Fiscal Note & Local Impact Statement
123 rd General Assembly of Ohio

BILL: Sub. SB. 192 DATE: December 8, 1999

STATUS:  AsReported by House Finance and SPONSOR:  Sen. Ray (by Request)
Appropriations

LOCAL IMPACT STATEMENT REQUIRED: No— However, potertial local effects

CONTENTS: Providesfor the distribution of money received by the state pursuant to the Tobacco
Master Settlement Agreement and to make various appropriations.

State Fiscal Highlights

STATE FUND FY 2000 FY 2001* FUTURE YEARS

Tobacco Master Settlement Agreement Fund (Fund 087)
Revenues Gain of $4439 millionplus |  Gain of $348.8 million plus Gain of approximately $9.32
invesment earnings invesment earnings billion through FY 2025 plus
invesment earnings

Expenditures  Transfer of $4439 millionto: Transfer of $348.8 millionto | Transfer of approximately $4.17
the 8 tobacco settlement the 8 tobacco settlement trust | billion through FY 2012 to the 8

trugt funds funds tobacco settlement trust funds
Tobacco Use Prevention and Cessation Trust Fund (Fund H87)
Revenues Edtimated transfer from Edtimated transfer from Fund | Estimated transfer from Fund 087
Fund 087 of gpproximately | 087 of approximately $135.0 of gpproximately $1.13 billion
$234.9 million plus million plusinvestment earnings | through FY 2025 plus investment
invesment earnings earnings
Expenditures -0- Up to $234,855,223 Up to $1.13 hillion in totd,
plus earnings
Law Enforcement I mprovements Trust Fund (Fund J87)
Revenues Edtimated transfer from Edtimated transfer from Fund Investment earnings accrued on
Fund 087 of gpproximeately 087 of approximately $5.0 any cash held in Fund J87
$20.0 million plus million plus invesment earnings
invesment earnings
Expenditures -0- Capitd appropriations of $2.0 Capital appropriations of $2.0
million for FY's 2001-2002 million for FY's 2001-2002
biennium biennium plus potentia increase
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Southern Ohio Agricultural and Community Development Trust Fund (Fund K87)

Revenues Estimated transfer from Estimated transfer fromFund | Estimated transfer from Fund
Fund 087 of approximately : 087 of approximately $17.4 | 087 of approximately $189.4
$22.2 million plus million plusinvesment million through FY 2011 plus
invesment earnings eanings on-going invetment eamings

Expenditures -0- Up to $22,194,639 Up to $206.8 million in totd,

plus earnings
Ohio’'s Public Health Priorities Trust Fund (Fund L87)

Revenues Egtimated transfer from Estimated transfer from Fund |  Estimated transfer from Fund

Fund 087 of gpproximately | 087 of approximately $14.4 | 087 of approximately $994.3
$10.0 million plus million plusinvesment million through FY 2025 plus
invesment earnings earnings invesment earnings

Expenditures -0- Up to $10,010,574 Up to $994.3 millionin totd,

plus earnings
Biomedical Research and Technology Transfer Trust Fund (Fund M 87)

Revenues Estimated transfer from Edtimated transfer fromFund | Estimated transfer from Fund
Fund 087 of gpproximately | 087 of approximately $30.1 087 of gpproximately $1.77
$5.0 million plus investment million plus investment billion through FY 2025 plus

earnings earnings invesment earnings

Expenditures -0- Up to $5,005,288 Up to $1.77 hillion in tota,

plus earnings
Education Facilities Trust Fund (Fund N87)
Revenues Estimated transfer from Estimated transfer fromFund | Estimated transfer from Fund
Fund 087 of gpproximately ; 087 of approximately $128.9 | 087 of approximately $2.16
$133.1 million plus million plusinvesment billion through FY 2012 plus
investment earnings and earnings and investment investment earnings and
invesment earnings earnings transferred from invesment earnings transferred
transferred from Fund P87 Fund P87 from Fund P87
Expenditures -0- Capital appropriations of Capital appropriations of
$262,001,238in FYs2001- | $262,001,238in FY's2001-
2002 biennium 2002 biennium plus up to $2.16
billion in total and earnings
Education Facilities Endowment Fund (Fund P87)
Revenues Transfer from Fund 087 of | Transfer from Fund 087 of i Annud transfer from Fund 087
$5.0 million plusinvestment ;| $5.0 million plusinvestment | of $5.0 million through FY 2012
earnings earnings trandfer totaing $2.03 billion
from FY 2013 through FY 2025
plus invesment earnings

Expenditures Quarterly transfer of Quarterly transfer of Quarterly transfer of investment

investment earningsto Fund {  investment earnings to Fund earnings to Fund N87
N87 N87




Education Technology Trust Fund (Fund S87)

Revenues Egtimated transfer from Estimated transfer from Fund Estimated transfer from Fund
Fund 087 of 087 of approximately $12.9 087 of approximately $988.0
approximately $13.8 million plusinvesment earnings | million through FY 2025 plus
million plus investment invesment earnings
earnings
Expenditures -0- Up to $13,764,540 Up to $988.0 million,
plus earnings
Income Tax Reduction Fund (ITRF)
Revenues -0- Potential gain depending upon ;| Potentid gain depending upon
Sze of actud annua tobacco Sze of actua annud tobacco
Stlement fundsrecaeived by | settlement funds received by the
the State State
Expenditures -0- Potential increase depending Potential increase depending

upon amount, if any, of
tobacco funds transferred to
ITRF under the hill

upon amount, if any, of tobacco
funds transferred to I TRF under
the bill

Note: The statefiscal year is July 1 through June 30. For example, FY 2000 is July 1, 1999 — June 30, 2000.
*The expenditures listed for FY 2001 represent the appropriations made in those fundsin the bill, therefore, the expenditureislisted as
“up to $X”, where $X equals the amount of the appropriation.

As pat of the Tobacco Master Settlement Agreement (MSA), the State of Ohio is projected to receive
goproximatdy $10.1 hillion through FY 2025. Of this total, $239.5 million is a result of the role the Attorney
Generd played in the tobacco litigation and settlement negotiations. A variety of factors will affect the exact amount
received by the dtate in a given year, and al revenue projections should be viewed as estimated figures. Once
received by the state, the MSA funds will be deposited into the state treasury to the credit of the Tobacco Master
Settlement Agreement Fund (Fund 087). Although the bill focuses on payments through FY 2025, under the
Settlement, payments are intended to continue in perpetuity.

Every sx years, beginning in January 2012, a committee consisting of three senators and three representatives,
including minority party representation, shall reexamine the use of the tobacco master settlement agreement funds.
The committee would have nine months to report to the Generd Assembly any changes in funding priorities that
might be needed. The committee shal cease to exist after making its report. LBO assumes dl cogts for expenses
can be absorbed by the respective chambers.

A provison in the bill explicitly states that no money shal be appropriated or transferred from the General Revenue
Fund (GRF) to the Tobacco Master Settlement Agreement Fund (Fund 087) or any of the other trust funds
established in thishill.

The bill creates the Tobacco Magter Settlement Agreement Fund Group (TSF) and eight separate trust funds into
which the Director of Budget and Management shdl transfer funds from Fund 087 into one of the trust funds. Each
trugt fund, including Fund 087, will retain al investment earnings accrued by the particular trust fund.

The Tobacco Use Prevention and Cessation Trust Fund (Fund H87) will receive $1.5 hillion through FY 2025
provided that the annua MSA payments do not greatly decrease from the planned amounts. The amounts in this
trust fund represent 14.8 percent of the total tobacco settlement. The funds are appropriated in the Department of
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Hedth and shall be disbursed to the Tobacco Use Prevention and Control Endowment Fund to be used by the
Tobacco Use Prevention and Control Foundation to carry out its duties. The bill includes FY 2001 appropriations
totaling $234,855,223 in line item 440-502, Tobacco Use Prevention and Control Foundation, in the Department
of Hedlth.

The Tobacco Use Prevention and Control Foundation is created in the bill and conssts of 20 members. The goas
of the Foundation include reducing tobacco use by Ohioans, with emphasis on reduction by youth, minority, and
regiond populations, pregnant women, and others who may be disproportionately affected by tobacco use. The
Foundation shdl carry out, or provide funding to other organizations, research and programs related to prevention
and cessation. The Foundation is the trustee of the endowment fund and the Treasurer of State shdl disburse funds
only upon instruments authorized by the Foundation. At the request of the Foundation, the Treasurer of State shdll
select and contract with one or more investment managers to invest al money in the fund not currently needed. The
digible lig of invetmentsis the same as for the Public Employees Retirement System (PERS) under section 145.11
of the Revised Code.

No more than five (5) percent of tota expenditures made by the Tobacco Use Prevention and Control Foundation
in afiscd year shdl be for adminigtretive expenses. In FY 2001 this would totd $11.75 million. Additiondly, a
recipient of Foundation grant dollars may spend no more than ten (10) percent of the grant award on administrative
expenses. These redtrictions adso apply to the Southern Ohio Agricultura and Community Development Foundation
and to the Biomedical Research and Technology Transfer Commission.

The Law Enforcement Improvements Trust Fund (Fund J87) will receive atotd of $25.0 million through FY 2001.
The bill esablishes capitd line item CAP-716, Lab and Training Facility Improvements, and appropriates $2.0
million for the FY 2001-2002 biennium to be used by the Attorney Genera to maintain, upgrade, and modernize
law enforcement training and laboratory facilities.

The Southern Ohio Agricultura and Community Development Trust Fund (Fund K87) will receive five (5) percent
of the annual MSA payment through FY 2011. If there are transfers to the Income Tax Reduction Fund, as required
under the bill if certain circumstances are met, the transfer to the ITRF would occur before the five percent transfer
to Fund K87. Initid estimates of total revenue received over the 25-year period by Fund K87 are $229.0 miillion,
or 2.27 percent of the total settlement. The funds are to be appropriated in the Department of Agriculture and
disbursed to the Southern Ohio Agriculturd and Community Development Foundation Endowment Fund to be used
by the Southern Ohio Agriculturd and Community Development Foundetion to carry out its duties. The bill includes
FY 2001 appropriations totaling $22,194,639 in line item 700-502, Southern Ohio Agriculture and Community
Development Foundation, in the Department of Agriculture,

The Southern Ohio Agriculturd and Community Development Foundetion is created in the bill and consists of 16
members. The gods of the Foundation are to replace the production of tobacco in southern Ohio with the
production of other agricultural products and to mitigate the adverse economic impact of reduced tobacco
production in the region. The Foundation is the trustee of the endowment fund and the Treasurer of State shall

disburse funds only upon instruments authorized by the Foundation. At the request of the Foundation, the Treasurer
of State shdl sdect and contract with one or more investment managers to invest al money in the fund not currently
needed. The digible lig of invesments is the same as for the Public Employees Retirement System (PERS) under
section 145.11 of the Revised Code. The hill defines Southern Ohio as*“any county in this state where tobacco has
traditionaly been grown.”




The Ohio’s Public Hedlth Priorities Trust Fund (Fund L87) will receive a portion of the MSA payment totaing $1.0
billion through FY 2025, or 10.1 percent of the tota settlement. The funds are appropriated to the Department of

Hedth. Prior to disbursng the funds in line item 440-403, the Director of Budget and Management (OBM) shall

consult with the Directors of Hedth, Rehabilitation and Correction, Alcohol and Drug Addiction Services, the
Attorney Generd, and the Executive Director of the Commission on Minority Hedth. After consultation, OBM shdll

submit a plan for gpprova to the Controlling Board. After receiving Controlling Board gpprovad, OBM may transfer
funds from 440-403 to appropriate Sate agencies. In each year, not less than 25 percent of the appropriation from
Fund L87 must be expended on minority hedth programs. Other uses include enforcing underage tobacco use laws,
alcohol and drug abuse prevention programs, a program funded through DOH to provide ass stance to low-income
persons whose hedth has been adversdy affected by tobacco use, and partid reimbursement, on a county bas's, of
hospitas, free medica dinics, and smilar organizations or programs that provide free, uncompensated care to the
generd public, and of countiesthat pay private entities to provide such care using revenue from a property tax levied
a least in part for that purpose. The hill includes FY 2001 gppropriations totaling $10,010,574 in line item 440-
403, Ohio’s Public Hedlth Priorities Trust Fund, in the Department of Health.

The bill establishes the 23-member Biomedica Research and Technology Transfer Commission within the Ohio
Board of Regents (BOR). BOR shdl provide office space and facilities for the Commission with codts to be paid
from the Biomedical Research and Technology Transfer Trust Fund (Fund M87). The Commission, under the hill,
shal periodicdly make dSrategic assessments on the types of state investmerts in biomedica research in this sate
that would be likely to create jobs and business opportunities and produce the most beneficia long-term
improvements to the public hedth of Ohioans. When gppropriate, the Commisson shdl coordinate its activities with
those of the Tobacco Use Prevention and Control Foundation. The bill includes FY 2001 gppropriations totaling
$5,005,288 in line item 235-405, Biomedica Research and Technology Transfer Commission, in the Board of
Regents. Through FY 2025, Fund M87 i estimated to receive $1.8 hillion, or 17.8 percent of the tota tobacco
Settlement.

The Education Fecilities Trust Fund (Fund N87) is to be used, in addition to other sources of moneys appropriated
in the generd operating budget and the capita budget, to provide the state’s share of the costs of congtructing,
renovating, or repairing primary and secondary schools. Through FY 2012, Fund N87 is estimated to receive
goproximately $2.42 hillion. Over this period, $65.0 million will be credited to the Education Facilities Endowment
Fund (Fund P87). Each quarter, dl investment earnings from Fund P87 shdl be credited to Fund N87. The hill

edablishes capitd line item CAP-780, Classoom Facilities Assstance Program, in the School Facilities
Commission and appropriates $262,001,238 for the FY 2001-2002 biennium.

From FY 2000 through FY 2012, the Education Fecilities Endowment Fund (Fund P87) will receive $5.0 million
per year. Beginning in FY 2013, dl MSA moneys for school facilities will be deposited into Fund P87 with the
intent that this fund will serve as a permanent source of revenue for future school facility construction and renovation
activities. At the beginning of each quarter, dl investment earnings will be transferred to Fund N87. No
appropriations for school building assstance funding will be made from Fund P87.

The Education Technology Trust Fund (Fund S87) shdl be used to pay costs of new and innovative technology for
primary and secondary education, including chartered nonpublic schools, and higher education. Anticipated
revenues to this trust fund total $1.0 billion through FY 2025, or 10.0 percent of the total MSA settlement. Prior to
trandferring these funds to an gppropriate state agency, the Controlling Board must recelve an approved plan
submitted by the Office of Budget and Management. The hill includes FY 2001 appropriations totaing
$13,764,540 in line item 911-405, Education Technology Trust Fund, in the Controlling Board.




The hill requires that if the annud tobacco settlement money's received by the state exceed the estimates determined
by the Tobacco Settlement Task Force, the Director of Budget and Management shdl credit the excess amount to
the Income Tax Reduction Fund (ITRF). Section 183.02(J) of the Revised Code, as contained n the hill,
enumerates the specific dollar threshold in a given fiscd year that must be exceeded to begin the trandfer to the
ITRF. The threshold amounts included in the bill are liged in the “Totd Edimated Payments’ column in the
“Estimated Revenues for the Trust Funds® table contained at the end of this fiscal note,

In years where funds are required to be transferred to the ITRF under ORC 183.02(J), the transfer to the ITRF
must be made before any funds are alocated to any of the Tobacco MSA Trust Funds established in this bill.

All funds received by the state pursuant to the Tobacco MSA payments needed to meet current demands must be
held in public depositories of the active depodts of public moneys of the state, as outlined in Chapter 135. of the
Revised Code.

The hill requires the Legidative Budget Office (LBO) to study the issues concerning the availability of prescription
drugs for low-income ederly Ohioans who suffer from tobacco-related illnesses. The report is due within one year
of the effective date of the hill.

The bill requires the governor to include in or accompanying the governor’s biennid “Blue Book” a statement of
spending expected to be made during the upcoming biennium from the Tobacco Use Prevention and Control
Endowment Fund and from the Southern Ohio Agricultura and Community Development Foundation Endowment
Fund. The Foundations that are funded by these endowment funds are required to submit the information to the
governor and/or Office of Budget and Management upon request.

A prohibition against smoking or tobacco use in the buildings of certain ate correctiond indtitutions and anywhere
on the grounds of certain other indtitutions is imposed. Additionally, the Department of Rehabilitation and Correction
must provide smoking and tobacco cessation programs to prisoners at al state correctiona ingtitutions, subject to
avalable funding.

Local Fiscal Highlights

LOCAL GOVERNMENT FY 2000 FY 2001 FUTURE YEARS
School Districts
Revenues -0- Gain of $262.0 million from Gain of $2.16 billion from SFC
SFC Fund N87 Fund N87 through FY 2025
Expenditures -0- Permissive increase of up to Permissive totd increase of up to
$45.9 million $540.0 — $756.0 million through
FY 2025
Public Hospitals, Clinics, etc.
Revenues -0- Gain of up to $1.5 million Gain of up to $149.1 million
through FY 2025
Expenditures -0- -0- -0-

Note: For most local governments, the fiscal year isthe calendar year. The school district fiscal year is July 1 through June 30.




School didricts wishing to receive classoom facilities assstance program moneys from the School Fecilities
Commission (SFC) mugt firgt elect to finance a portion of the project with its own bond issue and tax levy. LBO
edimates that the locd portion of these projects will be gpproximately 15-20 percent of the total cost of the
projects. Using the FY's 2001-2002 capita appropriation of $262.0 million, LBO egtimates that in FY 2001, school
digtricts choosing to participate in the program will face an increase in expenditures of up to $45.9 million.

In future years, school digtricts seeking assistance from SFC will have gradudly increasing vauations per pupil. This
will have the effect of requiring a larger locd share for school building projects. Additiondly, the capita
gppropriations made to the SFC will be able to serve ardatively greater number of school digtricts, compared to an
equa appropriation made in an earlier year. LBO edtimates that if the locad share of projects increases to 25
percent, the aggregate dollar amount through FY 2025 would be $540.0 million. If the local share increased to 35
percent, this figure increases to $756.0 million. This estimate is derived by taking 25 percent and 35 percent,
respectively, of the $2.16 billion in this fund to be appropriated from FY's 2003 through 2025, assuming future
Generd Assembliesfollow the plan as outlined in this bill.

In FY 2001, appropriations out of Fund L87 tota $10.0 million. Of this amount, at least 25 percent must go toward
minority hedth programs. The hill outlines six additiona activities that should receive a portion of the Fund L87
gopropriations. One of these areas is for partia rembursement, on a county badis, of public hospitds, free medicd
dinics, and amilar organizations that provide free, uncompensated care to the genera public. Assuming that one-fifth
of the remaining appropriation goes for this activity, public hospitals stand to receive up to $1.5 million in FY 2001
from Fund L87.

For FY's 2002-2025, Fund L87 will receive an estimated $994.3 million in appropriation authority. Using the same
caculation as aove, public hospitals could potentidly receive up to $149.1 million during this period from Fund
L87.

Detailed Fiscal Analysis

As part of the Tobacco Master Settlement Agreement (MSA), the State of Ohio is projected to receive
approximately $10.1 hillion through FY 2025. Of this totd, $239.5 million is a result of the role the
Attorney Generd played in the tobacco litigation and settlement negotiations. A variety of factors will
affect the exact amount received by the date in a given year, and dl revenue projections should be
viewed as estimated figures. Once received by the state, the MSA funds will be deposited into the state
treasury to the credit of the Tobacco Magter Settlement Agreement Fund (Fund 087). Although the bill
focuses on payments through FY 2025, under the settlement, payments are intended to continue in

perpetuity.

The hill creates the Tobacco Magter Settlement Agreement Fund Group (TSF) and eight separate trust
funds into which the Director of Budget and Management shdl transfer funds from Fund 087 into one of
the trust funds. Each trust fund, including Fund 087, will retain al invesment earnings accrued by the
particular trust fund. Those entities charged with housing or adminigtering the trust funds are detailed in
thisfiscd note.

Substitute S.B. 192 alocates the tobacco settlement funds through FY 2025, covering a period of 26
years. Members of future Generd Assemblies will have the responshility of determining the uses and
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dlocations of funds received in years following FY 2025. Although this bill contains a funding plan for
the tobacco settlement dollars, the Ohio Genera Assembly will be required to make appropriations
every two-years snce the Ohio Congtitution prohibits a Generd Assembly from gppropriating for more
than atwo-year period.

Every sx years, beginning in January 2012, a committee condsting of three senators and three
representatives, including minority party representation, shal reexamine the use of the tobacco master
Settlement agreement funds. The committee would have nine months to report to the Generd Assembly
any changes in funding priorities that might be needed. The committee shal cease to exist after making

its report.

Department of Agriculture (AGR)

Through FY 2011, the Southern Ohio Agricultural and Community Trust Fund is expected to receive a
tota of $229 million. Each of the 13 ingtdlments totas five percent of the total Tobacco Master
Settlement Agreement (MSA) revenue received by the state each year through 2011. The five percent
transfer, however, would come after any funds are transferred to the Income Tax Reduction Fund
(ITRF), if needed, as required under section 183.02(J) of the Revised Code, as contained in the hill.

A 16-member governing board titled the Southern Ohio Agricultura and Community Development
Foundation is established to appropriate these funds. The purpose of the trust fund and misson of the
Foundation is to provide economic dternatives for tobacco growers. The Foundation and trust fund will
explore strategies to have tobacco growers change agricultura products voluntarily, while preserving the
land and soils in the tobacco-growing region of the state. The Foundation is permitted to use funds for
training assstance and community investment activities. The Department of Agriculture Smply serves as
an adminigrative home for the fund.

The bill defines Southern Ohio as any county where tobacco has traditionaly been grown. Thefollowing
table ligts the 21 counties that quaify as* Southern Ohio” for the purposes of this Foundation.

1997 Tobacco
Count Acres Production Value of Harvest
y (inthousands | (in millionsof dollars)
of pounds)
Brown 3,790 8,050 $15.0
Adams 3,130 6,257 $11.7
Gdlia 1,230 2424 $4.5
Clermont 990 1,902 $3.6
Highland 960 1,617 $3.0
Scioto 400 775 $14
Lawrence 524 658 $1.2
14 Other Counties* 376 617 $1.2

Source: U.S.D.A. National Agriculture Statistical Service

*Counties with less than 300 acres. They include: Athens, Clinton, Fayette, Greene,
Hamilton, Jackson, Meigs, Monroe, Montgomery, Noble, Pike, Ross, Vinton, and Warren.
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The Foundation is the trustee of the endowment fund and the Treasurer of State shall disburse funds
only upon instruments authorized by the Foundation. At the request of the Foundation, the Treasurer of
State shdl sdlect and contract with one or more investment managers to invest dl money in the fund not
currently needed. The digible list of invesments is the same as for the Public Employees Retirement
System (PERS) under section 145.11 of the Revised Code.

The Foundation may spend no more than five (5) percent of the total appropriation in a given fiscd year
on adminigtrative expenses. For recipients of grants awarded by the Foundation, no more than ten (10)
percent of the award may be used for administrative costs.

Attorney General (AGO)

The Law Enforcement Trust Fund is anticipated to receive $25 million in three ingtdlments. The firgt two
ingdlments of $10,000,000 each will be received in FY 2000, and the find ingtallment of $5,000,000
will be received in FY 2001.

These moneys will be used by the Attorney Generd’ s Office to make capital improvements for the Ohio
Peace Officer Training Academy (OPOTA) and Bureau of Crimind Identification (BCI&I) and
Investigation laboratory facilities. Under the bill, $2,000,000 in FY 2000 is gppropriated in CAP-716,
Lab and Training Facility Improvements, for these purposes. OPOTA is located in London, as is the
centrd BCI&| laboratory. Additiona regiona laboratory stes are located in Richfidd and Bowling
Green.

In each subsequent biennid budget request, the Attorney Generd is required to submit a proposal for
the spending of these moneys to the Governor and the Generd Assembly.

Controlling Board (CEB)

The hill gppropriates $13.8 million in fisca year 2001 to the Education Technology Trust Fund. These
moneys are placed in gppropriation line item 911-405, Education Technology Trust Fund, under the
supervison of the state Controlling Board and authorizes the Board to transfer these funds to the
agencies to be identified upon receipt of an approved plan from the Director of the Office of Budget and
Management (OBM). According to the hill, Education Technology Trust Fund dollars shdl be used to
“pay cods of new and innovative technology” a inditutions of primary and secondary education,
including chartered nonpublic schools, and public colleges and univerdties or private nonprofit
inditutions of higher education.

Department of Health (DOH)
Tobacco Use Prevention and Control Foundation

Two new line items are established within the Department of Hedth in this bill. The firg line item, 440-
502, Tobacco Use Prevention and Control Foundation, is to be disbursed to the Tobacco Use
Prevention and Control Endowment Fund to be used by the Tobacco Use Prevention and Control
Foundation to carry out its duties. Through FY 2025, the trust fund supporting the activities of this
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Foundation (Fund H87) is scheduled to receive $1.5 billion. For FY 2001, the bill appropriates $234.9
million.

The gods of the 20-member Foundation include reducing tobacco use by Ohioans, with emphass on
reduction of use by youth, minority, and regiond populations, and others who may be disproportionately
affected by tobacco use. Additiondly, the Foundation shal carry out, or provide funding to other
organizations to carry out, research and programs related to tobacco use prevention and cessation. The
Foundation is the trustee of the endowment fund and the Treasurer of State shall disburse funds only
upon instruments authorized by the Foundation. At the request of the Foundation, the Treasurer of State
shdl sdect and contract with one or more investment managers to invest al money in the fund not
currently needed. The digible list of invesments is the same as for the Public Employees Retirement
System (PERS) under section 145.11 of the Revised Code.

The hill outlines some guidelines for the Foundation to use if it awards grants for youth tobacco
consumption prevention programs. The bill also prohibits using any portion of the Tobacco MSA dollars
for paliticd activity or lobbying. The Foundation may spend no more than five (5) percent of the totd

aopropriation in a given fiscal year on adminigirative expenses. For recipients of grants awarded by the
Foundation, no more than ten (10) percent of the award may be used for adminigtrative costs.

Ohio’s Public Health Priorities Trust Fund

In addition to the new line item discussed above, the Depatment of Hedth will dso receive
gopropriations of $10.0 million in FY 2001 in line item 440-403, Ohio’s Public Hedlth Priorities Trust
Fund. This trust fund (Fund L87) is scheduled to receive approximatdy $1.0 billion through FY 2025.
Prior to disbursng these funds, the Director of Budget and Management (OBM) must consult with the
Directors of Hedlth, Rehahilitation and Correction, Alcohol and Drug Addiction Services, the Attorney
Generd, and the Executive Director of the Commisson on Minority Hedth. Once a plan is formulated,
OBM must submit the plan for the approva of the Controlling Board. After receiving Controlling Board
gpprova, OBM may transfer funds from 440-403 to gppropriate state agencies for the uses outlined in
section 183.18 of the Revised Code, as crested by this hill.

These activities include the following five arees:

1) Not less than 25 percent of the annud gppropriaions from this trust fund must be spent on
minority hedth programs,

2) Enforcing ORC 2927.02: the underage tobacco use laws;

3) Alcohol and drug abuse prevention programs, including programs for adult and juvenile
offendersin date inditutions and aftercare programs,

4) A program funded through the Department of Hedth to provide assstance to low-income
persons whose hedlth has been adversdly affected by tobacco use; and

5) Patid rembursement, on a county basis of hospitds, free medicd dlinics and smilar
organizations or programs that provide free, uncompensated care to the generd public, and of
counties that pay private entities to provide such care using revenue from a property tax levied
at least in part for that purpose.
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Board of Regents (BOR)

The bill establishes both the Biomedica Research and Technology Transfer Trust Fund and its related
Commission, which is created “within the Ohio Board of Regents’. The Commission will be funded by
anew line item, M87 235-405, Biomedical Research and Technology Transfer Commission, within the
Board of Regents budget, with appropriations of $5,005,288 in FY 2001. The trust fund will keep its
own investment earnings. Through FY 2025, Fund M87 is scheduled to receive approximately $1.8
billion.

From the funds appropriated in the line item, the 23-member unpad Commisson will provide
competitive grants to public and private partiesin Ohio for “any of abroad range of activities’ related to
biomedica research and technology transfer. For guidance, the Commission will conduct assessments
to determine the kinds of grant opportunities that would be likely to create jobs and business
opportunities and benefit public hedth. A required focus of the assessments will be initiatives that
address tobacco-related illnesses. Priority will be given to proposds that “leverage additiond private
and public funding resources.”

The Board of Regents will provide office space and fadilities for the Commission, which will gppoint an
executive director and other employees and will meet its adminigrative expenses from the fund's line
item appropriations. The Commisson may spend no more than five (5) percent of the totd
gppropriation in a given fisca year on adminigtrative expenses. For private agencies awarded grants by
the Commission, no more than ten (10) percent of the award may be used for adminitrative cogts.

Department of Rehabilitation and Correction (DRC)

The bill includes a provison imposing prohibitions againgt smoking or tobacco use in the buildings of
certain date correctiond ingtitutions and anywhere on the grounds of certain other inditutions. The hill
also requires DRC to provide smoking and tobacco cessation programs for prisoners at al dtate
correctiond ingtitutions, subject to available funding. Moneys contained in this hill in the Tobacco Use
Prevention and Cessation Trust Fund (H87) and Ohio's Public Hedth Priorities Trust Fund (L87)
contain potentia funding for cessation programs in Ohio's prisons. Additiona sources of funding could
occur in the biennia operating budget for the Department.

School Facilities Commission (SFC)

The bill appropriates $£62.0 million for capitd expenditures over the course of fiscd years 2001 and
2002 from the newly created Education Fecilities Trust Fund (Fund N87) to support the state’'s
Classoom Fecilities Assgance Program (CFAP). This appropriation is condstent with the
recommendations of the Governor's Tobacco Task Force. These recommendations also support
gppropriating $2.2 billion from Fund N87 between fisca years 2002 and 2012. An examindtion of
edimates for the thirty-eight districts conditionally gpproved for participation in CFAP in August 1999
reveded a median estimated total project cost of $19.7 million each, with the median state share of
those cogts projected at $16.7 million. Assuming that this sngpshot of district needs remains constant,
the moneys appropriated in the bill would support the state share of tota project costs for about fifteen
didricts.
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Since LBO assumes that the funds appropriated to SFC with the tobacco settlement dollars would be
used in the same manner as other classoom facilities assistance dollars used by SFC, a brief
explanation of how the state and locd share is determined will follow, as excerpted from LBO's Am.
Sub. H.B. 850 analysis".

Under the dassroom facilities assstance program, a qudifying school didrict is generdly responsble for
financing a portion of the project with its own bond issue and tax levy and must contribute the greater
amount yielded by the following formulas

a) The amount necessary to increase the net bonded indebtedness of the school digtrict to within
$5,000 of its required leve of indebtedness. Depending on the digtrict’s adjusted vauation per
pupil, the required level of indebtedness is determined as follows:

RANK ACCORDING TO DISTRICT'S REQUIRED LEVEL OF INDEBTEDNESS
VALUATION PER PUPIL ASA PERCENTAGE OF VALUATION

First Percentile 5%

Subsequent Percentiles .05 + (.0002 x {[District Percentile Rank] — 1})

b) The digtrict’s required percent of the basic project cost. Depending on the district’s percentile
ranking in terms of relative wedlth as measured by the adjusted vauation per pupil, the required
percent of the loca share of the basic project cost is computed as follows:

Local Share= .01 x (District Percentile Rank)

Two Examples

Two examples are provided below to demonstrate the caculation of the loca share and the amount two
Specific digtricts would be required to pay.

Example A — School District A

School Digtrict A has an adjusted valuation per pupil of $42,622, ranking it 63 in the state and placing
it in the 11™ percertile. The district’ s total assessed valuation is $74,282,950.

TOTAL ASSESSED VALUATION $74,282,950

Hypothetical Cost — New Building $10,000,000
Local Share Equalsthe Greater of:
a) Required level of indebtedness 5.2% of assessed valuation $3.9 million
b) Required percentage of program cost 11.0% of project costs $1.1 million

! Analysis of Amended Substitute House Bill 850: The Capital Appropriations Bill 1999-2000, Ohio Legislative
Budget Office, 1999. pp. 156-160
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Example B — School District B

School Digtrict B has an adjusted vauation per pupil of $52,539, ranking it 129" in the state and
placing it in the 21% percentile. The district’ s total assessed valuation is $64,548,017.

TOTAL ASSESSED VALUATION $64,548,017

Hypothetical Cost — New Building $10,000,000
Local Share Equalsthe Greater of:
a) Required level of indebtedness 5.4% of assessed valuation $3.5 million
b) Required percentage of program cost 21.0% of project costs $2.1 million

While both digtricts detailed in the examples above would be responsible for alocal share based on the
required level of indebtedness, both examples assume a digtrict with no outstanding debt. Asareault, if
ether didrict is currently a or near its required level of indebtedness, the amount of the locd share
could actualy be what appears as the much lower figure generated by the required percentage of

program costs.

Priority List

Currently, a digrict’s priority in recaiving sate assstance for school building projects is determined by
the didrict’s adjusted valuation per pupil and the assessed need for improving or replacing classroom
facilities. As mentioned above, of the 38 didtricts conditionaly approved for participation in the CFAP
in August 1999, the median state share of each project’s costs was estimated to be $16.7 million.

According to LBO estimates, the loca share of projects is currently about 15-20 percent. It is
important to note, however, that in the future, as the poorer districts receive assstance, digtricts with
higher vauation per pupil would be seeking assstance from the CFAP. This would mean that the local
portion for projects would increase, which would alow the state classroom assistance appropriations to
meet the needs of an increasing number of school didtricts.

Phased-1n Funding for Large Projects

Prior to the enactment of Am. Sub. H.B. 850 of the 122" Generd Assembly, once a district was
conditionaly approved for assstance, the full amount of funding deemed necessary to cover the State
share of the basic project costs was required to be encumbered. Recognizing the fact that a number of
larger school digtricts with projects with estimated state shares in excess of $40 million were being
consdered for assstance, the program was amended to provide SFC with the flexibility to encumber
the state share of the basic project costs in phases over the life of that project. Specificaly, under this
provison contained in Am. Sub. H.B. 850, if the state share of the basic cost for any project exceeds
$40 million, the School Facilities Commisson may authorize that the amount of the date funds
encumbered be limited to reflect funding necessties as dictated by construction schedules for the
biennium in question. During subsequent years, projects whaose funding was impacted by the mechanism
would have priority in the receipt of Sate funds over those for which initia funding is being sought.
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Income Tax Reduction Fund (I TRF)

The bill provides that in any year in which tobacco payments to the state exceed the amounts estimated
by the Office of Budget and Management in the fina report of the Governor’s Tobacco Task Force, the
excessis to be credited to the Income Tax Reduction Fund (ITRF).

Moneys in the Income Tax Reduction Fund are used to fund temporary income tax reductions in the
subsequent caendar year. The amount of money in the fund on July 31 of each year is used to
determine the tax reduction for the rext year. In order to trigger atax cut, the amount of money in the
fund must equd at least 0.35% of the projected state income tax revenue for the ongoing fiscal yeer.

Any moneys deposited in the income tax reduction fund after July 31 of FY 2000 would be used to
fund income tax reductions in tax year 2001 (i.e., cdendar year 2001) or beyond. The state persond
income tax revenue is currently projected to be $7,615.0 million in fisca year 2001. In order to trigger
an income tax reduction in tax year 2001, the baance in the Income Tax Reduction Fund would
therefore need to be at least $26.7 million. If the baance in the ITRF were insufficient to trigger a tax
reduction, the moneys would remain in the fund until the balance in the fund was sufficient — as of July
31% of any year — to trigger atax cut for the following year.

Potential Future Effects of Federal Actions

Federd actions may affect the revenue stream. An increase in the federa cigarette tax would lead to
increases in cigarette prices and decreases in consumption. A federd lawsuit againgt the tobacco
industry and the settlement of the suit could act to reduce cigarette consumption. Reduced consumption
will lead, through the volume adjustment, to reduced payments to the states. Federal actions that raise
cigarette prices operate across the board and raise prices generally, but do not exacerbate cross-state
price differentids. The price dadticity of demand for cigarettes is about —0.4, meaning that a 10 percent
increase in cigarette prices will result in a4 percent decrease in cigarette consumption.
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Inflation Adjustment

The settlement payments will be subject to an annud inflation adjustment. The adjustment is the greeter
of the percentage change in the Consumer Price Index or 3 percent, compounded annualy. The effect
of the minimum 3 percent adjustment is depicted in the following table.

Total Estimgted . Adjustment Total Estimat.ed
Payment Received Payme_nts (Without Inflation Factor Payment; (With
Adjustment) Inflation Adjustment)
1 2000 $ 120,900,235 0.00% 1.00 $ 120,900,235

2 2000 322,992,533 0.00% 1.00 322,992,533
3 2001 348,780,049 3.00% 1.03 359,243,451
4 2002 418,783,038 3.00% 1.06 444,286,925
5 2003 422,746,367 3.00% 1.09 461,946,369
6 2004 352,827,185 3.00% 1.13 397,110,105
7 2005 352,827,185 3.00% 1.16 409,023,408
8 2006 352,827,185 3.00% 119 421,294,110
9 2007 352,827,185 3.00% 1.23 433,932,933
10 2008 383,779,323 3.00% 1.27 486,160,164
11 2009 383,779,323 3.00% 1.30 500,744,969
12 2010 383,779,323 3.00% 134 515,767,318
13 2011 383,779,323 3.00% 1.38 531,240,338
14 2012 383,779,323 3.00% 143 547,177,548
15 2013 383,779,323 3.00% 147 563,592,875
16 2014 383,779,323 3.00% 151 580,500,661
17 2015 383,779,323 3.00% 1.56 597,915,681
18 2016 383,779,323 3.00% 1.60 615,853,151
19 2017 383,779,323 3.00% 1.65 634,328,746
20 2018 403,202,282 3.00% 1.70 686,424,896
21 2019 403,202,282 3.00% 1.75 707,017,642
22 2020 403,202,282 3.00% 181 728,228,172
23 2021 403,202,282 3.00% 1.86 750,075,017
24 2022 403,202,282 3.00% 1.92 772,577,267
25 2023 403,202,282 3.00% 197 795,754,585
26 2024 403,202,282 3.00% 2.03 819,627,223
27 2025 403,202,282 3.00% 2.09 844,216,040

Total $10,108,922,448 15,047,932,360
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The following tables illusirate how certain factors could affect the total amount of the tobacco settlement
received by the date. Thefirg table lists how various annua inflation rates would affect the tota amount
of the gate's settlement dollars. The second table illustrates how an annud decline in tobacco industry
sales could affect the state's award. For example, a 1.00 percent decrease per year through FY 2025
would decrease Ohio’s settlement from $10.1 billion to $8.9 hillion.

Annual

Inflation Rate Total
0.00% $10,108,922,448
3.00% 15,047,932,360
3.25% 15,580,892,691
3.50% 16,136,562,320
3.75% 16,715,955,193
4.00% 17,320,130,730
4.25% 17,950,195,829
4.50% 18,607,306,965
4.75% 19,292,672,373
5.00% 20,007,554,321

Decline Rate
annual decline
( insalesin Total
industry)

0.00% $10,108,922,448
0.50% 9,496,268,366
1.00% 8,930,912,669
1.50% 8,408,932,379
2.00% 7,926,736,540
2.50% 7,481,038,218
3.00% 7,068,828,823
3.50% 6,687,354,559
4.00% 6,334,094,844
4.50% 6,006,742,516
5.00% 5,703,185,714
6.00% 5,159,889,452
7.00% 4,690,619,893
8.00% 4,283,988,016
9.00% 3,930,442,667
10.00% 3,621,969,662

Q LBO staff: Jeffrey M. Rosa, Budget/Policy Analyst
Laura Bickle, Budget/Policy Analyst
Brian Friedman, Budget/Policy Analyst
Allan Lundell, Economist
Doris Mahaffey, Senior Economist
Jeff Newman, Budget/Policy Analyst
David Price, Budget/Policy Analyst

\\budget_office\isis vol1.lbo\fn123\SB0192HR.DOC
17




Health and Safety

18




Estimated Revenues for the Trust Funds as Contained in the Final Report of the Governor’s Tobacco Task Force

Bionedical Research Education Facilities Southern Ohio

19

Payment from . Fiscal Tobacco Use Prevention Ohio's Public Health Education Law Enforcement Agricultural and

MSA Base Payment Strategic ;g;i!:::;?;%j Y ear and Cessation Trust ~ Priorities Trust Fund T?:rfgzre(;::g?:%);]d EE;Z?;;::? I?Ezd Technologies Improvements Community
Contribution Fund Received Fund (H87) (L87) (M87) (N87 and P87) Trust Fund (S87) Trust Fund (J87) Development Trust
Fund (K87)
$120,900,234.58 $120,900,234.58 2000 $104,855,222.85 $10,000,000.00  $6,045,011.73
$322,992,532.93 $322,992,532.93 2000 $130,000,000.00 $10,010,574.38 $5,005,287.19 $138,062,504.95  $13,764,539.77 $10,000,000.00  $16,149,626.65
$348,780,049.22 $348,780,049.22 2001 $135,000,000.00 $14,350,578.51 $30,136,214.86 $133,938,732.73  $12,915,520.66  $5,000,000.00  $17,439,002.46
$418,783,038.09 $418,783,038.09 2002 $140,000,000.00 $15,470,633.17 $30,296,656.63 $190,804,475.78  $21,272,120.61 $20,939,151.90
$422,746,366.61 $422,746,366.61 2003 $150,000,000.00 $16,354,588.14 $30,193,085.79 $185,561,673.11  $19,499,701.24 $21,137,318.33
$352,827,184.57 $352,827,184.57 2004 $150,000,000.00 $17,592,653.41 $31,018,625.74 $127,778,219.49 $8,796,326.70 $17,641,359.23
$352,827,184.57 $352,827,184.57 2005 $150,000,000.00 $18,518,582.53 $32,407,519.43 $126,389,325.80 $7,870,397.58 $17,641,359.23
$352,827,184.57 $352,827,184.57 2006 $150,000,000.00 $19,444,511.66 $33,333,448.56 $125,463,396.67 $6,944,468.45 $17,641,359.23
$352,827,184.57 $352,827,184.57 2007 $20,111,149.52 $50,277,873.80 $251,389,369.01  $13,407,433.01 $17,641,359.23
$359,829,323.15 $23,950,000.00 $383,779,323.15 2008 $21,875,421.42 $50,131,174.09 $272,531,291.85  $20,052,469.63 $19,188,966.16
$359,829,323.15 $23,950,000.00 $383,779,323.15 2009 $22,786,897.31 $50,131,174.09 $272,531,291.85  $19,140,993.74 $19,188,966.16
$359,829,323.15 $23,950,000.00 $383,779,323.15 2010 $23,698,373.20 $50,131,174.09 $272,531,291.85  $18,229,517.85 $19,188,966.16
$359,829,323.15 $23,950,000.00 $383,779,323.15 2011 $24,609,849.10 $50,131,174.09 $272,531,291.85  $17,318,041.96 $19,188,966.16
$359,829,323.15 $23,950,000.00 $383,779,323.15 2012 $150,000,000.00 $28,053,518.78 $50,262,554.48 $115,954,544.28  $39,508,705.61
$359,829,323.15 $23,950,000.00 $383,779,323.15 2013 $150,000,000.00 $29,222,415.39 $50,262,554.48 $115,954,544.28  $38,339,809.00
$359,829,323.15 $23,950,000.00 $383,779,323.15 2014 $90,144,777.15 $42,870,643.72 $76,344,981.96 $128,024,662.06  $46,394,258.27
$359,829,323.15 $23,950,000.00 $383,779,323.15 2015 $60,829,022.72 $103,620,417.25 $156,965,743.17  $62,364,140.01
$359,829,323.15 $23,950,000.00 $383,779,323.15 2016 $60,829,022.72 $103,620,417.25 $156,965,743.17  $62,364,140.01
$359,829,323.15 $23,950,000.00 $383,779,323.15 2017 $60,829,022.72 $103,620,417.25 $156,965,743.17  $62,364,140.01
$403,202,282.16 $403,202,282.16 2018 $63,907,561.72 $108,864,616.18 $164,909,733.40  $65,520,370.85
$403,202,282.16 $403,202,282.16 2019 $63,907,561.72 $108,864,616.18 $164,909,733.40  $65,520,370.85
$403,202,282.16 $403,202,282.16 2020 $63,907,561.72 $108,864,616.18 $164,909,733.40  $65,520,370.85
$403,202,282.16 $403,202,282.16 2021 $63,907,561.72 $108,864,616.18 $164,909,733.40  $65,520,370.85
$403,202,282.16 $403,202,282.16 2022 $63,907,561.72 $108,864,616.18 $164,909,733.40  $65,520,370.85
$403,202,282.16 $403,202,282.16 2023 $63,907,561.72 $108,864,616.18 $164,909,733.40  $65,520,370.85
$403,202,282.16 $403,202,282.16 2024 $63,907,561.72 $108,864,616.18 $164,909,733.40  $65,520,370.85
$403,202,282.16 $403,202,282.16 2025 $63,907,561.72 $108,864,616.18 $164,909,733.40  $65,520,370.85
$9,869,422,448.49  $239,500,000.00  $10,108,922,448.49 TOTAL $1,500,000,000.00 $1,018,717,952.17 $1,801,841,680.49  $4,519,621,712.28 $1’014’209’690'9 $25,000,000.00 $229,031,412.62
v
Total 14.84% 10.08% 17.82% 44.71% 10.04% 0.25% 2.27%
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