	
	Attachment A
Final Statement of Reasons 
2014-15 Audit Guide Adopted by Incorporation in New Section 19810
 
SECTIONS Repeal and adopt 19810, repeal several sections as indicated on Attachment A.

This Statement supplements the Initial Statement of Reasons already in the file.  

The Notice of Proposed Rulemaking for these permanent regulation changes was published in the California Notice Register on July 4, 2014.  The original comment period was scheduled to close on August 18, 2014. Due to technical issues, the rulemaking was not noticed on EAAP’s website and emailed to interested parties until July 24, 2014.  Due to this, the comment period was extended to September 8, 2014.  No one requested a public hearing, but two groups submitted written comments, discussed below.  A prior emergency adoption of substantially the same regulations received Office of Administrative Law approval on June 14, 2013 [File No.2014- 0603-03E].
 
Specific Purpose of the Regulations
This rulemaking meets the requirements of Education Code section 14502.1, which requires the Controller, in consultation with the Department of Finance, the State Department of Education, and representatives of specified organizations, to propose the content of a guide for the required annual financial and compliance audits of school districts, offices of county superintendents of schools, and other local education agencies. Section 14502.1 further requires the Controller to submit the proposed audit guide to the Education Audit Appeals Panel (EAAP) for review and possible amendment.  EAAP is then to adopt the audit guide, pursuant to the rulemaking procedures of the Administrative Procedure Act, by July 1 of the fiscal year to be audited (and any supplement, as authorized, before March 1 of the audit year).  

Prescribed Audit Procedures 
The proposed rulemaking repeals and adopts Education Code section 19810 to incorporate by reference the 2014-15 Guide for Annual Audits of K-12 Local Education Agencies and State Compliance Reporting.  These audits are be performed by licensed public accountants who must conduct the audits in accordance with generally accepted auditing standards. (Ed. Code §§ 14501, 14503, and 41020; Title 5, § 19811.)  The audit guide includes provisions that authorize an auditor to use alternative procedures if, in the exercise of professional judgment, the auditor determines other procedures are more appropriate in particular circumstances. 

This rulemaking repeals the prior audit guide regulations, which are either moved to the referenced audit guide, have expired under their own terms, or are obsolete, namely, code sections that have not been included in the annual audit guides for one or more years.  Finally, this rulemaking adds new procedures to the audit guide to reflect statutory requirements that specific matters be included in the audit guide and/or to help ensure compliance with newly enacted legislation.



Problem Addressed in this Rulemaking
	The audit guide required by Education Code section 14502.1 has for several years been developed by drawing from several sections of Title 5, Division 1.5 Chapter 3. Audits of California K - 12 Local Education Agencies.  However, several sections in title 5 have expired under their own terms, or have previously been removed from the procedures included in the annual audit guide.  By incorporating the 2014-15 Audit Guide by reference and repealing most of the title 5 sections related to the audits, this rulemaking will eliminate the potential for auditor confusion, eliminate inconsistent audit approaches, improve clarity in the audit guide, and eliminate sections of title 5 which no longer have applicability.  

		An informative digest listing the repealed regulations and indicating whether the section is obsolete, expired, or included in the referenced audit guide; describing new provisions; and discussing significant amendments, is contained in the Notice of Proposed Rulemaking.

Evidence Supporting Finding of No Significant Adverse Economic Impact on Any Business
The regulations direct accountants to perform the steps necessary for the annual audits required by Education Code section 41020.  Education Code section 14503 requires the use of this audit guide in the performance of those audits of local education agencies.  EAAP’s Economic Impact Assessment has not changed since the Initial Statement of Reasons.  Adoption of the proposed regulations would not have a significant adverse economic impact on any business in the State of California.  

Local Mandate Determination
The proposed regulations do not impose any mandate on local agencies or school districts.

Availability of the Final Statement of Reasons
A copy of this Final Statement of Reasons may be obtained by contacting Mary Kelly at the above address, or from EAAP’s website.

Statement of Alternatives
	EAAP has determined that no alternative it considered or that was otherwise identified and brought to its attention would be more effective in carrying out the purpose for which the action is proposed, would be as effective and less burdensome to affected private persons than the proposed action, or would be more cost-effective to affected private persons and equally effective in implementing the statutory policy or other provision of law.

Incorporation by Reference
	EAAP has determined that it would be cumbersome, unduly expensive, or otherwise impractical to publish the audit guide in the California Code of Regulations. The audit guide was available upon request directly from EAAP throughout the rulemaking period.



Availability of Documents on the Internet
[bookmark: _GoBack]Copies of the Notice of Proposed Rulemaking, Initial Statement of Reasons, text of the repealed regulation section in strikeout text, and this Final Statement of Reasons will be accessible, through the EAAP website:  www.eaap.ca.gov.

 Response to Comments Received During the Public Notice Period
(Extended to September 8, 2014)

Two organizations submitted written comments on September 8, 2014.

A coalition comprising Children Now and fourteen other public interest organizations (the Coalition) urged the addition of provisions to the audit guide to verify the accuracy of data that districts and county offices of education use to set expenditure targets in a Local Control Accountability Plan (LCAP), to verify compliance with the public hearing and consultation requirements, and to determine the “most effective” use of supplemental and concentration funding.   

EAAP has not adopted the suggested changes as (1) neither the Legislature nor the Controller requires them, and (2) the LCAP process, developed in conjunction with local budgeting, is reviewed and approved by the county superintendent, as to districts, or by the Superintendent of Public Instruction (SPI), for county offices of education. (Ed. Code §§ 52070, 52070.5, 52071, 52071.5).   Also, Education Code Section 52075 establishes process for interested (even anonymous) persons to file complaints about the LEA’s compliance with LCAP requirements, with 60-day appeals to the SPI, both of which would presumably happen early in the fiscal year (see Ed. Code §§ 52060(a) and 52066(a)), rather than after it ends in the context of the annual audit.  All of these efforts focus on plans rather than operations. 

In the LCAP the LEA sets out, subject to approval of the county superintendent or the SPI, how funds are to be spent to benefit specific pupil groups, and all pupils.  This planning is to follow the State Board of Education’s regulations and template set out in Sections 15494 through 15497.  The process includes a requirement, among others, that the LEA “estimate” the amount of local control funding formula (LCFF) funds spent in the prior year to provide additional services to the “unduplicated pupils” defined by law (English learners and pupils eligible for free or reduced price meals).  (Section 15496.)  From this estimate the State Board regulation prescribes a detailed calculation to determine how much “services for unduplicated pupils must be increased” to “meet the LEA’s goals for its unduplicated pupils in the state priority areas.”  (Section 15496(a).)  This estimation of past expenditures and planning for current year expenditures (Coalition Items I and II) is required for approval of the LCAP; the local control statutes do not appear to contemplate audit review of such estimates to second-guess the approval process.

2014-15 Audit Guide Section X, steps 1 to 4, call for audit tests of actual expenditures for the actions and services covered by the LCAP, to verify that they were consistent with the approved LCAP.  Findings that some expenditures were not “consistent” with the “actions or services” selected for audit testing (Section X, step 4), will be resolved at the local level, primarily by amending the LCAP as there currently are no economic sanctions.  The related “most effective” use test (Coalition Item III) is not suitable for audit after the expenditures have been made.

The Coalition proposes (Item 4) language to require verification that the LEA has consulted with the various categories of interested persons listed in Education Code Section 52060(a). The 2014-15 Audit Guide’s Section X, steps 5 and 6, do call for verification of specific consultation and public hearing and comment requirements.  EAAP does not see value in requiring auditors to review every kind of consultation required, after the LCAP process has been completed and the LCAP has been implemented, and while another year’s planning and consultation likely will be underway.

The California School Board’s Association’s written comments argued that Section X’s prescription for testing expenses’ consistency with the LCAP may require auditors to evaluate matters beyond their competency, and that instead the only requirement should be to verify that funds were expended as recorded.  However, the expenditure testing is to begin by sampling “actual expenditures” for specific “actions or services” addressed in the LCAP.  The question then is whether those “actual expenditures” were consistent with the LCAPs delineation of actions or services, which were required to serve specific goals and priorities established by legislation.  EAAP therefore has not made any changes pursuant to this input. 
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