2013 levels in
subsequent years for non-school local governments. Beginning with the second payment that
was made in 2011, reimbursements for lost TPP and public utility property tax (PUPT) were
phased out at a rate of 2% of total resources each year for each type of taxing entity. The 2%
per year reduction was applied separately to TPP and KWH so each taxing district could lose up
to 4% in each year until payments ceased. In 2013, the budget suspends the phase down of
reimbursements for entities that are still receiving reimbursements (essentially any county
service function, township or municipal corporation with more than a 6% reliance on either TPP
or PUPT reimbursement).
Regarding the county service area that is classified as “other county levies” that includes the
county general fund, all but six counties will have their TPP reimbursements phased out by
2013 and in the case of KWH reimbursement all but three will have their PUPT reimbursements
phased out by 2013. However, for county service functions such as MH/DD, public health,
senior services, and children services, many of these individual county service functions are
more reliant on TPP or KWH as part of their total resources and thus would benefit from a
suspension of the accelerated phase down in reimbursement payments as provided by the FY
12-13 state budget.
Local officials must impress upon state policy-makers the importance of returning the LGF to a
percentage of tax receipts formula as recommended by a legislative task force 6 years ago,
approved by the legislature with the FY 07-08 state budget, and contained in the current FY 1213 state budget.
For the hundreds of local taxing districts and county service functions that are heavily reliant
(more than a 6 % reliance of total resources) on either TPP or public utility property tax
reimbursements, local officials must lobby the administration and the legislature that
reimbursement payments must continue to such local governments in order to avoid further
deterioration in the financial condition and the quality of services delivered to the citizens of
Ohio. This point is particularly important in light of the fact that many of these local governments
are heavily dependent for funding on property taxes, and as previously noted, property tax
revenues are declining due to the housing crisis and a decline in property tax valuations across
Ohio.
Restore the Cuts Imposed on the Local Government Fund
But we need to not only mend the fractured partnership. We also need to strengthen it! It is
clear the 50% cut to the Local Government Fund during the current biennium, in the wake of a
17% state budget deficit, imposed disproportionate cuts on local governments. The state
should therefore, in the next state budget, restore at a minimum the 33% difference to the LGF.
While counties embrace greater collaborative efforts and shared service models, these
initiatives cannot make up for all the losses local governments have experienced. Likewise,
counties are in a unique position because of the many mandates imposed on counties by state
law such as elections, courts and justice, public defender, and veterans services, to name just a
few dictated by state law.
In the absence of additional funding the state should consider assuming some of the most
onerous mandates listed above, or the General Assembly should provide the tools needed to
control the expenditure of local tax dollars for these mandated programs.
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Every Ohioan lives within a community that provides services upon which we all depend. The
long term welfare of the state depends ultimately on the vitality and quality of life in each
community. When businesses come to Ohio or expand in Ohio it is because the quality of life
makes Ohio a good place to live, work and do business. In addition to making Ohio an attractive
place to live, Ohio’s communities provide services that are essential to a civilized society. In the
case of counties, most of the major functions of county government are mandated by state law
and essentially represent critical services that the state has determined must be provided on a
local or regional basis.
Uphold Constitutional Amendment Regarding Casino Revenue Distributions
In November of 2009 Ohioans approved State Issue 3 authorizing casinos in Cincinnati,
Cleveland, Columbus, and Toledo.
The constitutional amendment to Article XV, Section 6 of the Constitution provides that “a thirtythree percent tax shall be levied and collected by the state on all gross casino revenue by each
casino operator of these four casino facilities.” The amendment and enabling legislation (ORC
Section 5753.03) provide for the creation of a “casino tax revenue fund” from which monies
deposited in such fund must be transferred to each of the following separate funds:


51 % to the Gross Casino Revenue County Fund to make payments to counties on the
basis of population at the time of distribution



34 % to the Gross Casino Revenue County Student Fund to be distributed among all 88
counties in proportion to such counties’ respective public school district student
populations at the time of distribution



5 % to the Gross Casino Revenue Host City Fund to be distributed to the host city
where the casino facility that generated such gross casino revenue is located



3 % to the Ohio State Racing Commission Fund to support horse racing



3 % to the Ohio Casino Control Commission to fund the commission



2 % to the Ohio Law Enforcement Training Fund to support law enforcement functions



2 % to the Problem Casino Gambling and Addictions Fund to alleviate problem
gambling and substance abuse and related research.



1 % of the money credited to the Casino Control Commission Fund is credited to the
Casino Tax Administration Fund to defray the cost of administering the tax.

Payments to counties and host cities are to be made by the Department of Taxation by the end
of the month that follows the end of each calendar quarter.
The constitutional amendment provides clear language prohibiting the state from supplanting
existing funding obligations of the state with the new revenue. The amendment reads in
pertinent part:
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Tax collection, and distributions to public school districts and local
governments, under sections
6(C) (2) and (3), are intended to
supplement, not supplant, any funding obligations of the state.
Accordingly, all such distributions shall be disregarded for purposes of
determining whether funding obligations imposed by other sections of this
constitution are met.
While one might squabble over the exact legal interpretation of this provision of the constitution
as it applies to counties, it is clear that when the voters approved this language they assumed
payments to local governments would be made without offsetting cuts or reductions in other
revenue sources.
While the language of the constitutional amendment establishes the intent of the electors not to
cut existing revenues to counties and other local governments, additional reasons to avoid
reductions now include uncertainty as to the timing of the opening of the remaining two casinos,
how rapidly the open casinos will take to ramp up operations, and finally the impact of
competing video lottery terminals (VLTs) at racetracks.
Another argument on behalf of counties and schools with respect to the casino revenue is that
counties and schools are bearing a disproportionate share of the losses as it relates to the
phase out of TPP reimbursement. The reason for this is straightforward: approximately 70 % of
the ultimate TPP revenue loss is attributable to schools and roughly 30 % of the loss is
attributable to other local governments and levy funded agencies. Of $ 482 million in lost TPP
revenues attributable to non-school local governments in tax year 2011, $267 million of this loss
is to county government and county levy funded agencies. (See Attachment H.)
Finally, since Ohioans voted to provide for the current distribution of casino revenues to
supplement revenue, the legislature should not reduce LGF or other county revenue sources
because counties are constitutional recipients of casino revenues. Such changes to how casino
revenues are distributed should only occur through an amendment to the constitution so as to
not thwart the will of Ohioans.
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