Ohio Legislative Service Commission

Jason Phillips and other LSC staff

Fiscal Note & Local Impact Statement

Bill: Sub. H.B. 555 of the 129th G.A. Date: November 14, 2012
(LSC 129 2600-2)

Status: In House Education Sponsor: Reps. Stebelton and Butler
Local Impact Statement Procedure Required: No

Contents: Creates a new academic performance rating system for public schools and creates a new
evaluation process for community school sponsors

State Fiscal Highlights

e The bill modifies and adds to the duties of the State Board of Education and Ohio
Department of Education (ODE) likely increasing ODE's administrative burden.

e If the new performance rating system established by the bill results in more school
districts being subject to various sanctions for low performance, in some
circumstances, ODE may incur increases in expenditures.

Local Fiscal Highlights

e Assuming the new performance rating system established by the bill is met with
tederal approval, the bill will likely result in fewer districts and buildings being
subject to potentially costly federal sanctions.

e However, if the new system establishes higher standards, more school districts may
be subject to various sanctions in state law for low performance while fewer may
qualify for various privileges for high performance. Such sanctions, including
various levels of intervention, may increase the costs of school districts and
community schools.

¢ Due to the revised rating system, certain elements of school choice programs may be
affected. For instance, more students may be eligible for Ed Choice scholarships,
leading to increased deductions from their resident school districts and possibly
minimal decreased expenditures for those districts.
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Detailed Fiscal Analysis

Academic performance rating system

Overview

The bill revises the current academic performance rating system for school
districts and school buildings. Currently, six academic performance ratings are used for
school districts, individual buildings within districts, community schools, and STEM
schools based on independent attainment of four metrics: (1) the performance
indicators prescribed by the State Board of Education, (2) the performance index score,
(3) meeting "adequate yearly progress" as measured under federal law, and (4) value-
added student growth. The ratings range from "excellent with distinction" to "academic
emergency."

Beginning with the 2012-2013 school year, the bill establishes a performance
rating system under which the Ohio Department of Education (ODE) will create an
annual performance profile for each public school, district, and the state as a whole
consisting of "A," "B," "C," "D," or "F" letter grades on separate performance measures
and, beginning with the report cards issued for the 2014-2015 school year, on overall
performance. The new system will be phased in over four years. Once fully phased in
(for the 2015-2016 school year), the system will use 13 performance measures, including
new measures reflecting college and career readiness. A complete description of the
changes to the performance rating system is given in the LSC bill analysis.

In most circumstances, the bill requires the State Board of Education to adopt
performance criteria for each letter grade. In addition, ODE will need to collect, verify,
and report additional data to calculate the additional performance measures. These
requirements will increase ODE's administrative burden. In FY 2013, $3.6 million is
appropriated specifically for the current accountability system and report cards.
Additional appropriation is used for data collection. The bill also requires the
Chancellor of the Board of Regents to prescribe a method for determining college
readiness to be used in one of the new performance measures. This may result in a
minimal increase in administrative costs for the Chancellor.

A new rating system is one of the reforms Ohio committed to in exchange for
waivers from a number of requirements associated with the federal No Child Left
Behind Act of 2001 (NCLB). Assuming the new system is met with federal approval,
the bill will likely result in fewer districts and buildings being subject to potentially
costly federal sanctions. Since the actual ratings under the new system cannot be
predicted until the State Board adopts performance criteria, any effects of the bill are
largely unknown. However, the intent of the federal waiver is to establish higher
standards, so, presumably, the academic performance rating of many school districts
may decline, at least in the short term. This means that more school districts may be
subject to various sanctions for low performance and fewer districts are likely to meet
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the criteria for the privileges afforded under current law. These effects are discussed in
more detail below.

Federal waiver

On May 29, 2012, the U.S. Department of Education (USDOE) granted
conditional approval to Ohio's request for waivers from a number of federal
requirements associated with the No Child Left Behind Act of 2001 (NCLB), including
how the state is to determine adequate yearly progress (AYP) to ensure that 100% of
students are proficient in reading and mathematics by the end of the 2013-2014 school
year and implementation of various school improvement, corrective, or restructuring
actions for schools and districts that fail to make AYP for two consecutive years or
more. Ohio's waivers are currently only in effect through the 2012-2013 school year.
Approval of the waivers through the 2013-2014 school year is contingent on the
enactment and implementation of legislation authorizing a revised letter grade rating
system meeting federal approval. As the 2013-2014 requirement of 100% proficiency
approaches, it is expected that the percentages of buildings and districts failing to meet
AYP will increase substantially if a waiver is not in effect.

Assuming the new system is met with federal approval, the bill will likely result
in fewer districts and buildings being subject to potentially costly federal sanctions,
including the creation of an improvement plan, offering students supplemental
educational services and the option to enroll in another school in the district or a
community school that is meeting AYP, setting aside up to 20% of a district's Title I
allocation for school choice-related transportation costs, and restructuring. In Ohio,
approximately 42% of school buildings (including community schools) and
approximately 60% of traditional school districts did not meet AYP for the 2011-2012
school year, according to preliminary report card data released by ODE in October 2012.
Ohio's waiver proposal replaces AYP with annual measurable objectives that aim to cut
achievement gaps in half over six years.

Sanctions and privileges

Though the federal waiver provides certain benefits for schools, the intent of the
new system is to be more rigorous, providing a more accurate assessment of how each
public school and district is performing. The effects from a more rigorous grading
formula in state law are wide ranging. This is so because current law relies on school
district and school building rating designations to prescribe various sanctions for low-
performing districts and schools and various privileges for high-performing districts
and schools. As a result, more school districts may be subject to various sanctions while
fewer districts may qualify for the privileges afforded under current law. In some
circumstances, these outcomes may lead to increased costs for the school district and
ODE. For example, the new rating system may increase the number of school districts
and school buildings subject to intervention, school districts and school buildings
subject to ODE site evaluations, school buildings subject to restructuring (beginning
with the 2014-2015 school year), and the number of academic distress commissions
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created. In terms of privileges, fewer school districts may qualify for exemptions from
certain state mandates, though no such exemptions are currently in effect.

School choice

Ed Choice Scholarship eligibility

Under the bill, more students may be eligible for the Educational Choice
Scholarship Pilot Program (Ed Choice), which provides students who are assigned to
certain low-performing schools with state-funded scholarships to nonpublic schools.
Under the current state funding formula, the student is first counted in the average
daily membership (ADM) of the district for funding purposes. Funding for the student,
however, is deducted from the district's calculated state funding allocation and
transferred to the nonpublic school. In FY 2013, the per pupil deduction amount is the
lesser of the cost of tuition at the educating school and a maximum amount of $4,250 for
students in kindergarten through eighth grade or $5,000 for students in ninth through
twelfth grade.

The bill modifies the determination of whether a school is "low-performing" and
adapts it to the new performance rating system.! If more schools are considered to be
low-performing under the revised rating system, it is likely that more students will be
eligible for Ed Choice scholarships. If more students participate in the program,
deductions from qualifying school districts will increase. Districts may also experience
a decrease in expenditures due to educating fewer students.

Community schools

If a student leaves a traditional school district to attend a community school, the
district's revenues and expenditures may both be affected. Funding for the student will
be deducted from the school district and transferred to the community school. Since the
district will no longer be responsible for educating the student, its expenditures may
also decrease. Conversely, if a student were to leave a community school to attend a
school in the student's resident school district, the funding for the student would no
longer be deducted. Since the district would be responsible for educating the student,
its expenditures may increase. Deductions for each community school student are at
least $5,704; deductions are higher for students receiving special education or career
technical services.

The bill maintains current community school closure laws through the end of
FY 2012. In FY 2013 and thereafter, the bill establishes new criteria by which to
determine whether a community school is subject to closure. These criteria vary based
on the grade levels that the school serves; for more information on the revised closure
laws, please see the LSC Bill Analysis. If more community schools are considered low-
performing under the new rating system, more community schools may be subject to
closure, and students of these schools may return to district schools.

! Please see the LSC bill analysis for a complete description of the changes in Ed Choice eligibility.
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Alternatively, the rating system may create the opportunity for more community
schools to open. Under continuing law, community schools are permitted to open only
in "challenged" school districts. Because there may be more "challenged" districts in the
state under the revised rating system, additional start-up community schools may be
opened, and more students may leave district schools to attend these new community
schools.

Dropout prevention and recovery school report cards

The bill establishes a separate report card rating system for community schools
that serve primarily students who are enrolled in dropout prevention and recovery
meet
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programs. The three designations under the new system are "exceeds standards,
standards," or "does not meet standards." Under the bill, dropout prevention and
recovery schools are rated according to several performance indicators adopted by the
State Board of Education. The adoption of these indicators may result in minimal
administrative costs. For more information about the performance indicators and how
the schools are rated, please see the LSC bill analysis.

Beginning in FY 2015, ODE must include the rating designations on each dropout
prevention and recovery school's state report card. A school that has received a rating
of "does not meet standards” in two of the three most recent school years is subject to
closure. Through FY 2012, dropout prevention and recovery community schools were
rarely subject to closure, as they were permitted to apply to ODE for exemption from
community school closure criteria. Current law, however, states that if the General
Assembly does not enact a report card rating system for dropout prevention and
recovery community schools by March 31, 2013, the schools will be subject to the
closure laws for traditional community schools. If more community schools close as a
result of the bill and students return to their resident school districts, funding will no
longer be deducted from the school district. However, the district may incur minimal
increased costs for educating additional students.

Community school sponsor evaluation process

The bill establishes a new system for evaluating sponsors of community schools.
Sponsors are rated "exemplary," "effective,” or "ineffective," based on three components:
the academic performance of the students enrolled in the sponsored schools, adherence
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by the sponsor to quality practices prescribed by ODE, and compliance with applicable
laws and administrative rules. Current law requires ODE to rank sponsors based on
their composite performance index score; sponsors that fall into the bottom 20% are
prohibited from sponsoring additional community schools.

The bill prohibits any sponsor that has been rated "ineffective" from sponsoring
additional community schools. Because the number of sponsors that will be rated
"ineffective" is not known, it is unclear whether this provision will increase or decrease
the number of sponsors that are prohibited from sponsoring additional community
schools.




Other provisions

The bill contains several other provisions which should result in no more than a
minimal increase in costs for ODE. Namely, the bill requires the State Board of
Education to submit a report to the General Assembly no later than August 31, 2013,
with recommendations for a comprehensive statewide plan to intervene directly in and
improve the performance of persistently low-performing schools and school districts.
Also, the bill requires ODE to review the additional information included on the school
district and building report cards, and submit to the Governor and the General
Assembly recommendations for revisions to make the report cards easier to read and
understand.

Finally, the bill changes the name of the Ohio Accountability Task Force to the
Ohio Accountability Advisory Committee and alters its membership. Under the bill,
the duties of the Committee remain the same as under current law, except for the
removal of a few tasks related to the implementation of the value-added progress
dimension. Task force members receive no compensation or reimbursement for their
duties, an arrangement that the bill does not change for members of the Committee.
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