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Financial Planning and Supervision Commission
Chapter 3316: School District Fiscal Emergencies

As a newly appointed member of a financial planning and supervision
commission (the commission), you are being asked to help guide a school
district that is in financial trouble back to fiscal stability. The purpose

of this document is to help you understand the role of the commission.
This document begins with a brief summary of the nature of a fiscal
emergency and the purpose of the commission. It proceeds to provide a
detailed discussion of the commission’s structure, its powers and duties, its
operation and its responsibilities.

General Overview of a Fiscal Emergency

Chapter 3316 of the Ohio Revised Code governs the actions that the
State may take when a school district is experiencing financial trouble.
Depending on the severity of the problem, a school district may be
placed in fiscal caution, fiscal watch or fiscal emergency. A declaration
of fiscal caution is made by the Ohio Department of Education. It is the
responsibility of the Auditor of State to declare a school district to be in
fiscal watch or fiscal emergency. Both the Auditor and the Department
are available to provide assistance to help a financially struggling school
district regain its financial footing.

A school district placed in fiscal caution or fiscal watch is required to
prepare a financial recovery plan acceptable to the Department. The
failure of a school district in caution to submit an acceptable plan results
in the school district being placed in fiscal watch; if a school district in
fiscal watch is unable to submit an acceptable plan, it is placed in fiscal
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emergency. There are four additional conditions that either permit or
require that a school district be placed in fiscal emergency, ranging from
the failure to adhere to a financial recovery plan to forecasting a significant
general fund deficit by the end of the fiscal year. (For a discussion of funds
and the basic accounting process followed by the school district, see the

Appendix.)

Once a school district is declared in fiscal emergency, a commission is
formed. The primary function of the commission is to prepare of a long-
range financial recovery plan designed to remedy the school district’s
financial problems. The plan is intended to be a detailed, step-by-step
guide agreed to and accepted by both the board of education and the
commission. Once the plan is in place, the role of the commission is to
insure that the plan is followed.

The Auditor of State’s Office serves as the financial supervisor to a
commission, providing technical support and advice. In addition to
serving as financial supervisor, the Auditor of State’s Office is required to
review the school district’s existing system of accounting and reporting and
issue a report identifying needed improvements. The Auditor of State’s
Office, on their own initiative or at the request of the State Superintendent
of Public Instruction, may also conduct a performance audit designed to
discover areas of the school district’s operation where potential cost savings

exist.

The activity of the commission continues until the school district has
eliminated the fiscal emergency conditions that prompted the initial
declaration; has prepared a financial forecast that demonstrates that the
school district will remain out of emergency for the next five years; has
made, or is in the process of making, the necessary improvements to

its accounting system; and has demonstrated that the objectives of the
financial recovery plan are being met. If the fiscal emergency is terminated
prior to the complete implementation of an effective financial accounting
and reporting system, the Auditor of State is required to monitor the
progress of the school district to insure full implementation within two
years from the date the fiscal emergency was terminated.
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Organization of the Commission (R.C. §3316.05)

When a fiscal emergency has been declared by the Auditor of State, a
financial recovery planning and supervision commission is established.

A commission consists of five voting members. Two members are ex-
officio while three are appointed. The commission must include women
members, as well as at least one Hispanic or African-American member if
Hispanic and African-American students together constitute 20 percent or
more of the student population.

Ex-Officio Members

The director of budget and management and the State Superintendent

of Public Instruction serve as ex-officio members representing the State.
Each ex-officio member may designate an individual to attend meetings
on the member’s behalf. A designee, when present, is to be counted in
determining whether a quorum is present and may vote and participate in
all proceedings and actions of the commission. All designations must be
in writing, executed by the ex-officio member and filed with the secretary
of the commission. Designations may be changed with due regard for the
need for continuity.

Appointed Members

Three local members of the commission are nominated and appointed
within 15 days of the declaration of fiscal emergency. One member is
appointed by the Governor, one by the State Superintendent of Public
Instruction and one by the mayor of the municipal corporation having
the largest number of residents in the school district o, if more than
50 percent of the residents of the district reside outside the municipal
corporation containing the greatest number of district residents or if there
is no municipal corporation located within the district, by the county
auditor. The appointees serve for the life of the commission, subject to
death, resignation, incapacity or ineligibility to serve. In the event of a
resignation or other vacancy, the vacancy must be filled by the original
appointing authority within 15 days.
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Initial Meeting and Quorum

Immediately after the formation of the commission, the State
Superintendent of Public Instruction calls the first meeting of the
commission. Written notice of the time, date and location must be
provided to each member at least 48 hours prior to the meeting. The State
Superintendent of Public Instruction or the appointed designee serves as
the chairperson. The commission must elect a vice-chair and may appoint
a secretary and other officers as needed. These appointees may, but need
not, be members of the commission. The commission may adopt and
amend by-laws and rules for the conduct of its affairs.

Three members constitute a quorum for conducting business. For any
action taken by a vote of the commission, three affirmative votes are
required. All members of the commission may vote on all matters coming
before the commission, regardless of any other office the member may
hold, and may continue to exercise all functions of the other office with
respect to the school district, its officers or the commission.

The school district must provide reasonable office space for the
commission to conduct its business. Where feasible, the space should be
in the principal building housing the administrative offices of the school
district.

Auditor of State’s Role

The Auditor of State serves as the financial supervisor to the commission,
unless the Auditor elects to contract for that service. If requested, the
Auditor will designate employees of the Auditor of State’s office to assist
the commission.

Attorney General’s Role

The Attorney General serves as legal counsel for the commission.

State Agency Participation
Upon request of the commission, the head of any state agency will
temporarily assign accounting and budgeting personnel to assist the

commission.
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Open Meetings

Meetings of the commission are subject to the Opens Meetings law,
R.C. § 121.22. Meetings may be held by teleconference, however, and
commission members not physically present at the meeting may be
counted toward making a quorum and may vote on actions taken by the
commission provided provisions are made for public attendance at any
location involved in the teleconference.

Qualifications and Disclosure Responsibilities
of the Appointed Members (R.C. §3316.05)

The commission members appointed by the Governor and the mayor or
county auditor must have knowledge and experience in financial matters,
financial management or business organization or operations, and possess
at least five years experience in either the public or private sector in the
management of a business or financial enterprise, or in management
consulting, public accounting or other similar professional activity. Each
member’s residence, office or principal place of business must be located
within the school district.

The member appointed by the State Superintendent of Public Instruction
must be the parent of a child currently enrolled in the school district.

The appointed members of the commission are not required to file a
financial disclosure statement with the Ohio Ethics Commission; however,
each appointed member is required to file a signed written statement with
the commission setting forth the general nature of sales of goods, property,
or services or of loans to the school district in which the appointees or
members of their families have a pecuniary interest. Members must also
disclose if they serve as an officer, director or partner or if they, or an
immediate family member, owns more than 5 percent in any corporation,
partnership or enterprise that has a pecuniary interest in any sale or loan
to the school district. The statement must be supplemented from time to
time to reflect any changes in the general nature of any such sales or loans.
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Commission Powers and Duties (R.C. §§ 3316.06, 3316.07)

Commission Powers

The commission may elect to assume any of the powers and duties of
the school board it considers necessary, including all powers related to
personnel, curriculum and legal issues in order to successfully implement
the actions described in the financial recovery plan. The plan will specify
the level of fiscal and management control that the commission will
exercise within the school district during the period of fiscal emergency
and enumerate the powers and duties of the commission and the powers
and duties of the school board. Every commission has the following
powers:

1 To review or develop tax budgets, tax levy and bond and note
resolutions, appropriation measures and certificates of estimated
resources of the school district to ensure that all are consistent with the
financial recovery plan and a balanced budget for the current year; and
to request and review any supporting documents;

2 To inspect and secure copies of any document, resolution or
instrument pertaining to the effective financial accounting and
reporting system, debt obligations, debt limits, financial recovery plan,
balanced appropriation budgets, appropriation measures, report of
audit, statement or invoice, or other worksheet or record of the school
district;

3 To inspect and secure copies of any document, instrument,
certification, records of proceedings, or other worksheet or records
of the county budget commission, county auditor or other official or
employee of the school district or any other political subdivision or
agency of government of the state;

4 To review, revise and approve determinations and certifications
affecting the school district made by the county budget commission or
county auditor pursuant to Chapter 5705 of the Ohio Revised Code
to ensure that such determinations and certifications are consistent
with the laws of the state;

5 To bring civil actions, including mandamus, to enforce or ensure
compliance with actions taken by the commission;
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6 After consultation with the officials of the school district and
the Auditor of State, to implement or require implementation of
any necessary or appropriate steps to bring the books of account,
accounting systems, and financial procedures and reports of the school
district into compliance with requirements prescribed by the Auditor
of State, and to assume responsibility for achieving such compliance
and for making any desirable modifications and supplementary
systems and procedures pertinent to the school district;

7 To assist or provide assistance to the school district or to assume
the total responsibility for the structuring or the terms of, and the
placement for sale of, debt obligations of the school district;

8 To perform all other powers, duties and functions that may be
necessary in order for the commission to fulfill its responsibilities;

9 To make and enter into all contracts and agreements necessary or
incidental to the performance of its duties and the exercise of its
powers;

10 To consult with officials of the school district and make
recommendations or assume the responsibility for implementing cost
reductions and revenue increases to achieve balanced budgets and carry
out the financial recovery plan.

11 To make reductions in force.

Reductions in Force (RIF)

The Commission is empowered to make reductions in force (RIF) in
order to balance the school district’s budget. The statute dictates that the
commission’s authority to make reductions in force is not restricted by any
other statutory provision, collective bargaining agreement or employment
contract. However, in implementing a reduction in force, the commission
is required to:

1 First reduce administrative and non-teaching employees of the school
district, giving due regard to ensuring the school district’s ability to
maintain the personnel, programs and services essential to providing
an adequate educational program.
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2 Implement the layoff procedures contained in R.C. §§124.321 to
124.327 in reducing administrative and non-teaching personnel in city
school districts.

3 In non-city school districts, when the commission does a RIF of
administrative and non-teaching employees, it must give preference to
those employees with continuing contracts or non-probationary status
and who have greater seniority.

If revenues and expenditure cannot be balanced by reasonable reductions
in administrative and non-teaching employees, the commission may

also make reasonable reductions in the number of teaching contracts.

If the commission finds it necessary to suspend teaching contracts, it
shall suspend them in accordance with the recommendations of the
superintendent of schools who shall, within each teaching field affected,
give preference to teachers on continuing contracts and to teachers who
have greater seniority. (See R.C. §3319.17(C).) The commission shall
consider a reduction in non-classroom teachers before classroom teachers.

Commission Duties

Review of Appropriation Measures

During the fiscal emergency period, the commission shall review the
school district’s appropriation measure for the next fiscal year, and do the
following:

1 Review and determine the adequacy of all revenues to meet all
expenditures for the fiscal year;

2 Review and determine the extent of any deficiency of revenues to meet
expenditures;

3 Require the school district or school district superintendent to provide
justification documents to substantiate, to the extent and in the
manner considered necessary, any item of revenue or appropriation;
and,

4 Report on its determination no later than 60 days after receipt of an
appropriation measure for the next fiscal year.

When the period of fiscal emergency begins more than three months
before the end of the current fiscal year, the report and determination shall
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also be made for the appropriation measure for the current fiscal year, and
the report shall be issued within 60 days after taking office.

Monthly Levels of Expenditure

During the fiscal emergency period, the commission must require

the school district board to establish, by resolution, monthly levels of
expenditures and encumbrances consistent with the financial recovery
plan and the commission’s annual review of revenues compared to
expenditures, or establish such levels itself. If the commission allows the
board to make expenditures, the commission must monitor the monthly
levels of expenditures and encumbrances and require documentation to
substantiate any departure from any approved level. Written approval
of the commission is required for the school district board to make any
expenditure apart from the approved level.

When making its determination with regard to appropriation measures
and monthly expenditures, the commission may rely on any information
considered in its judgment to be reliable or material. The commission

is not restricted by any tax budget or certificate or any other document
which the school district may have adopted or received from any other
governmental agency.

Annual Report

Each year while the school district is in fiscal emergency, on or before the
first day of April, the commission is required to report to the Speaker of
the House of Representatives and the President of the Senate concerning
the progress of the school district in eliminating fiscal emergency
conditions, any failures to comply with Chapter 3316 and to make
recommendations for further actions. Such actions may include legislative
action to make provisions of law more effective or to enhance local revenue
or financing capabilities. The commission may make interim reports as

it deems appropriate and must provide additional reports as requested by
either house of the General Assembly.
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The Financial Recovery Plan (R.C. §§ 3316.06 and 3316.061)

In the approach created by the Ohio legislature, the key to a school
district’s eventual financial recovery is the development of a sound,
complete and detailed financial recovery plan. The primary responsibility
of the commission is the development of a workable plan and continuing
oversight of the school district to insure that the plan is being followed.

The Commission’s Role

Within 120 days after the first meeting of the commission, the commission
must adopt a detailed financial recovery plan and immediately submit

the plan to the State Superintendent of Public Instruction. During the
formulation of the plan, the commission is required to seek appropriate
input from the school district board and from the community. The plan is
to contain the following:

1 Actions to be taken to:

a Eliminate all fiscal emergency conditions;

b Satisfy any judgments, past due accounts payable, and all past due
and payable payroll and fringe benefits;

¢ Eliminate the deficits in all deficit funds;

d Restore to special funds any moneys from such funds that were used
for purposes not within the purposes of such funds, borrowed from
such funds by the purchase of debt obligations of the school district
with the moneys of such funds or missing from the special funds
and not accounted for, if any;

e Balance the budget, avoid future deficits in any funds and maintain
on a current basis payments of payroll, fringe benefits and all
accounts;

f Avoid any fiscal emergency condition in the future;

g Restore the ability of the school district to market longterm general
obligation bonds under provisions of law applicable to school
districts generally.
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2 The management structure that will enable the school district to take
the actions enumerated in (1) above, and:
a The level of fiscal and management control that the commission

will exercise within the school district during the period of fiscal
emergency;

b The powers and duties of the commission and the powers and
duties of the school board during that period. The commission may
elect to assume any of the powers and duties of the school district
it considers necessary, including all powers related to personnel,
curriculum and legal issues in order to successfully implement the
actions described in (1) above.

3 The target dates of the commencement, progress upon, and
completion of the above actions, and a reasonable period of time
expected to be required to implement the plan. The commission
shall prepare a reasonable time schedule for progress toward and
achievement of the requirements for the plan. The plan shall be
consistent with that time schedule.

4 The amount and purpose of any debt obligations that will be issued,
together with assurances that any debt obligations will not exceed debt
limits supported by appropriate certifications by the school district and
the county auditor.

Immediately following its adoption, the commission submits the recovery
plan to the State Superintendent of Public Instruction for approval. The
State Superintendent evaluates the plan and either approves or disapproves
it within 30 calendar days from the date of its submission. If the plan is
disapproved, the State Superintendent must recommend modifications
that will render it acceptable. The commission may not implement the
financial recovery plan until the State Superintendent of Public Instruction
has approved it.

Amendment and Update of a Financial Recovery Plan

Any financial recovery plan may be amended subsequent to its adoption
in the same manner as the passage and approval of an initial plan. Each
financial recovery plan must be updated annually. Each time the plan

is updated it must again be submitted to, and approved by, the State
Superintendent of Public Instruction prior to its implementation.
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Failure to Submit or Comply with a Financial Recovery Plan

If a school district commission fails to submit an acceptable financial
recovery plan to the State Superintendent of Public Instruction, or if the
State Superintendent and the director of the budget and management find
that a commission is not materially complying with the provisions of its
financial recovery plan, the State Superintendent of Public Instruction and
the director may jointly dissolve the financial planning commission and
jointly appoint an individual to act as the fiscal arbitrator of the school
district.

Fiscal Arbitrator

The fiscal arbitrator becomes the successor to the commission. The

fiscal arbitrator directly manages the school district in place of the
commission, and is vested with all the rights, powers and duties given

to the commission by law. Business that was commenced but was not
completed by the commission shall be completed by the fiscal arbitrator.
The law does not include any minimum qualifications for the position;
however, the State Superintendent of Public Instruction is required to issue
guidelines establishing the criteria to be utilized in selecting qualified fiscal
arbitrators.

Adherence to the Financial Recovery Plan
(R.C. §§ 3316.12 and 3316.14)

There are two aspects of the school district’s ongoing financial activity
where adherence to the constraints of the financial recovery plan is critical:
(1) the budgetary process and (2) the issuance of debt. The involvement of
the commission in each of these activities is designed to prevent the school
district from diverging from the approved plan.

Budgetary Process

Before spending any money, every school district must comply with the
budgetary process set forth in Chapter 5705 of the Ohio Revised Code.
This chapter establishes restrictions on the financial activities of school

districts which are designed to insure that expenditures are limited to
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estimated available resources. A school district that is in fiscal emergency
is likely to have violated one or more of these restrictions. The budgetary
process created by the chapter includes guidelines for appropriations,
estimated resources and the preparation of an annual tax budget. For a
school district in fiscal emergency, this process is further limited by the
inability to vary from the actions contained in the financial recovery plan.

Nature of Appropriations

The primary responsibility of the board of education of any school district
is to determine how to allocate available financial resources to meet the
educational needs of the community. The document used to make this
allocation is the appropriation measure. The appropriation measure is
classified by fund and then usually by function (instruction, support
services, etc.) and object (salaries, fringe benefits, etc.) within each fund.
The amount of money allocated by the board of education to each account
within the appropriation measure sets a limit on how much may be spent
for that purpose during the fiscal year. The appropriation measure may

be amended during the year by the board of education as circumstances
change.

Existing Appropriation Measure

Any existing appropriation measure that is not consistent with the initial
approved plan is ineffective for purposes of any expenditures to the extent
it authorizes expenditures in excess of the revenues available after approval
of the plan. If not amended by the commission, the board of education is
required to amend the appropriation measure to make it consistent with
the financial recovery plan.

New Appropriation Measures

No appropriation measure may be adopted nor any expenditure made
contrary to the approved financial recovery plan. Any appropriation
measure proposed by the board of education is subject to the approval
by the commission and must be reviewed to determine its consistency
with the financial recovery plan. The commission reports to the board
of education any modifications in the appropriation measure considered
necessary to conform to the financial recovery plan.
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Estimated Resources

Prior to giving the original or an amended certificate of estimated resources
to the school district, the county budget commission is to consult with the
commission, and the commission must revise the certificate or amended
certificate in any respect in which the certificate is, in its judgment,
inconsistent with the plan.

County Budget Commission (R.C. §5705.27)

In each county, a county budget commission oversees the budgetary
process. The members of the budget commission are the county auditor,
county treasurer and the county prosecutor.

Tax Budget

For most school districts, the budgetary process begins with the
preparation of the tax budget. The tax budget sets forth by fund the
amount the school district estimates it will have available to spend in the
following year and, by fund, function and object, the amounts the school
district would like to spend during the following year. It is prepared after
consultation with the administration within the school district and after
public hearings where the community is offered an opportunity for input.
The completed tax budget is filed with the county budget commission
and is used to set the rates at which property taxes will be levied for the
following year.

Any tax budget of the school district must be consistent with the approved
financial recovery plan. Before submitting the tax budget to the county
auditor, the school district board of education must submit the tax budget
to the commission and cooperate in its review. The school district must
make the modifications to the tax budget that the commission determines
to be necessary to conform to the financial recovery plan. If the school
district fails to make these modifications, the commission must certify the
modifications to the budget commission. The budget commission shall
then make these modifications.

In several counties, the budget commission has replaced the tax budget
with less detailed data specified by the budget commission. This less
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detailed information should still be reviewed by the commission to insure
conformance with the plan.

Limitations on Revenue Estimates

For purposes of the financial recovery plan, tax budgets and certificates

of estimated resources, the revenue estimates shall not include revenues
conditioned upon future favorable actions by the electorate of the school
district or by the General Assembly or Congress, other than appropriations
of moneys for existing and continuing programs at current levels. The
estimate of revenues for any month must separately list revenues that are
conditioned upon the future issuance of debt obligations, transfers of
funds, advances from funds, payments or reimbursements from the sale

of debt obligations, sale of capital assets of the school district, increases in
or implementation of fees or other charges or imposition of or increases

of taxes, and shall be accompanied by documentation showing that the
officials with authority to act to achieve realization of such conditional
revenues have acted in time for realization of such revenues in the month
or months indicated. The commission may exclude from revenue estimates
any amounts that it considers uncertain of realization.

Debt Obligations

The school district may not issue or incur any debt obligation without the
prior approval of the commission. The commission must disapprove any
issuance of debt obligations that it believes would impede the purposes of
a financial recovery plan or that would cause the school district to exceed
its debt limits.

Conditions for Approving the Issuance of Debt

The commission may not approve the issuance of debt obligations unless:

1 The resolution authorizing their issuance, the resolution providing for
their award and every document forming part of the contract with the
purchasers of such debt obligations from the school district has been
approved by the commission;

2 The resolution authorizing the debt obligations contains a covenant
to the effect that the school district will comply with all provisions
of Chapter 3316, with the orders, directions and re