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	SUBJECT

Local Control Funding Formula Spending Requirements (LCFF) and Local Control and Accountability Plan (LCAP) – Approve Commencement of the Rulemaking Process for Additions to California Code of Regulations, Title 5, Sections 15494-15497.
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SUMMARY OF THE ISSUE(S)

Assembly Bill (AB) 97 (Chapter 47, Statutes of 2013), as amended by Senate Bill (SB) 91 (Chapter 49, Statutes of 2013) and by SB 97 (Chapter 357, Statutes of 2013), enacted the Local Control Funding Formula (LCFF).

These regulations are proposed, as required by Education Code (EC) Section 42238.07, to be used by local educational agencies (LEAs) to determine how expenditures of LCFF funds should be managed to demonstrate compliance. In addition, EC Section 52064 authorizes the development of local control and accountability plan (LCAP) templates for use by LEAs to support local adoption and annual review of the LCAP.

In addition to approving the emergency regulations (See January 2014 Agenda Item 20), it is recommended that the SBE commence the regular rulemaking process. This process is required to adopt permanent regulations and provides a period of 45 days for written comments, followed by a public hearing to receive verbal and written testimony (See Attachment 2). It is anticipated that this process will solicit additional comments from stakeholders and the public that will continue to inform the development of the regulations

The LCFF is intended to be an iterative, data-driven and pupil-centered local control and responsibility funding budget and program plan.  Since its inception, state stakeholders, legislators, parents, teachers, superintendents, public advocates, and pupils have provided input and recommendations. At its September and November meetings, the SBE heard testimony and input from multiple stakeholders.  Staff from the SBE, California Department of Education (CDE), and WestEd have met with over 40 groups since the November meeting and have been integrating new ideas and recommendations into the draft regulations and template presented to the SBE in this item.  

RECOMMENDATION
It is recommended the State Board of Education (SBE) take the following actions:

· Approve the Notice of Proposed Rulemaking (Notice);
· Approve the Initial Statement of Reasons (ISOR); 

· Approve the proposed regulations;

· Direct the CDE to commence the rulemaking process; and

· Authorize the CDE, in consultation with SBE staff, to take any necessary action, consistent with SBE’s action, to respond to any direction or concern expressed by the Office of Administrative Law during its review of the Notice, ISOR, and proposed regulations.
BRIEF HISTORY OF KEY ISSUES
On July 1, 2013, Governor Brown signed AB 97 (Chapter 47, Statutes of 2013) to enact the historic education funding legislation called the LCFF. Subsequently amended by SB 97 (Chapter 57, Statutes of 2013), the LCFF authorizes the SBE to adopt by January 31, 2014, regulations that govern how the expenditure of funds should be managed to demonstrate compliance as specified in EC Section 42238.07. In addition, EC Section 52064 authorizes the SBE to adopt on or before March 31, 2014, the LCAPs templates for use by LEAs to support local adoption and annual review of the LCAP. 

The LCFF is more than a new funding formula for California’s schools. When fully implemented, the LCFF will result in significantly more funding for LEAs and significantly more flexibility in the use of funds. It is also anticipated that the LCFF will help address historic achievement gaps encountered by pupils of poverty, English learners, and foster youth.

There are several key issues that have led to the creation of the LCFF. Local school leaders, parents, teachers, advocates, pupils, and other stakeholders have noted that the revenue limit funding model is overly complex and inefficient. The goal of the LCFF is to reduce state bureaucracy and increase flexibility and accountability at the local level so those closest to the pupils can make the decisions and ensure that pupils needs are met. The formula, which primarily consists of base, supplemental, and concentration grant funding, allocates resources based on an LEA’s pupil demographics and replaces most state-funded programs for LEAs. The Department of Finance estimates that the formula will be fully funded in eight years, but implementation of the LCFF begins in 2013-14. As such, LEAs are expected to begin operating under LCFF rules and requirements immediately.

In addition to changing the way that funding is provided to LEAs, the LCFF also requires LEAs to prepare an LCAP prior to the submission of LEA budgets to oversight agencies. LEAs must also provide an annual update to the LCAP. The LCAP must describe annual goals for each identified state priority, describe specific actions necessary to achieve those goals, and list and describe annual expenditures necessary to implement the specific actions. The specific priorities are outlined in EC sections 52060(d), 52066(d), or 47605(b) (5) (A) and (B).
Since Governor Brown signed this historic legislation, the SBE and CDE with assistance from WestEd have initiated an iterative process to gather information to inform the development of the LCFF expenditure of funds regulations, template, and resources to support local implementation. In addition to relying on the intent of the LCFF statute and using the LCAP eight state priorities as context, the stakeholder input process was structured around the following guiding principles:
· Implementation, not advocacy, focusing on implementation of the current law and abiding by the legislative direction and intent.

· Simplicity and transparency, creating a funding mechanism that is focused on the needs of pupils and is equitable and easy to understand.

· Local flexibility, allowing LEAs maximum flexibility in allocating resources to meeting local needs.

· Unique contexts for implementation, differentiating as needed to support local flexibility within the unique contexts that exist for LEAs (e.g., size, type, needs, etc.).

· LEA finance, recognizing county offices of education, school districts, and charter schools as the fiscal agents, with site allocation methodologies and management practices within the purview of LEAs.

· Accountability, holding LEAs accountable for academic and fiscal outcomes.

· Stakeholder input, allowing for meaningful and purposeful stakeholder input during the development process that supports the identification of LCFF guiding principles. 

From July 2013 through December 2013, the LCFF stakeholder input process included a monthly convening of an implementation working group comprised of representatives from approximately 20 statewide organizations directly involved with local implementation, conducting a series of regional stakeholder input and community forum sessions, hosting conference calls with representatives from local educational agencies and various education stakeholder groups, soliciting public comments at the scheduled SBE meetings, and collecting written comments from the public through the LCFF Web portal (http://lcff.wested.org/). As noted above, following the November 2013 SBE meeting, staff engaged in focused conversations on the draft regulations and template that informed the proposed regulations in Attachment 3.

SUMMARY OF PREVIOUS STATE BOARD OF EDUCATION DISCUSSION AND ACTION
July 2013: The CDE and WestEd presented to the SBE an informational update on the implementation of the LCFF (http://www.cde.ca.gov/be/ag/ag/yr13/documents/jul13item07.doc). 

September 2013: The CDE and WestEd presented to the SBE an informational update that provided an overview of the process used to guide the LCFF stakeholder engagement activities. Included was a summary of the preliminary themes that emerged from stakeholders that related to the LCFF spending regulations and LCAP templates (http://www.cde.ca.gov/be/ag/ag/yr13/documents/sep13item06.doc). 

November 2013: The CDE and WestEd presented to the SBE an informational update that outlined a preliminary draft of the expenditure of funds regulations and a concept for the LCAP template. Attachment 1 presents an overview of the key issues that were identified from the public comment, the responses to these comments and the rationale for the potential changes incorporated into the regulations based on this feedback (http://www.cde.ca.gov/be/ag/ag/yr13/documents/nov13item13.doc).  

FISCAL ANALYSIS (AS APPROPRIATE)
A Fiscal Impact Statement will be provided in an Item Addendum.

ATTACHMENT(S)
Attachment 1:  Local Control Funding Formula Spending Regulations Comparison and Feedback and Response Chart (11 Pages)

Attachment 2:  Notice of Proposed Rulemaking (5 Pages)

Attachment 3:  Text of Proposed Regulations (16 Pages)

Attachment 4:  Local Control Funding Formula Sample Scenario (5 Pages)
Attachment 5:  Initial Statement of Reasons (5 Pages) 

Attachment 6: The Economic and Fiscal Impact Statement (STD. 399) will be provided in an Item Addendum (4 Pages) The Economic and Fiscal Impact Statement will be available for viewing at the State Board of Education office. 

