Policy Matters Oh@ s 5%

Hard times at city halls:

Ohio communities struggle with damaged tax base and state cuts

Wendy Patton and Zach Schiller

Many Ohio communities have not recovered from the Key findings

recession. State funding cuts have worsened the

situation. Localities employ 41,100 fewer people than Value of taxable property statewide

they did in November 2007. Almost a third of Ohio not expected to recover to pre-
communities and counties have reserves below recession levels until after 2017.
recommended levels. An even larger share of townships,

which are not required to report reserves, saw State budget cuts will have reduced

expenditures exceed revenues in 2012. Many towns and | funding to locals by $418 million in
cities have increased local taxes to try to compensate for | 2015 compared to 2010.

state funding cuts and lagging tax bases. _
As recession hammered tax base

and state aid dwindled, local tax
rates rose to provide necessary

services, accounting for much of
local tax revenue gains.

Ohio is more dependent on local government public
services than most states. For example, Ohio ranks last
in state funding for children’s services, and first in local
financing of these services.' The situation is similar in

services for those with developmental disabilities.” The Almost a third of Ohio’s

state provided flexible funding to local government, communities and counties lack
dating back to the establishment of the Local recommended level of reserves or
Government Fund in the 1930’s. Even before that, (in the case of townships) saw
inheritance tax revenues were shared. The state is expenditures exceed revenues in

dismantling this fiscal partnership: it cut Local 2010.
Government Funds, eliminated most tax replacements and did away with the estate tax and the
property tax rollback for levies that raise new funds.

The impact of state cuts varies from place to place, but no county or community has been untouched.
The mayor of Cincinnati estimates loss of state funding and estate tax revenues have cost the city $29
million a year.’ Cleveland lost $35.5 million a year.” Dayton has lost $20 million since 2011 and as a
result, has fallen behind in resurfacing streets, replacing police cruisers and garbage trucks, and

! Public Children’s Services Association of Ohio, “PCSAO and Child Welfare Financing,” June 2013 at
www.pcsao.org/Presentations/2013/Child Welfare OH Financing Execs 6 13.pdf

? University of Colorado, State of the States in Developmental Disabilities, “State profiles for I/DD during fiscal years
1977-2011 at www.stateofthestates.org/index.php/intellectualdevelopmental-disabilities/state-profiles.

? Testimony of Mayor John Cranley of Cincinnati and Commissioner Clarence Coleman of Toledo on House Bill 5 to the
Senate Ways and Means Committee, November 18, 2014 at http://www.ohiosenate.gov/committee/ways-and-means#

* Letter from Mayor Frank Jackson to Senate Ways and Means Committee Chair Schaffer and Vice-Chair Peterson, in
testimony of Nassim Michael Lynch to the Senate Ways & Means Committee on December 2, 2014 at
http://www.ohiosenate.gov/committee/ways-and-means#

www.policymattersohio.org



Hard times at city halls

demolishing vacant and abandoned buildings.” The village of Orwell, in Ashtabula County, remains
35 percent below 2008 revenue levels and has struggled to provide adequate police and fire services.’
These are just four jurisdictions among the thousands that lost state aid. The dilemma is the same in
all corners of the state.

State of Ohio factsheets and forecasts

Ohio’s Office of Budget and Management (OBM) show scant growth in its tally of total federal, state
and local revenues for schools and local government funding sources.” When adjusted for inflation,
OBM factsheets on funding local communities, updated with forecasts from this past fall, reveal that
total local government revenues fell in calendar years 2012, 2013 and 2014 compared with the base
year of 2011, and rose by 1.7 percent in 2015 (Table 1, inflation adjusted).

Table 1
Little growth in total revenues for local governments and schools, 2011-1015
(Millions )
2011 2012 2013 2014 2015
Casino revenues N/a N/a $147.60 $278.50 $297.70
Estate $302.10 $400.90 $60.00 $0.00 $0.00
Other local taxes (Census) $761.50 $771.40 $781.40 $791.60 $801.90
Local sales* $1,827.50 $1,950.80 $2,058.10 $2,206.70 $2,295.00
Federal revenue $2,281.00 $2,281.00 $2,281.00 $2,281.00 $2,281.00
Income Tax* $4,631.40 $4,876.30 $5,024.80 $5,306.50 $5,598.80
Property Tax* $13,669.00 $13,868.90 $14,348.90 $14,873.70 $15,389.60
?Ctehrf;u'gfa' reventies §12,502.00 §12,839.60 §1317230  $13172.30  $13,172.30
State support** $14,616.10 $13,122.40 $12,965.10 $13,640.40 $14,197.20
Total — Not adjusted $50,590.60 $50,111.30 $50,839.20 $52,550.70 $54,033.50
Total - Inflation adjusted
(2014 dollars) J $53,112.27 $51,542.43 $51,536.24 $52,550.70 $54,033.50
Source: Policy Matters Ohio, based on the Ohio Office of Budget and Management's “Fact Sheet: Funding Ohio Communities,” 2013 http:/1.usa.gov/1Ak78dq
http:/beyondboundaries.ohio.gov/documents/statesupport/LGF_Fact-Sheet.pdf and “Funding Ohio Communities” 2014, p.16
http://www.healthtransformation.ohio.gov/LinkClick.aspx?fileticket=7kfh1pXjPlc%3D&tabid=149. Inflation adjustment made using federal Bureau of Labor Statistics
inflation calculator. Note: (*) OBM updated forecast (**) Federal stimulus included in 2011 numbers; see Fact Sheet: Funding Ohio Communities.

The OBM factsheets overstate funding available for basic local government operations by including
federal census data. The census data, and in particular the category “Other Local Revenues,”
amounting to $13.6 billion in calendar 2014, includes things like payments for operation of water and
sewer systems, airport landing fees and money paid by students for school lunches. A community

> Tim Riordan, City Manager of Dayton, testimony to the Senate Ways & Means Committee on November 18, 2014 at
http://www.ohiosenate.gov/committee/ways-and-means#

% Jack Netis, Orwell Village Manager, testimony to the Senate Ways & Means Committee on November 18, 2014 at
http://www.ohiosenate.gov/committee/ways-and-means#

7 Ohio Office of Budget and Management, “Fact Sheet: Funding Ohio Communities,” 2013, at
http://beyondboundaries.ohio.gov/documents/statesupport/LGF_Fact-Sheet.pdf and “Funding Ohio Communities,” 2014,
at http://www.healthtransformation.ohio.gov/LinkClick.aspx?fileticket=7kth 1 pXjPlc%3D&tabid=149.
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cannot make up for state budget cuts with sewer fees. Nor do airport landing or school lunch fees
make up for loss in municipal general funds.

In 2013, Policy Matters testified on this to a legislative committee. “It is worth noting that when
baseball fans go to watch the Toledo Mud Hens, the Census Bureau and OBM consider the money
they spend buying tickets local government revenue,” Research Director Zach Schiller told the
committee, referring to the numbers shown in Table 1, above. “Lucas County includes the nonprofit
corporation that owns the team in its financial statements, treating it as a ‘component unit” much like
the county land bank and its convention and visitors bureau. This highlights the fact that the OBM
data on local-government revenues — aimed at showing that cuts in aid are insubstantial — do not
show the reality that local governments face.” ®

Local revenues

Tax rate increases have played an Figure 1
important role in maintaining funds for Share of local tax revenue by type,
local public services since the recession. Ohio local government & schools, CY 2012
This section reviews changes in the major
local tax revenue sources since 2907. Lodging Estate tax
Data presented here show statewide Casino tax 1% 29,
outcomes: Individual communities, of 0%
course, fared better or worse than the Local Sales
average. Tax
Local Income %
Property, income and sales taxes provide Tax

the vast majority of funding for what is 23%
typically considered basic local services,
such as police, garbage collection and K-
12 education (Figure 1). A few other local
tax sources — lodging and admissions,
casino revenues - provide a small share of
funding. Figure 1 shows configuration in
2012, because the Department of
Taxation has estimates for all taxes in
2012. The estate tax has been eliminated
and will disappear, and casino revenues Source: Policy Matters Ohio, based on Ohio Department of
will grow. However, these are minor Taxation Annual Report, Tax Data Series

taxes. The big three are local property,

sales and income taxes.

The property tax

The property tax is the backbone of local public finance in Ohio. The largest distribution, 63 percent,
went to Ohio’s primary and secondary schools in 2013. Another 2 percent funded joint vocational
schools. The remainder was distributed to counties, municipalities, townships and special districts.’

¥ Zach Schiller, “Kasich Administration Moving Against History, Hurting Ohio’s Future,” Policy Matters Ohio,
September 17, 2013 at http://www.policymattersohio.org/testimony-sep2013
® E-mail from Meghan Sullivan-Homsher, Ohio Department of Taxation, to authors, 11/4/2014.
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Any county, township, city, village, school Table 2

district or other sp@czal district can levy Ohio’s property value, rates & revenues
property taxes. Ohio’s property tax system

is complex and several mechanisms are at

Schools and local government
(not adjusted for inflation)

work, but generally speaking, as p rOP erty Real property ~ Statewide average Value of taxable
valuations fall, tax rates on some levies taxes charged  Effective tax rate property
rise to about the same percentages as (billions) (mills™) (billions)
voted, or as valuations on existing 1998 $7.583 53.08 $142.864
property rise, rates on some levies fall. 1999 $8.129 51.91 $156.601
Counties reassess the value of local 2000 $8.698 51.82 $167.858
property once every six years and update 2001 $9.183 52.79 $173.975
property values every third year. The Ohio 2002 $9.808 52.52 $186.757
Department of Taxation calculates 2003 $10.474 53.28 $196.583
effective tax rates annually based on a 2004 $11.243 55.49 $202.592
system of tax reduction factors.'’ 2005 $12.217 85.18 $222.488
2006 $12.957 55.34 $234.133
Table 2 shows two decades of Ohio’s 2007 $13.128 55.65 $235.917
taxable property values, effective tax rate 2008 $13.819 57.31 $241.121
(in mills) and tax revenues (not including 2009 $14.124 59.3 $238.194
property tax relief). This includes both 2010 $14.495 60.86 $238.182
schools and local governments. 2011 §14.59 63.11 §231.287
2012 $14.761 65.53 $225.257
Property tax revemes grow as the a s o s
economy expanded before the recession. : ' '
. . 2015* $16.287 70.14 $232.200
New homes and commercial properties
. . 2016* $16.827 71.82 $234.300
were built and taxes paid on the expanded
. . 2017* $17.549 7312 $240.000
development. With the recession, growth , , , ,
. Source: Policy Matters Ohio based on Ohio Department of Taxation Annual
In property tax r cvenue flattened. As Report, forecasts for 2014, 2015, 2016 and 2017 provided by OBM —in
values fell, effective tax rates rose. Values interviews on 10/20 and 22/2014. Notes:
won’t quite rebound to 2008 levels even «  Taxes charged are before property tax rollbacks and the homestead
. . exemption.
by 2017, accordlng to OBM estimates, . Es‘t)imated
while rates are projected to increase, based « () Ajurisdiction or special district with a property tax levy charges
on the historical trend.'! Figure 2 one dollar of property tax for each thousand dollars of assessed
. . property value (one “mill.")
illustrates the trend in property values and *  Peak year in taxable value of property — 2008 - in bold.

tax rates.

' Ohio Department of Taxation, “Brief Summary of the Real Property Tax” at
http://www.tax.ohio.gov/portals/0/communications/publications/brief summaries/2009 brief summary/property tax real
pdf

" OBM’s projections of future values are based on economic forecasts that estimate new construction and prices for
existing homes. Tax rates are projected based on these property-value projections and the historical relationship between
property values and tax rates. That relationship includes both the rate changes that occur because of the reduction factors
in Ohio law, and because voters may approve new levies. OBM assumed that the relationship would remain the same, and
did not attempt to predict any change in voter approval of new levies. Interview of Zach Schiller with OBM Deputy
Director Fred Church, Oct. 20, 2014.

4 www.policymattersohio.org



Hard times at city halls

Figure 2
Property values stagnated since 2008 ...but property tax rates rose
(not adjusted for inflation)
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Source: Policy Matters Ohio analysis of Ohio Department of Taxation data from Annual Reports of the Ohio Department of
Taxation. Based on Property tax chapter, Table 1 (Taxes charged). Forecast property values and tax rates for 2014-2017
provided by the OBM.

Between 1998 and 2007, the value of taxable property rose by an average growth rate of 5.8 percent
every year. The statewide average effective tax rate (expressed in mills)'> grew very slowly, by an
average annual rate of just .5 percent. Property taxes charged grew by 6.3 percent, an increase that
paralleled growth in property values.

Growth in the value of taxable property is expected to be close to flat during the decade of 2008 to
2017, actually falling slightly by .04 percent a year, on average (not adjusted for inflation). The
effective property tax rate is projected to grow by an average yearly rate of 2.8 percent during this
time. Property tax revenues will grow at 2.7 percent. In this decade, the projected growth in revenue
will be largely due to increases in tax rates, rather than property values (Table 3).

Table 3

Average annual change in property value, tax rates and taxes charged
(not adjusted for inflation)

Change in value of Change in effective Change in revenues
taxable property property tax rate (“taxes charged”)
1998-2007 5.8% 0.5% 6.3%
2008-2017 (est). (0.04)% 2.8% 2.7%

Source: Policy Matters Ohio, based on data from the Ohio Department of taxation Annual Report and forecasts of OBM
(based on interviews with OBM 10/20&22/2014.)

"2 The Ohio Department of Taxation’s annual report notes that the difference between the gross millage rate and the
effective rate is explained by Section 319.301 of the Revised Code, which generally prevents increases in voted taxes
when the valuation of existing real property is increased.
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Some, but not all, of the change in tax rates over these two decades is due to the adjustment
mechanism of the tax system. For example, in 1999, the value of taxable property statewide increased
by 9.6 percent over 1998. Tax rates fell but tax revenues' rose, buoyed by development of new
homes and commercial property.

This pattern changed with the recession. In 2008, the taxable value of property statewide was $241.1
billion and the effective tax rate was 59.1 mills. In 2017, the taxable value of property is projected to
be $240 billion — about the same as in 2008 - but the estimated tax rate will be 73.12 mills."* During
the slow recovery, growth in property tax revenue has been due mostly to rising tax rates, since
property values on a statewide basis have not rebounded.

By 2013, statewide, Ohio communities were charging $15.16 billion in property taxes, up from
$14.75 billion in 2007, adjusted for inflation. Between 2007 and 2013, the average yearly rate of
growth in property taxes charged was .5 percent in inflation-adjusted 2013 dollars (Figure 3). OBM
forecasts growth (in current dollars) of 3.7 percent in 2014 and 3.4 percent in 2015."

Figure 3
Local property taxes charged rose by an average of .5 percent a year
between 2007 and 2013 (2013 dollars, numbers in billions)
18
16 $14.75 $14.95 $15.34 $15.49 $15.12 $14.98 $15.1 $15.16
14 - $13.13 $13.82 $14.12 $14.50 $14.60 $14.76 '
12
£10
@ 8
6
4
2
0
2007 2008 2009 2010 2011 2012 2013
Not adjusted for inflation W Adjusted for inflation
Source: Policy Matters Ohio, based on Ohio Dept. of Taxation Annual Report. Inflation adjustment made using federal Bureau of Labor
Statistics inflation calculator.

" Revenues are based on taxes charged, before the property tax rollback and homestead exemption funding provided by
the state.
'* Zach Schiller interview with OBM Deputy Director Fred Church, Oct. 20, 2014.
15 :
Ibid.
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Local income taxes

Income tax rates rose when the income tax base fell sharply in 2009 and stayed nearly flat in 2010.
Table 4 shows OBM estimates for the local income tax base and rates. Based on these estimates from
OBM, 38 percent of the growth in municipal income tax collections (not adjusted for inflation)
resulted from rate increases between 2007 and 2015.'® In fact, the $200 million increase in annual
collections between 2007 and 2011 was all a result of rate increases, as the tax base remained flat.
However, rate increases slowed between 2010 and 2012. Based on recent modest increases, OBM
conservatively estimated small growth in average rates in their forecast. Between 2011 and 2015,
only 1 percent of the non-inflation-adjusted increase in municipal income tax collections is projected
to be the result of rate increases.'’

Table 4

Municipal income tax collections, base and estimated

weighted average tax rate, 2007-2013
(not adjusted for inflation; billions of dollars)

Estimated weighted
Municipal income average statewide tax
tax collections Estimated tax base rate
2007 $4.106 $230.484 1.78%
2008 $4.164 $233.290 1.79%
2009 $3.937 $213.903 1.84%
2010 $4.052 $216.643 1.87%
2011 $4.309 $229.265 1.88%
2012 $4.528 $239.889 1.89%
2013* $4.665 $246.342 1.89%
2014* $4.806 $252.968 1.90%
2015* $4.951 $259.773 1.91%
Source: Policy Matters Ohio, based on data provided by OBM in interview of OBM Deputy Director Fred Church
by Zach Schiller, October 20 and 22, 2014.

Figure 4 shows the dip in the value of the local income tax base in 2009, and a corresponding rise in
rates as communities adjusted. The tax base grew with the recovery and rate increases moderated.

' OBM estimated municipal income tax based on the forecasted growth in wage and salary income and the historical
relationship between the growth in the tax base and the growth in that category of income. It also projected a small
increase in the statewide average effective tax rate in 2013, 2014 and 2015. E-mail from OBM, Sept. 24, 2014, interview
with Fred Church, Oct. 20, 2014, and email from Church, Nov. 14, 2014. These estimates were prepared prior to the
passage of House Bill 5, the municipal income tax overhaul passed in December 2014, which is expected to reduce tax
collections. The OBM forecast for municipal income taxes was available only through 2015, although a longer forecast
was provided for real property tax base and rates.

' Data in this paragraph from interview with OBM Deputy Director Fred Church, Oct. 20, 2014, and email from Church,
Nov. 14, 2014.
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Figure 4
Municipal income tax base dipped Average weighted statewide
in recession municipal income tax rates
(not adjusted for inflation) increased
2.0% 1.919
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Source: Policy Matters Ohio, based on data provided by analysis of Ohio Office of Budget and Management,
including forecasts for 2013, 2014 and 2015.

Figure 5 shows collections for the municipal income tax (not including local school income taxes).
Between 2007 and 2013, municipal income tax collections - adjusted for inflation - increased by an
average of .2 percent yearly. OBM projects growth of 3 percent in 2014 and 2.9 percent in 2015.
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Figure 5

Hard times at city halls

Local income tax collections rose by an average of .2 percent a year
between 2007 and 2013 (2013 dollars, numbers in billions)
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dated November 14, 2014.

Source: Policy Matters Ohio, based on Ohio Dept. of Taxation Annual Report. Inflation adjustment made using federal Bureau of
Labor Statistics calculator. 2013 estimate provided by OBM in e-mail from OBM Deputy Director Fred Church to Zach Schiller

Rate increases in large cities can mask fiscal conditions in other communities, or even in the rest of
the state. For example, income tax collections by the City of Columbus rose by $119.7 million in
CY2010 following a rate increase, yet municipal income tax collections for the state as a whole
increased by just $115.5 million. A statewide view masks actual decline in revenues in many other

cities and villages at that time.

Sales tax

Of the three major tax sources for local entities, the sales tax
is the smallest. Counties and transit authorities can levy a
local sales tax, and it is one of the major shares of their
revenue base. Schools, townships and municipalities cannot.
Collections in current dollars are shown in Table 5.

Figure 6 shows sales tax collections adjusted for inflation,
which rose by an annual average of 1.3 percent between 2007
and 2013. Sales tax collections were at $2.058 billion in 2013
and are projected to be at $2.295 billion by 2015 in current
dollars.

Table 5
Sales tax collections
(Current dollars - billions)
Year Collections
2007 $1.700
2008 $1.735
2009 $1.659
2010 $1.741
2011 $1.828
2012 $1.951
2013 $2.058
2014* $2.207
2015* $2.295
Source: Policy Matters Ohio, based on Ohio Dept.
of Taxation Annual Report and OBM forecasts
Note: (*) 2014 and 2015 are estimates of OBM.
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Figure 6
Local sales tax collections rose by an average of 1.3 percent a year
between 2007 and 2013 (2013 dollars, numbers in billions)
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Not adjusted for inflation ™ Adjusted for inflation
Source: Policy Matters Ohio, based on Ohio Dept. of Taxation Annual Report. Inflation adjustment made using federal Bureau of
Labor Statistics inflation calculator

OBM projects 7.2 percent growth in the local sales tax in 2014, based on first-half 2014 revenues, tax
rate increases and forecasted retail sales growth, with a return to more standard growth of 4.2 percent
the following year.

With the sales tax, too, the actions of a few jurisdictions can mask underlying economic conditions.
For example, Franklin County alone accounts for $90 million in sales-tax growth in 2014, OBM
estimates. Marion County and Erie County, the two others with rate increases, contribute another $8
million. The three counties with rate increases accounted for $98 million — about two-thirds - of the
$148 million in sales-tax growth forecast in 2014 compared to a year earlier.'®

Growth or decline of local government tax revenue can be gauged by its share of the total Ohio
economy. Figure 7 illustrates Ohio’s local government tax revenue (not including schools) as a share
of Gross State Product between 2007 and 2013. During this time, this share of the economy has
remained virtually flat. Total revenues from property, income, sales, casino revenues, estate taxes
and lodging taxes made up 2.34 percent of Gross State Product (GSP) in CY 2007'° and 2.35 percent
in 2013.

¥ Interview by Zach Schiller with Fred Church of OBM, October 20, 2014.
' The recession officially started in December of 2007. The first year of the recession was 2008.
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Figure 7

Local government tax revenues as a share of the economy in 2013 are
virtually the same as at the start of the start of the recession
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Source: Policy Matters Ohio, based on data from OBM & the Ohio Dept. of Taxation and the US Bureau of Economic Analysis, Gross
Domestic Product by State at http:/bea.gov/itable/iTable.cfim?ReqID=70&step="1#reqid=70&step=10&isuri=1&7003=200&7035=-
1&7004=naics&7005=1,85&7006=39000&7036=-1&7001=1200&7002=1&7090=70&7007=-1&7093=levels Note: Includes income, sales,
property, estate, lodging & admissions taxes and casino revenues; data taken from Ohio Dept. of Taxation Tax Data series.. Note: Estate
tax and lodging and admissions taxes estimated for 2013. Estate tax estimates based on state share reported in OBM’s Monthly Financial
Report. Lodging tax estimate based on average yearly increase over the past 10 years (4.14 percent.)

Uneven recovery means many communities still struggle

Aggregate property values are recovering, but many places continue to have declines. Table 6 shows
trends in median home sales price in the state’s largest 10 cities between 2007 and 2013. Just three
out of ten show a positive trend while four of the ten show double-digit plunges in values.

Table 6
Change in home values in Ohio’s ten largest cities, 2007-13
(not adjusted for inflation)
Cities 2007 2013 Change, 2007-13
Akron $86,900 $83,000 -4.5%
Canton $77,750 $75,500 -2.9%
Cincinnati $132,000 $159,000 20. 5%
Cleveland $91,000 $79,125 -13.1%
Columbus $132,000 $144,000 9.1%
Dayton $76,900 $78,000 1.4%
Lorain $93,600 $82,500 -11.9%
Parma $124,900 $99,000 -20.7%
Toledo $92,500 $84,000 -9.2%
Youngstown $48,000 $38,500 -19.8%
Source: Policy Matters analysis of Ohio Department of Taxation Residential Sales Data at
http://www.tax.ohio.gov/tax_analysis/tax_data_series/realerty/RESIDENTIAL_SALES_DATA.aspx
Note: Not all sales are included in this data. Data excludes sales due to foreclosure, sales between
family members, sales where only a portion of a parcel is part of the transaction, sales that are not
deemed arm’s-length transactions by a willing seller and sales where the price of the transaction
differs from the market value for tax purposes by more than 50 percent.
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Trends among smaller communities vary even more widely (Table 7). Lincoln Heights, near
Cincinnati, has seen home values fall by 76.4 percent while nearby Indian Hill has seen values
increase by 27.7 percent.

Table 7

Change in home values in selected suburban areas,
(Not adjusted for inflation)

Jurisdiction 2007 2013 Change, 2007-13
Cleveland area*

Maple Heights $109,500 $50,000 -54.3%
Orange $358,750 $320,000 -10.8%
Columbus area

Whitehall $88,500 $76,000 -14.1%
Dublin $279,000 $315,000 12.9%
Cincinnati area

Lincoln Heights $63,500 $15,000 -76.4%
Indian Hill $740,000 $945,000 21.7%
Source: Policy Matters Ohio analysis of Ohio Dept. of Tax Residential Sales Data at
http://www.tax.ohio.gov/tax_analysis/tax_data_series/real_property/RESIDENTIAL_S
ALES_DATA.aspx. Note: Not all sales are included in this data. Data excludes sales
due to foreclosure, sales between family members, sales where only a portion of a
parcel is part of the transaction, other sales that are not deemed arm’s-length
transactions by a willing seller, sales where the price of the transaction differs from the
market value for tax purposes by more than 50 percent. (*) Virtually all communities
in Cuyahoga County saw a loss in home values over this time period.

Though the pace of foreclosures has slowed substantially from the height of the foreclosure crisis, the
number is still nearly double the rate it was before the run-up in predatory lending early in the
century. Ohio faces an enormous challenge in recovering. In Cuyahoga County alone, foreclosures
have caused 24,000 vacant homes, of which 10,000 or more need to be demolished. The projected
cost: more than $100 million for residential properties alone.” A conservative estimate by the
Thriving Communities Institute found that Ohio had 50,000 vacant homes that required demolition.
Even with local initiatives, resources from the federal government, and money from a national
mortgage settlement, the cost of dealing with this blight will run hundreds of millions of dollars,
which presents a challenge to the budgets of many jurisdictions.

State cuts

In communities where the property tax base lags and the damage from foreclosure prevents recovery,
state budget cuts have compounded fiscal problems. However, state funding cuts have not just
affected those communities: the cuts have affected all jurisdictions in the state.”!

%% Vacant and Abandoned Property Action Council, “Housing and Community Development Recommendations for
Cuyahoga County Executive Armond Budish,” Nov. 4, 2014

*I See Wendy Patton, “Intensifying Impact” and “A Thousand Blows,” Policy Matters Ohio at
www.policymattersohio.org
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Fact sheets from the Ohio Office of Budget and Management highlight the state’s reduction in
funding to local government since 2010 (Table 8). In 2014 dollars, state funding for Ohio’s local
governments, including funding for mandated services delivered locally, has fallen by $813.23
million dollars. (Table 8 does not include state funding for schools).

Table 8

State funding of local government has fallen since 2010

(Millions of dollars; adjusted for inflation where indicated)

2015
Revenue sharing 2010 2011 2012 2013 2014 2015 compared to
2010
Local Government Fund $641.00 $694.00 $594.00 $348.00 $342.70 $370.30 ($270.70)
Local government property tax
replacement (business) $473.00  $481.50 $261.50 $181.00  $146.50  $107.90 ($365.10)
Gasoline excise tax (110960) $381.00 $385.00 $364.00 $395.00 $395.00 $395.00 $14.00
Public library fund $340.60 $367.00 $352.00 $345.00 $337.70 $365.30 $24.70
Auto registration distribution fund
(762901) $303.00 $310.00 $317.00 $302.00 $360.00 $360.00 $57.00
State & local highway distribution
fund $184.90 $189.00 $187.00 $196.00 $196.00 $196.00 $11.10
Local government property tax
replacement (utility) $84.50 $81.20 $12.40 $11.00 $5.60 $5.60 ($78.90)
Local transportation improvement
fund $58.70 $59.90 $54.60 $52.00 $52.00 $52.00 ($6.70)
Undivided liquor permits $13.90 $4.90 $14.30 $14.10 $14.10 $14.10 $0.20
Indigent drivers alcohol treatment
fund $1.80 $1.80 $2.00 $2.20 $2.30 $2.30 $0.50
Ohio Fairs Fund Horse racing) $1.40 $1.10 $1.10 $1.40 $1.40 $1.40 0.00
Ohio Fairs (from VLT) $0.00 $0.00 $0.00 $1.00 $0.40 $0.40 $0.40
Property tax reimbursements
(local government) $633.30  $622.00 $633.00 $641.00  $666.60 $678.00 $44.70
Total revenue sharing $3,117.10  $3,197.40 $2,792.90  $2,489.70 $2,520.30  $2,548.30 ($568.80)
Capital & program
Public Works Commission- local
gov't $127.20 $166.90 $109.50 $237.80 $261.10 $263.40 $136.20
Local government programs $1,516.00 $1,520.30 $1,444.80 $1,445.00 $1,529.10  $1,530.40 $14.40
Total capital & program $1,643.20 $1,687.20 $1,554.30 $1,682.80 $1,790.20  $1,793.80 $150.60
Grand Total - not adjusted for
inflation $4,760.30 $4,884.60  $4,347.20  $4,172.50 $4,310.50  $4,342.10 ($418.20)
Grand total - adjusted for
inflation (2014 dollars) $5,155.33  $5,128.07 $4,471.35  $4,229.71  $4,310.50  $4,342.10 ($813.23)
Average
Percent change, adjusted for yearly
inflation change
Change, year over year n/a 0.06% -12.04% -2.62% 3.79% 4.08% -1.35%
Cumulative change from base
year, 2010 n/a 0.06% -11.99% -14.30% -11.05% -1.42% nla

Source: Policy Matters Ohio, based on the Office of Budget and Management's “Fact Sheet: Funding Ohio Communities” at
http://www.omlohio.org/130th%20General%20Assembly/HB5/Local%20Gov%20F act%20Sheet%20Media%20Reports %20Charts.pdf
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Table 8 highlights that state funding to local governments (not including schools) for all purposes —
revenue sharing, mandated services and other — is $418.2 million less in 2015 than in 2010 in
nominal dollars; adjusted for inflation, the gap is $813.2 million. Yet, even this tally of loss is not
complete. For example, it does not include elimination of the estate tax. Between 2003 and 2012,
$231.9 million a year was distributed to Ohio communities from this source. It was hoped casino tax
revenues would make up for lost local government revenue. The funding from casino revenues that
went to counties and municipalities in the last four quarterly distributions totaled $153.1 million. In
total, this source does not replace loss of state budget cuts and other funding cuts to Ohio’s local
governmen‘[s.22

The state has changed its historic commitment to Ohio communities. The General Assembly
continues to cut local resources — most recently through House Bill 5, which changed municipal
income tax provisions and may cost localities millions or even tens of millions annually. > The $10
million provided in one time state funds to aid townships is helpful to those communities, but does
not address larger cuts and stubbornly weak property tax values in many communities which
undercut their ability to fully recover from damage of the recession.

Local government employment loss

Local government, like any service sector, is labor intensive. The number of people providing those
services — security, garbage collection, traffic control, emergency services, and more — has dropped
sharply. The Ohio Labor Market Information Current Employment Survey data tool shows that Ohio
had 41,100 fewer local government employees in November 2014 than in November 2007.**

The annual reports of the public retirement systems provide detailed information on public
employment. The Ohio Public Employment Retirement System (OPERS), one of several state and
local retirement systems in Ohio, lost 33,911 active members between the end of 2005 and the end of
2013.% There was loss at all levels of government, although here was also gain at some institutions,
notably related to health care, a fast-growing employment category (Table 9).

** The casino revenues generate funds for schools in addition to local governments. Over the past most recent four
quarters, funding for schools has totaled $92.94 million. This does not begin to replace loss of tax reimbursements to
schools.

3 See Fiscal Note for House Bill 5 of the 130" General Assembly, as passed by the Senate on the floor, at
http://www.lsc.state.oh.us/fiscal/fiscalnotes/130ga/hb0005sp.pdf; see also “HB 5 continues assault on local services,”
Innovation Ohio, November 20, 2014 at http://innovationohio.org/2014/11/20/hb-5-continues-assault-on-local-services-
pushes-total-cut-to-communities-to-495-million-a-year/

4 Ohio Labor Market Information, Current Employment Statistics at http://ohiolmi.com/asp/CES/CES_GET.asp.

** Ohio Public Employees Retirement System Comprehensive Annual Financial Report for 2013 at
https://www.opers.org/pubs-archive/investments/cafr/2013%20CAFR.pdf. Gains in some sectors — universities with
medical schools and hospitals - reflect growth in health care.
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Table 9

Covered Employees at Principal Participating Employers
Ohio Public Employees Retirement System (OPERS)

Principal participating employers 2005 2013 Change % change
The Ohio State University 23,696 34,607 10,911 46.0%
Kent State University 3,407 5,241 1,834 53.8%
University of Cincinnati 5,083 6,477 1,394 27.4%
Ohio University 3,934 4,880 946 24.0%
MetroHealth Medical Center 5,988 6,295 307 5.1%
Franklin County 6,551 6,050 (501) -71.6%
City of Columbus 5,864 5,139 (725) -12.4%
Ohio Department of Transportation 6,297 5,515 (782) -12.4%
City of Cleveland 6,569 5,781 (788) -12.0%
Cuyahoga County 10,062 7,748 (2,314) -23.0%
Principal participating employers - all other categories

Villages 15,222 15,072 (150) -1.0%
Law Enforcement/Public Safety 7,923 7,742 (181) -2.3%
Libraries 15,405 12,810 (2,595) -16.8%
Townships 15,108 12,269 (2,839) -18.8%
Municipalities 55,711 49,210 (6,501) 11.7%
County 83,708 75,579 (8,129) -9.7%
State 76,910 65,728 (11,182) -14.5%
Miscellaneous 33,975 21,359 (12,616) -37.1%
GRAND TOTAL 381,413 347,502 (33,911) -8.9%
Source: Reproduced from the Ohio Public Employees Retirement System Comprehensive Annual Financial
Report for 2013, p.196 at https://www.opers.org/pubs-archive/investments/cafr/2013%20CAFR.pdf

Reserve funds

Reserve funds are an important indicator of the financial health of jurisdictions. In 2012, almost a
third of Ohio’s jurisdictions either had lower-than-recommended levels of reserves or had
expenditures that exceeded revenues. Many communities are not prepared for another downswing in
the economy, a natural disaster, or further state budget cuts — the kind of situations adequate reserve
funds can help a community weather.

In government accounting, “unassigned reserve funds” or “fund balances” provide a fiscal safety net
for government. The state of Ohio maintains a rainy day fund and some local governments have their
own policies for such funds. A primary objective of a fund balance policy is to maintain resources to
cope with contingencies.
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The size of Ohio’s local government reserve balances has received recent attention. Governor Kasich
has said more than 90 percent of local governments in Ohio are running a surplus greater than the
state’s 5 percent rainy day fund, stating “If you’re running a significant surplus, it’s kind of hard to
argue that we should make your surplus bigger.”*® However, that comparison is not apples to apples,
because it compares a very large governmental unit (the state) with much smaller units (cities,
villages and townships), and reserves needed for smaller jurisdictions differ from those required for
larger ones.

The trade association of government finance officers, the Government Finance Officers Association
(GFOA), recommends local governments retain at least 60 days of operating funds in reserve. They
suggest that while reserve funds for very large units of government — like state government - might be
as low as 5 percent of revenues or expenditures,”’ the recommended minimum for smaller units of
government — like cities or counties - is 16.2 percent.*®

However, there can be variation. The GFOA conducted a study to determine the right level of
reserves for Colorado Springs and recommended 25 percent because of risks and uncertainty,
including uncertainty around sales tax collections, legal liability, infrastructure concerns and the need
for expanded emergency reserves as climate change increases weather damage. Reserves of similar
cities reviewed as part of the study showed wide variation: Fort Collins had 23.1 percent; Oklahoma
City, 12.7 percent; Denver, 18.3; Indianapolis, 56.9 and Charlotte, 17.3. The average unrestricted
funds for comparable cities considered in the study ranged between 20 and 25 percent. The wide
range of “best practice” cities included as comparables illustrates how different jurisdictions may
need different reserves.”

The Cincinnati Enquirer and Gannett Ohio prepared a database of local government finances, based
on the Auditor’s Summarized Financial Statements.”® One indicator covered was rainy day funds as a
share of expenditures for the cities, villages, townships and counties in the Auditor’s database. The
database included complete financial data for 2,276 Ohio local governments in 2012. Of this group,
nearly a third - 31.9 percent - had less than the recommended minimum reserves of 16 percent of
expenditures. An even larger share of townships, which are not required to report reserve funds, had
expenditures that exceeded revenues. Of the 637 villages with general fund revenues and expenses in

*® Jim Siegel, “John Kasich, Ed Fitzgerald disagree on tax cuts,” The Columbus Dispatch, September 21, 2014 at
http://www.dispatch.com/content/stories/insight/2014/09/21/01-kasich-fitzgerald-disagree-on-tax-cuts.html

*" Stephen J. Gauthier, GFOA Updates Best Practice on Fund Balance, Government Finance Accounting Review,
December 2009 at http://www.gfoa.org/sites/default/filessGFR_DEC 09 68.pdf. The State of Ohio’s rainy day fund can
be no greater than 5 percent.

¥ See GFOA Best Practice, “Appropriate Level of Unrestricted Fund Balance in the General Fund” (2009),
www.gfoa.org. The Best Practice states that reserves equal to about 16 percent of revenues or expenditures is the
minimum a government should consider for its policy and that the actual target that a government adopts should be based
on an analysis of the salient risks that a government faces (which in many cases may call for a higher reserve level than
16 percent). Cited in Kavanahugh, Op.Cit.

? Shayne C. Kavanaugh, A risk based analysis of General Fund Reserve Requirements, Government FInancal Officers
Association, 2013 at http://www.gfoa.org/risk-based-analysis-general-fund-reserve-requirements

%% Chrissie Thompson, Jessie Balmert and Jona Ison, “Database: Is Your Community Strapped for Cash,” The Cincinnati
Enquirer and Gannett Ohio (Cincinnati.com) at
http://www.cincinnati.com/story/news/politics/elections/2014/09/07/despite-complaints-local-governments-
ok/15232123/); database (desktop: http://www.cincinnati.com/story/news/politics/2014/09/05/database-tracking-ohio-
money/15134133/; mobile/desktop: http://bridge.caspio.net/dp.asp? AppKey=b2de0000ca800eca5d084eaab2d?2).
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the database, 110 or 17.3 percent had smaller reserves than recommended. Of the 253 cities, more
than a quarter (69 cities or 27.3 percent) failed to reach the recommended level of reserves —
including eight of Ohio’s 10 largest cities (Table 10).

Table 10

Unassigned fund balances as share of general
fund expenditures in cities, 2012

Reserves as share
Jurisdiction of expenditures Days in reserve
Dayton 22.3% 81
Cincinnati 17.5% 64
Canton 15.2% 55
Youngstown 14.7% 54
Cleveland 13.3% 49
Columbus 13.1% 48
Parma 12.6% 46
Lorain 11.1% 40
Akron 3.8% 14
Toledo -0.8% (3)
Source: Policy Matters Ohio analysis of Cincinnati Enquirer database of
local community finances and State of Ohio Auditor's Summarized Annual
Financial Statements

Many counties remain in precarious financial situations. Of those that use accrual accounting and
report expenditures and unassigned fund balances, more than a quarter have less than recommended
reserves. The 10 with the lowest reserves are in rural places across the state (Table 11).

Table 11

Unassigned fund balances as share of general
fund expenditures in selected counties, 2012

Reserves as share  Days of operation in
County of expenditures reserve
Carroll 12.5% 46
Van Wert 12.2% 45
Athens 11.8% 43
Ashland 11.6% 42
Shelby 10.2% 37
Butler 9.5% 35
Holmes 6.7% 24
Defiance 4.6% 17
Richland 4.2% 15
Morrow 0.3% 1
Source: Policy Matters Ohio analysis of Cincinnati Enquirer database of
local community finances and State of Ohio Auditor's Summarized Annual
Financial Statements
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An aggregate view masks individual reality of different jurisdictions. Small places like Hunting
Valley, with a sizable estate tax payment in 2012 that caused it to have a huge surplus, can skew
overall impressions.”’ The receipt of estate tax payments provided many places with funds for capital
expenditures and the purchase of big-ticket items like fire trucks and police fleets. Hamilton Finance
Director Tom Vanderhorst testified to the Senate Ways and Means committee: “The City of Hamilton
currently has about $8M in reserves or roughly 20% of GF expenditures. Oddly enough, the reserve
was created by an estate tax windfall received in 2011, otherwise, we would have been cutting even
more services before now.””

Conclusion

The economic recovery in Ohio has been slow and unevenly spread across communities. Revenues
from the three major local tax sources grew very slowly between 2007 and 2013, due in significant
measure to change in tax rates, which rose as the recession hammered property values and the income
tax base. Funds needed to repair the damage of the recession were not available to many
communities. The General Assembly continues to cut local resources — most recently through House
Bill 5, which changed municipal income tax provisions and could cost municipalities millions of
dollars. The $10 million provided in one-time state funds to aid townships in the waning hours of the
130™ General Assembly is helpful, but does not address larger cuts and stubbornly weak property tax
values in many communities, which undercut their ability to fully recover from the recession.

The Kasich administration forecasts increase in local revenues in 2014 and 2015, but OBM factsheets
reveal hundreds of millions of dollars local governments have lost in reduced state aid and program
subsidies. The administration has also pointed to reserve funds of local governments to demonstrate
fiscal health, but the level they identify as a healthy reserve (5 percent) is a third of the level
recommended by the Government Finance Officers Association. In terms of industry best practice,
almost a third of the municipalities and counties listed in the Cincinnati Enquirer database lack
adequate reserve balances to weather emergencies, natural disaster, or unexpected expenses.

Local finances are worse in some places than in others. Property values are still below pre-recession
levels on a statewide basis, with recovery not forecast until 2017. Some communities, like Lincoln
Heights outside of Cincinnati, where median home values fell by 76 percent, or Maple Heights
outside Cleveland, where median home values fell by 54 percent, have much longer to wait.

Many places raised local tax rates, accounting for a significant share of the gain in local tax revenues.
However, state budget cuts undermined increased local efforts. Communities are hundreds of
millions short of what they need to repair the physical damage of the foreclosure crisis. Local
governments employ 41,100 fewer people than before the recession.

Local public services support our quality of life, protect family wealth and underpin opportunity. We
all deserve sound, dependable services and stable public finance. Ohio’s communities need more
support from the state and a period of stability - without cuts or threats - to recover, rehire and
rebuild.

*! Fran Suda, “Hunting Valley workers will get smaller pay hike,: Sun News at http://www.cleveland.com/chagrin-
valley/index.ssf/2013/01/hunting_valley workers will ge.html

3 Testimony of Tom Vanderhorst to the Senate Ways & Means Committee on HB 5 (Municipal Income Tax Reform),
November 19, 2014 at http://www.ohiosenate.gov/committee/ways-and-means#
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