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BILL SUMMARY 

• Indexes per-pupil base cost funding to statewide real estate value 
inflation as the inflated value is incorporated into the base cost funding 
formula. 

CONTENT AND OPERATION 

Indexing per-pupil base cost funding to real property values 

(R.C. 3317.012(B)(5) and 3317.02(B) and (I)) 

Current base cost funding 

Most state education funding is channeled to school districts through the 
"base cost" funding mechanism.  H.B. 66 of the 126th General Assembly enacted 
a revised base cost funding computation based on the costs of three "building 
blocks":  (1) base classroom teachers, (2) other personnel support, and (3) 
nonpersonnel support.  The cost of the building blocks is determined by the 
General Assembly and converted into a per-pupil amount, yielding a per-pupil 
base cost amount of $5,283 for fiscal year 2006 and $5,403 for fiscal year 2007.  
The per-pupil amount is multiplied by the number of pupils to yield a gross base 
cost funding amount, and this gross amount is adjusted to account for local wage 
and price variations (the "cost-of-doing-business factor").  The result is the gross 
cost of providing the building blocks in each school district. 

To partially equalize the state's contribution to the gross cost of the building 
blocks, the base cost formula subtracts 2.3% (23 mills' worth) of each school 
district's "recognized valuation."  This subtraction is known as the "charge-off."  
The greater a school district's recognized valuation, the greater the subtraction:  for 
every $1,000 increment of taxable valuation, the charge-off subtracts $23 from the 
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gross cost of the building blocks.  The school district is supposed to provide the 
subtracted amount from local revenue. 

Recognized valuation is a modified measure of a school district's taxable 
property valuation, including both real property and tangible personal property.  
The modification is designed to prevent the triennial real property value 
reassessments from abruptly increasing the charge-off by the full magnitude of the 
reassessment, and thus causing an abrupt decrease in per-pupil base cost funding 
(by $23 for every $1,000 in reassessed valuation increase).  Instead, the formula 
"recognizes" only one-third of the reassessed valuation increase in the first year 
following reassessment and two-thirds in the second year following reassessment; 
only in the third year does the formula recognize the entire real property valuation 
increase from the reassessment.1 

Proposed indexing of base cost amount to real property inflation 

The bill requires the per-pupil base cost amount to be indexed to annual, 
statewide changes in the real property component of recognized valuation.  The 
general effect of the bill would be to cause the "state share" of per-pupil base cost 
funding to increase over time in approximate proportion to increases in statewide 
real property values.2  (For the purposes of this analysis, the "state share" is the 
gross per-pupil subsidy amount minus the charge-off.)  This indexing would 
mitigate the base cost formula's tendency to reduce the state share of a school 
district's per-pupil base cost subsidy over time as the district's taxable valuation 
increases.  This tendency is commonly referred to as "reappraisal phantom 
revenue." 

Specifically, in any given year the per-pupil base cost funding amount 
would increase in proportion to the statewide increase in "adjusted recognized 
valuation."  Adjusted recognized valuation is recognized valuation minus the 
tangible personal property component.3  The statewide adjusted recognized 
valuation is the sum total of the adjusted recognized valuations of all school 
                                              
1 Only increased valuation from inflation in existing property values is phased in in one-
third increments.  Increased valuation from new construction is recognized fully in the 
first year after it appears on the tax list, instead of being phased into the formula in one-
third increments.  See R.C. 3317.015. 

2 The per-pupil amount could decrease if statewide real property inflation is negative, but 
deflation in statewide real property valuation is a rare, if not unprecedented, event. 

3 Because adjusted recognized valuation does not include the value of tangible personal 
property, the ongoing phase-out of taxation of tangible personal property does not affect 
the bill's indexing. 
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districts.  Because statewide recognized valuation is an aggregate measure of the 
adjusted recognized valuations of all school districts, it varies with overall changes 
in the reappraisals and reassessments occurring in the preceding year in whichever 
counties are undergoing reappraisals or reassessments that year; it is not 
particularly sensitive to changes in reappraisals and reassessments in each school 
district.  In other words, the bill's increase in the state share of a particular school 
district's per-pupil base cost subsidy is not likely to be in direct proportion to 
inflation in the school district's real estate valuation; a district's per-pupil subsidy 
may increase to a lesser or greater degree than local real estate inflation.  The state 
share of each school district's per-pupil subsidy will increase in proportion to the 
average inflation in real estate values throughout the state, so school districts 
experiencing relatively high local inflation will receive a less-than-proportionate 
increase in the state share of per-pupil base cost funding (i.e., in the gross per-
pupil subsidy minus the charge-off).  Conversely, a school district experiencing 
less-than-average local real estate inflation will receive a greater-than-
proportionate increase in the state share of its per-pupil subsidy.4  But in either 
case, the per-pupil subsidy amount will be adjusted upward in proportion to 
statewide real property value inflation as that inflation is incorporated into the 
funding formula through the charge-off. 

On the basis of the bill's indexing provision, the bill sets forth the FY 2008 
and FY 2009 per-pupil base cost subsidy amounts.  The FY 2008 amount is $5,689 
and the FY 2009 amount is $6,008. 

COMMENT 

Am. Sub. H.B. 119 (Biennial Main Operating Budget for FY 08 and FY 09) 
amended existing law regarding base cost funding to such an extent that H.B. 245 
will need to be redrafted to take into account those changes. 
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4 The disparity between a given district's local real estate inflation and the statewide 
average will be most pronounced in years when there is neither the sexennial reappraisal 
nor the triennial reassessment in the county where the district is located. 


