Enact ed
ASSEMBLY BILL No. 1200
CHAPTER 1213
Eastin

An act to amend Sections 1240, 35035, 39602, 39603, 41320.1, 42100,
42103, 42127, 42127.1, 42127.2, 42127.3, and 42127.4 of, to anend and
renunber Section 35014 of, to add Sections 42127.6, 42127.8, 42127.9,
42132, 42133, and 42134 to, to add Article 2.5 (comrencing with Section
41325) to Chapter 3 of Part 24 of, to add Article 3 (commencing with
Section 42130) to Chapter 6 of Part 24 of, to repeal and add Article 2
(comrencing with Section 1620) of Chapter 5 of Part 2 of, and to repea
Sections 35015, 42102, and 42120 of, the Education Code, and to add
Section 3547.5 to the Governnment Code, relating to school finance, and
maki ng an appropriation therefor

[ Approved by Governor October 14, 1991. Filed with
Secretary of State Cctober 14, 1991.]

LEQ SLATI VE COUNSEL' S DI GEST
AB 1200, Eastin. School district budget review

(1) Under existing law, each county superintendent of schools is
required annually to subnit to the county board of education certain
reports regarding the financial and budgetary status of the county board
of educati on.

This bill would revise the reporting dates for those annual reports,
and woul d meke rel ated changes, thereby inposing a state-nandated |oca
program

Under existing |law, each county board of education is required
annual ly to subnit its budget for approval to the Superintendent of
Public Instruction, in accordance with specified procedures and
criteria.

This bill would require that the public hearing on that budget be
held prior to the submittal of the budget to the Superintendent of
Public Instruction on or before July 1, and that the budget be filed
also with the county board of supervisors and the county auditor
t hereby i nposing a state-mandated | ocal program The bill would require
that the Superintendent of Public Instruction approve or di sapprove the
budget no later than August 1, and woul d rmake rel at ed changes.

The bill also would require, except as specified, that, on or before
Septenber 1 of each year, the county board of education nmake certain
revisions to the county office of education budget, adopt the revised
budget, and file the revised budget for review by the Superintendent of
Public Instruction. The bill would thereby inpose a state-nmandated | oca
program

Under existing law, if a budget review conmittee recomends approval
of the budget of the county office of education, the Superintendent of



Public Instruction is required to approve that budget. |If the budget
review committee di sapproves that budget, the superintendent, with the
agreenent of the budget review conmittee, may adopt an alternative
budget for the county office of education

This bill would authorize the Superintendent of Public Instruction
to approve or disapprove the budget of a county office of education
whet her or not the budget review comittee recommends approval of that
budget. If the Superintendent of Public Instruction disapproves the
budget, this bill would authorize the superintendent or his or her
desi gnee, for the renmainder of the fiscal year, to adopt a fiscal plan
and budget to govern the county office of education, to stay or rescind
actions of the county office of education that are inconsistent with the
fiscal plan or budget, and otherwi se to nonitor and revi ew the operation
of the county office of education. This bill also would authorize the
Superintendent of Public Instruction or his or her designee to exercise
those powers as to any county office of education having a negative or
qualified certification pursuant to the annual reports described above.
The requirenment that a county office of education conply with that
authority, including the paynment of resulting admnistrative costs,
woul d i npose a state-mandated | ocal program

The bill also would direct the Superintendent of Public Instruction
to nmonitor the operation of each county office of education pursuant to
an adopted budget and, if he or she deternines that the county office of
education will be unable to neet its financial obligations, to reconmend
appropriate remedi al action. The bill would authorize the
superi ntendent, subsequent to that notification, to revise the county
of fice of education budget, as specified, and to stay or rescind any
action that is inconsistent with those revisions. The requirenent that a
county office of education conply with that authority, including the
paynment of resulting adm nistrative costs, would inpose a state-nandat ed
| ocal program

(2) Under existing law, each school district is required annually,
no later than July 1, to subnit a tentative budget for the current
fiscal year for review and approval, pursuant to designated deadli nes,
by the county superintendent of schools, the Superintendent of Public
Instruction and, under specified circunstances, by a budget review
committee established for that purpose. Existing |aw requires each
district to adopt a final budget no later than Septenber 15.

This bill would elinmnate the requirenent that each school district
subnit a tentative budget and, instead, would require each schoo
district to subnmit an adopted budget no later than July 1. The bil
woul d revi se the deadlines for the approval or disapproval of the budget
by the county superintendent of schools. The bill would require, except
as specified, that, on or before Septenber 1 each year, the schoo
di strict governing board nake certain revisions to the budget, adopt the
revi sed budget, and file the revised budget for review by the county

superi ntendent of schools. The bill would thereby inpose a

st at e-mandat ed | ocal program The bill also would require that the
budget review conmittee conplete its review of the school district
budget no later than Cctober 31, except as specified. The bill would

t hereby i npose a state-mandated | ocal program



(3) Existing law authorizes the Superintendent of Public
Instruction, in the event that a school district budget is disapproved
by the budget review comrittee, to either approve the budget or prepare
an alternative budget to be agreed to jointly by the county office of
education and the budget review committee.

This bill would repeal that authority and woul d authorize the schoo
di strict governing board to respond to reconmendati ons of the budget
review committee made pursuant to its di sapproval of the budget. The
bill also would require, if a school district budget is disapproved by
the Superintendent of Public Instruction, that the county superintendent
of schools exercise certain governance over the school district for the
current fiscal year, thus inposing a state-nmandated | ocal program wth
the authority to nonitor and review the operation of the district, to
devel op and adopt a fiscal plan and budget for the district, and to stay
and rescind actions that are inconsistent with that budget, as
speci fied. The bill would inpose a state-mandated | ocal program by
requiring the district to pay for the resulting adninistrative costs.
That governance woul d be subject to a specified appeal procedure. In
addition, the bill would revise the procedure for the selection and
conveni ng of a budget review conmittee, including the alternative that a
regional review conmttee be appointed for this purpose by the county
superi nt endent of school s.

The bill also would inpose a state-mandated | ocal program by
directing the county superintendent of schools to nonitor the operation
of each school district pursuant to an adopted budget and, if he or she

determ nes that a school district will be unable to neet its financial
obligations, to recormend appropriate renmedial action and, if necessary,
to notify the Superintendent of Public Instruction. The bill would

authorize the county superintendent of schools, subsequent to that
notification, to request additional information regarding the district's
budget or operations, to revise the school district budget, as
specified, and to stay or rescind any action that is inconsistent with
those revisions. The bill would inpose a state-mandated | ocal program by
requiring the district to pay for the resulting adninistrative costs.

The bill woul d appropriate $500,000 for the 1991-92 fiscal year for
apportionnent to county superintendents of schools for the above
pur poses.

(4) Under existing law, the governing board of each school district
is required in each fiscal year, within 45 days after the cl ose of each
of 2 designated reporting periods, to certify to the Controller and the
Superintendent of Public Instruction whether it is able to neet its
financial obligations for the remainder of the fiscal year. Existing |aw
al so requires each county superintendent of schools, within 75 days of
the cl ose of each reporting period, to conment to those entities as to
any district certification that is classified as qualified or negative,
as specified.

The bill would inpose a state-mandated | ocal program by requiring
t he superintendent of each school district annually to submit 2 periodic
reports to the school district governing board regarding the financi al



and budgetary status of the district, as specified, to serve as the
basis for the certification described above.

This bill would revise that certification, and would require that
each school district governing board that files a certification that is
qual i fied or negative, as specified, provide a financial statenent of
proj ected year-end fundi ng bal ances to the county superintendent of
schools, the Controller, and the Superintendent of Public Instruction no
|ater than June 1. The bill would thereby inpose a state-mandated | oca
program

As to any school district having a negative certification, as
specified, the bill would authorize a county superintendent of schools,
for the remai nder of the current fiscal year, to devel op and adopt a
budget to govern the school district, to stay or rescind any action that
is consistent with that budget, and to exercise other specified powers.
The requirenment that a school district conply with that authority woul d
i npose a state-mandated | ocal program

The bill also would specify that certain authority that is currently
exercised in this regard by the State Departnent of Education be
exerci sed by the Superintendent of Public Instruction.

The bill also would inpose a state-mandated | ocal program by
revising the reporting and comenting responsibilities of the county
superi ntendent of schools, as described above, to occur no later than 60
days after the close of each reporting period.

(5) The bill would prohibit a school district having a qualified or
negative certification, as described above, in any fiscal year from
i ssuing, in that year or the next fiscal year, certain debt instrunents,
or submitting certain information reports regarding the debt
i nstrunments, unless the county superintendent of schools deternines that
the repaynment of the indebtedness is probable. The bill simlarly would
prohibit a county office of education having a qualified or negative
certification in any fiscal year fromissuing, in that year or the next
fiscal year, debt instruments, or subnitting certain informtion reports
regardi ng the debt instrunments, unless the Superintendent of Public
Instruction determines that the repaynent of the indebtedness is
probabl e. The bill would require the Superintendent of Public
Instruction, no later than March 31, 1992, to develop and adopt criteria
and standards to govern that determ nation

(6) Under existing law, as set forth in the California Constitution
state and | ocal governnments, including school districts, are prohibited,
as specified, fromexpending during any fiscal year an anount that
exceeds the appropriations linmt for that governmental entity for that
fiscal year.

This bill would require each school district and county office of
education annually to adopt a resolution to identify its estinated
appropriations limt for the current fiscal year and its actua
appropriations linmt for the preceding fiscal year, as specified.

(7) Existing law pernits the governi ng board of any school district
to request an energency |oan through the Superintendent of Public

Instruction, subject to specified conditions including the appoi ntnent



of a trustee to supervise the district. That trustee serves at the
pl easure of, and reports directly to, the Superintendent of Public
Instruction, until the loan is repaid.

This bill would require the Superintendent of Public Instruction to
exerci se, through an admi ni strator appointed by the superintendent, the
powers and responsibilities of the governing board of any schoo
district that accepts an energency loan in an anount equal to 200% of
the amount of the fiscal reserve recommended for the district under
desi gnated state standards. The bill would grant that authority for not
| ess than one conplete fiscal year, pursuant to specified conditions.

The bill would require the preparati on of a managenent review and
recovery plan and a financial recovery plan for the district, and would
require the repaynment of any state loans to the district over a 10-year
peri od.

In addition, as of the date of that acceptance, the bill would
authorize the adnministrator to termnate the enploynent of any district
superi ntendent of schools, or deputy, associate, or assistant
superi ntendent of schools for the district, pursuant to specified
criteria and appropriate notice and heari ng procedures.

The bill would nmake rel ated changes to existing | aw

(8) The bill would require a governing board havi ng desi gnat ed
menbership to establish a unit of persons having extensive experience in
school district finance and operations to provide assistance as
requested to participating county offices of education, which could be
required to pay an annual fee, and to school districts, which would be
charged for certain of the costs incurred by the unit pursuant to
established rates. The bill would direct the Superintendent of Public
Instruction and the Secretary of Child Devel opnent and Education to
select a county office of education to direct that unit.

The bill woul d appropriate $500,000 for the 1991-92 fiscal year for
apportionnent to county offices of education to nmeet the costs of that
partici pation.

The bill also would require the Superintendent of Public Instruction
to publish annually a nmultiyear projection of the revenues that will be
avai l abl e to school districts and county offices of education fromstate
and | ocal sources, as specified, to be nade available to those entities
for the preparation of annual budgets and financial certifications.

(9) Under existing law, school districts are authorized to establish
a self-insurance fund for various |osses, paynents, and liabilities, as
speci fied, and for enployee health and welfare benefits. Existing |aw
requires a school district, prior to funding health and welfare benefits
in that manner, to secure the services of an actuary to evaluate the
future annual costs of those benefits.

This bill would direct that, upon comrencing the funding of health
and wel fare benefits pursuant to that authority, a school district
secure the services of an actuary to evaluate the annual costs of those



benefits every 3 years.

(10) Existing |law sets forth standards and procedures that govern
the coll ective bargai ning process between | ocal educational agencies and
t heir enpl oyees.

This bill would require that, prior to entering into a witten
agreenent pursuant to that process, the local educational agency
di sclose at a public neeting the najor provisions of the agreenent,
i ncluding the costs that would be incurred by the agency under the
agreenent. This requirenent would i npose a state-nandated | ocal program

(11) The bill would make rel ated technical changes to existing | aw

(12) The California Constitution requires the state to rei nburse
| ocal agencies and school districts for certain costs nmandated by the
state. Statutory provisions establish procedures for making that
rei mbursenment, including the creation of a State Mandates Clainms Fund to
pay the costs of mandates which do not exceed $1, 000, 000 statew de and
ot her procedures for clains whose statew de costs exceed $1, 000, 000.

This bill would provide that, if the Conm ssion on State Mandates
determines that this bill contains costs nandated by the state,
rei mbursenment for those costs shall be nmade pursuant to those statutory
procedures and, if the statew de cost does not exceed $1, 000,000, shal
be made fromthe State Mandates C ai ns Fund.

Appropriation: yes.
The people of the State of California do enact as foll ows:
SECTION 1. Section 1240 of the Educati on Code is anended to read:
1240. The superintendent of schools of each county shall:
(a) Superintend the schools of his or her county.

(b) Visit and exam ne each school in his or her county at reasonable
intervals to observe its operation and to learn of its problens. He or
she may annually present a report of the state of the schools in his or
her county, and of his or her office, including, but not limted to, his
or her observations while visiting the schools, to the board of
education and the board of supervisors of his or her county.

(c) Distribute all laws, reports, circulars, instructions, and
bl anks that he or she may receive for the use of the school officers.

(d) Keep in his or her office the reports of the Superintendent of
Public Instruction.

(e) Keep a record of his or her official acts, and of all the
proceedi ngs of the county board of education, including a record of the
standi ng, in each study, of all applicants for certificates who have
been examni ned, which shall be open to the inspection of any applicant or
his or her authorized agent.



(f) Enforce the course of study.

(g) Enforce the use of state textbooks and of high school textbooks
regul arly adopted by the proper authority.

(h) Preserve carefully all reports of school officers and teachers.

(i) Deliver to his or her successor, at the close of his or her
official term all records, books, docunents, and papers belonging to
the office, taking a receipt for them which shall be filed with the
State Departnment of Education

(j) Submit two reports during the fiscal year to the county board of
education in accordance with the foll ow ng:

(1) The first report shall cover the financial and budgetary status
of the county office of education for the period ending Cctober 31. The
second report shall cover the period ending January 31. Both reports
shall be reviewed by the county board of education and approved by the
county superintendent of schools no later than 45 days after the close
of the period being reported.

(2) As part of each report, the superintendent shall certify in
writing whether or not the county office of education is able to neet
its financial obligations for the remai nder of the fiscal year and,
based on current forecasts, for the subsequent fiscal year. The
certifications shall be classified as positive, qualified, or negative,
pursuant to standards prescribed by the Superintendent of Public
Instruction, for the purposes of determ ning subsequent state agency
actions pursuant to Section 1240.1. For purposes of this subdivision, a
negative certification shall be assigned to any county office of
education that likely will be unable to nmeet its financial obligations
for the remainder of the fiscal year or for which existing expenditures
practices jeopardize the ability of the county office of education to
meet its nmultiyear financial comitnments. In accordance with those
st andards, the Superintendent of Public Instruction may reclassify any
certification. As to any county office of education having a negative
certification, the Superintendent of Public Instruction or his or her
desi gnee nmay exercise the authority set forth in subdivision (b) of
Section 1630. Copies of each certification, and of the report containing
that certification, shall be sent to the Superintendent of Public
Instruction at the time the certification is submtted to the county
board of education. Copies of each qualified or negative certification
and of the report containing that certification, shall be sent to the
Controller at the time the certification is submtted to the county
board of education

(3) Al reports and certifications required under this subdivision
shall be in a format or on forms prescribed by the Superintendent of
Public Instruction, and shall be based on standards and criteria for
fiscal stability adopted by the State Board of Education pursuant to
Section 33127. The reports, and supporting data, shall be rmade avail able
by the county superintendent of schools to any interested party upon
request.



(4) This subdivision does not preclude the subnission of additiona
budgetary or financial reports by the superintendent to the county board
of education or to the Superintendent of Public Instruction

(k) When so requested, act as agent for the purchase of supplies for
the city and high school districts of his or her county.

(1) For purposes of Section 44421.5, report to the Comni ssion on
Teacher Credentialing the identity of any certificated person who
knowi ngly and willingly reports false fiscal expenditure data relative
to the conduct of any educational program This requirement applies only
if, in the course of his or her normal duties, the county superintendent
of schools discovers information that gives himor her reasonabl e cause
to believe that false fiscal expenditure data relative to the conduct of
any educational program has been reported.

SEC. 2. Article 2 (commencing with Section 1620) of Chapter 5 of
Part 2 of the Education Code is repeal ed.

SEC. 3. Article 2 (commencing with Section 1620) is added to
Chapter 5 of Part 2 of the Education Code, to read:

Article 2. County Ofice of Education Budget Approval

1620. On or before July 1 each fiscal year, the county board of
education shall hold a public hearing on the proposed county schoo
service fund budget for that fiscal year (the "budget year"). The public
heari ng shall be held prior to the adopti on of the budget by the county
board of education, and shall occur not |ess than three days foll ow ng
the availability of the proposed budget for public inspection. At the
heari ng, any taxpayer directly affected by the county school service
fund budget may appear before the county board of educati on and speak on
t he proposed budget or any itemtherein.

1621. (a) The single-fund budget shall be prepared in the form
prescribed and furni shed by the Superintendent of Public Instruction and
shall be the county school service fund budget. The budget shall show a
conplete plan and itenized statenment of all proposed expenditures in
each fund of the county office of education, of estimated cash bal ances,
and of all estimated revenues for the budget year, and shall include an
estimate of those figures, unaudited, for the fiscal year inmediately
precedi ng the budget year

(b) The budget may contain an amount to be known as the genera
reserve, in such sumas the county board of education may deem
sufficient to nmeet the cash requirenments of the fiscal year next
succeedi ng the budget year until adequate proceeds of the taxes |evied
or of the apportionnent of state funds are avail abl e.

(c) The budget may contain a fund bal ance designated for any
speci fic purpose as deternmined by the county board of education. Those
funds shall be available for appropriation by a majority vote of the
menbers of the county board of education

1622. (a) On or before July 1 each fiscal year, the county board of
education shall adopt an annual budget for the budget year and shal



file that budget with the Superintendent of Public Instruction, the
county board of supervisors, and the county auditor. The budget, and
supporting data, shall be maintained and nmade avail able for public
review. The budget shall indicate the date, time, and | ocation at which
the county board of education held the public hearing required under
Section 1620.

(b) The Superintendent of Public Instruction shall exanine the
budget to determ ne whether it conplies with the standards and criteria
adopted by the State Board of Education pursuant to Section 33127 for
application to final |ocal educational agency budgets, and shal
identify any technical corrections to the budget that nust be nmade. On
or before August 1, the Superintendent of Public Instruction shal
approve or di sapprove the budget and, in the event of a disapproval,
transnmt to the county office of education in witing his or her
reconmendati ons regardi ng revision of the budget and the reasons for
t hose recommendati ons.

(c) On or before Septenmber 1, the county board of education shal
revise the county office of education budget to reflect changes in
projected i ncone or expenditures subsequent to July 1, and to include
any response to the recommendati ons of the Superintendent of Public
Instruction, shall adopt the revised budget, and shall file the revised
budget with the Superintendent of Public Instruction, the county board
of supervisors, and the county auditor. Prior to revising the budget,
the county board of education shall hold a public hearing regarding the
proposed revisions, which shall be made avail able for public inspection
not | ess than three working days prior to the hearing. The revised
budget, and supporting data, shall be nmaintai ned and made avail abl e for
public review

(d) The Superintendent of Public Instruction shall exanine the
revi sed budget to determ ne whether it conplies with the standards and
criteria adopted by the State Board of Education pursuant to Section
33127 for application to final |ocal educational agency budgets and, no
| ater than Septenber 15, shall approve or disapprove the revised budget.
If the Superintendent of Public Instruction disapproves the budget, he
or she shall call for the formation of a budget review conmittee
pursuant to Section 1623.

(e) Notwithstandi ng any other provision of this section, the budget
review for a county office of education shall be governed by paragraphs
(1), (2), and (3) of this subdivision, rather than by subdivisions (c)
and (d), if the county board of education so elects, and notifies the
Superintendent of Public Instruction in witing of that decision, no
| ater than Cctober 31 of the immedi ately precedi ng cal endar year

(1) I'n the event of the disapproval of the budget of a county office
of education pursuant to subdivision (b), on or before Septenber 1, the
county superintendent of schools and the county board of education shal
review the recomendati ons of the Superintendent of Public Instruction
at a regularly schedul ed neeting of the county board of education and
respond to those recomendati ons. That response shall include the
proposed actions to be taken, if any, as a result of those
recommendat i ons.



(2) No later than five working days after receiving the response
requi red under paragraph (1), the Superintendent of Public Instruction
shall review that response and either approve or di sapprove the budget
of the county office of education. If the Superintendent of Public
I nstruction di sapproves the budget, he or she shall call for the
formati on of a budget review conmittee pursuant to Section 1623.

(3) Not later than 45 days after the Governor signs the annua
Budget Act, the county office of education shall make avail able for
public review any revisions in revenues and expenditures that it has
made to its budget to reflect the funding made avail abl e by that Budget
Act .

1623. (a) The budget review comittee shall be conposed of three
persons and shall be selected by the county superintendent of schools
and the county board of education solely froma list of no fewer than
five candi dates provided by the Superintendent of Public Instruction.
The candi dates shall be persons who have expertise in the managenent of
a school district or county office of education, including, but not be
limted to, the fiscal and educational aspects of that managenent.

(b) No later than five working days after the receipt of the
candi date list described in subdivision (a), the county superintendent
of schools and the county board of education shall select the budget
review committee. If the county superintendent of schools and the county
board of education fail to select a conmttee within the period of tine
permitted by this subdivision, the Superintendent of Public Instruction
i nstead shall select and convene the budget review comittee no |ater
than 10 working days after the receipt by the county superintendent of
school s and the county board of education of the candidate Iist.

(c) No later than October 31, the budget review committee shal
review the proposed budget of the county office of education and the
underlying fiscal policies of that county office of education, and shal
transnmit to the Superintendent of Public Instruction, the county
superi ntendent of schools, and the county board of education either of
the foll ow ng:

(1) The recommendation that the budget be approved.

(2) A report disapproving the budget and setting forth
recommendations for revisions to the budget that woul d enable the county
of fice of education to neet its financial obligations both in the budget
year and with regard to nultiyear financial conmtnents.

(d) Upon the request of the budget review committee, the
Superintendent of Public Instruction nay extend the deadline set forth
in subdivision (c) for a period of not nore than 15 worki ng days.

(e) The Superintendent of Public Instruction shall develop criteria
and procedures governing the perfornmance by budget review comittees of
their duties under this section

(f) The menbers of the budget review comittee shall be reinbursed
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for their services and associ ated expenses while on official business,
at rates established by the State Board of Education

1624. (a) If the budget review conmttee established pursuant to
Section 1623 di sapproves the budget of the county office of education
within five working days following the receipt of the conmittee's
report, the county superintendent of schools and the county board of
education may subnit a response to the Superintendent of Public
I nstruction, including any revisions to the adopted budget and any ot her
proposed action to be taken as a result of the recommendati ons of the
budget review conmttee.

(b) Based upon the recomendati ons of the budget review conmittee
provi ded pursuant to subdivision (c) of Section 1623, and any response
provi ded pursuant to subdivision (a), the Superintendent of Public
Instruction shall either approve or disapprove the budget of the county
of fice of education. If the Superintendent of Public Instruction
di sapproves the budget, the superintendent or his or her designee may do
any of the follow ng for the remai nder of the current fiscal year

(1) On or before Novenber 30, devel op and adopt, in consultation
with the county superintendent of schools and the county board of
education, a fiscal plan and budget for the county office of education
that will allow the county office of education to neet its financial
obligations both in the budget year and with regard to the nultiyear
financial comrtnments. The county board of education and the county
superi ntendent of schools shall govern the operation of the county
of fice of education for the budget year in accordance with that fisca
pl an and budget. The deadline set forth in this paragraph shall be
nodi fied to reflect any extension granted under subdivision (d) of
Section 1623.

(2) Cancel purchase orders, prohibit the issuance of nonsal ary
warrants, and otherw se stay or rescind any action that is inconsistent
with the fiscal plan and budget adopted pursuant to paragraph (1). The
Superintendent of Public Instruction shall informthe county board of
education and the county superintendent of schools in witing of his or
her justification for any exercise of authority under this paragraph

(3) Monitor and review the operation of the county office of
educat i on.

(c) The county office of education shall pay reasonable fees charged
by the Superintendent of Public Instruction for actual admnistrative
expenses incurred pursuant to subdivision (b).

(d) This section shall not be construed to authorize the
Superintendent of Public Instruction to abrogate any provision of a
col l ective bargai ning agreenent that was entered into by a county office
of education prior to the date upon which the Superintendent of Public
I nstruction di sapproved the budget of the county office of education
pursuant to subdivision (b).

(e) As he or she deens necessary for the purposes set forth in
subdi vision (b), the Superintendent of Public Instruction my seek from
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the county office of education, or otherw se obtain, additiona

i nformati on regarding the budget or operations of the county office of
education, through a financial or managenent review of the county office
of education, a cash-flow projection, or other appropriate neans.

1625. The county superintendent of schools for any county office of
education that reports a negative unrestricted fund bal ance or a
negati ve cash bal ance in the annual report required by Section 1622 or
in the audited annual financial statenments required by Section 41020
shall include, with the budget submitted in accordance with Section 1622
and the certifications required by subdivision (e) of Section 1241, a
statenment identifying the reasons for the negative unrestricted fund

bal ance or negative cash bal ance and the steps that will be taken to
ensure that the negative balance will not occur at the end of the budget
year.

1626. Until the time the county office of education receives
approval of its budget under this article, the county office of
education shall continue to operate on the basis of the |last budget
adopted or revised for the county office of education for the fisca
year inmedi ately precedi ng the budget year

1627. The county school service fund shall be audited annually by a
public accountant or a certified public accountant selected by the
county superintendent of schools. The cost of the audit shall be a | ega
charge agai nst the county school service fund.

1628. On or before Septenber 15 each year, the county
superi ntendent of schools shall prepare and file with the Superi ntendent
of Public Instruction a statenent of all receipts and expenditures of
the county office of education for the preceding fiscal year. The
statenment shall be in a format or on forms prescribed by the
Superintendent of Public Instruction.

1629. On or before Septenber 15 each year, the county board of
education shall adopt a resolution to identify, pursuant to Division 9
(comrencing with Section 7900) of Title 1 of the Governnment Code, the
estimated appropriations limt for the county office of education for
the current fiscal year and the actual appropriations limt for the
county office of education for the preceding fiscal year. That
resolution shall be adopted at a regular or special neeting of the
board. The documentation used in the identification of the
appropriations linmts shall be nade available to the public not |ess
than 15 days prior to the date of that neeting.

1630. (a) The Superintendent of Public Instruction shall nonitor
the operation of each county office of education pursuant to the budget
adopted for that agency. If the Superintendent of Public Instruction
deternmines that a county office of education will be unable to neet its
financial obligations for the current or subsequent fiscal year, he or
she shall notify the county board of education and the county
superi ntendent of schools in witing of that determ nation, and of the
basis for the determnation. In addition, subsequent to that
determ nation, the Superintendent of Public Instruction may do either or
both of the follow ng:
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(1) Assign a fiscal advisor to assist the county office of
educat i on.

(2) Conduct a study of the finances of the county office of
education and reconmend to the county board of education and the county
superintendent of schools actions to enable the county office of
education to neet those obligations.

(b) 1f, subsequent to the receipt of recomrendati ons provided
pursuant to paragraph (2) of subdivision (a), the county board of
education and the county superintendent of schools fail to take
appropriate action to enable the county office of education to neet its
financial obligations, the Superintendent of Public Instruction or his
or her designee, in consultation with the county board of education and
the county superintendent of schools, may do one or nore of the
followi ng for the remainder of the current fiscal year

(1) Devel op and inpose, in consultation with the county board of
education and the county superintendent of schools, revisions to the
county office of education budget that will enable the county office of
education to neet its financial obligations.

(2) Stay or rescind any action that is inconsistent with any
revi sion adopted pursuant to paragraph (1). The Superintendent of Public
Instruction shall informthe county board of education and the county
superintendent of schools in witing of his or her justification for any
exercise of authority under this paragraph

(c) The county office of education shall pay reasonable fees charged
by the Superintendent of Public Instruction for actual admnistrative
expenses incurred pursuant to subdivision (b).

(d) This section does not authorize the Superintendent of Public
Instruction to abrogate any provision of a collective bargaining
agreement that was entered into by a county office of education prior to
t he date upon whi ch the Superintendent of Public Instruction assumed
authority pursuant to subdivision (b).

SEC. 4. Section 35014 of the Education Code is anmnended and
renunbered to read:

42131. (a) (1) Pursuant to the reports required by Section 42130,
t he governi ng board of each school district shall certify, in witing,
Wi thin 45 days after the close of the period being reported, whether or
not the school district is able to neet its financial obligations for
the remai nder of the fiscal year and, based on current forecasts, for
t he subsequent fiscal year. These certifications shall be based upon the
board's assessnment, on the basis of standards and criteria for fisca
stability adopted by the State Board of Education pursuant to Section
33127, of the district budget, as revised to reflect current information
regardi ng the adopted state budget, district property tax revenues
pursuant to Sections 95 to 100, inclusive, of the Revenue and Taxation
Code, and endi ng bal ances for the preceding fiscal year as reported
pursuant to Section 42100. The certifications shall be classified as
positive, qualified, or negative, as prescribed by the Superintendent of
Public Instruction for the purposes of determ ning subsequent actions by
the Superintendent of Public Instruction, the Controller, or the county
superi nt endent of schools, pursuant to subdivisions (b) and (c). These
certifications shall be based upon the financial and budgetary reports
required by Section 42130 but may include additional financial
i nformati on known by the governing board to exist at the tinme of each
certification. For purposes of this subdivision, a negative
certification shall be assigned to any school district that likely wll
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be unable to neet its financial obligations for the remai nder of the
fiscal year or for which existing expenditures practices jeopardi ze the
ability of the district to neet its nmultiyear financial commitnents.

(2) A copy of each certification and a copy of the report submtted
to the governing board pursuant to Section 42130 shall be filed with the
county superintendent of schools. If a county office of education
receives a positive certification when it determ nes a negative or
qualified certification should have been filed, the county
superi ntendent of schools shall change the certification to negative or
qgual i fied, as appropriate, and, no l|ater than 60 days after the cl ose of
the period being reported, shall provide notice of that action to the
governi ng board of the school district and to the Superintendent of
Public Instruction. No later than five days after a school district
receives notice of a change by the county superintendent of schools in
the district's certification to negative or qualified, the governing
board of the district may submit an appeal to the Superintendent of
Public Instruction regarding the validity of that change, in accordance
with the criteria applied to those designations pursuant to this
subdi vision. No later than 30 days after receiving that appeal, the
Superintendent of Public Instruction shall determine the certification
to be assigned to the district, and shall notify the school district
governi ng board and the county superintendent of schools of that
det erm nati on.

Copi es of any certification in which the governing board is unable
to certify unqualifiedly that these financial obligations will be net
and a copy of the report subnmitted to the governing board pursuant to
Section 42130 shall be sent to the Controller and the Superintendent of
Public Instruction at the tinme of the certification, together with a
conpleted transnittal form provided by the Superintendent of Public
Instruction. Wthin 60 days after the close of the reporting period on
all school district certifications that are classified as qualified or
negative pursuant to this section, the appropriate county superintendent
of schools shall subnmit to the Superintendent of Public Instruction and
the Controller his or her coments on those certifications and report
any action proposed or taken pursuant to subdivision (b).

(3) Al reports and certifications required under this subdivision
shall be in a format or on forms prescribed by the Superintendent of
Public Instruction, and shall be based on standards and criteria for
fiscal stability adopted by the State Board of Education pursuant to
Section 33127.

(4) This subdivision shall not preclude the subm ssion of additiona
budgetary or financial reports by the county superintendent of schools
to the district governing board, or to the Superintendent of Public
I nstruction.

(b) As to any school district having a negative or qualified
certification, the county superintendent of schools may do one or nore
of the follow ng:

(1) Exercise the authority granted in Section 42637, in accordance
with the provisions of that section.
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(2) Direct the district to subnit to the county superintendent of
school s a proposal for addressing the fiscal conditions that resulted in
the negative or qualified certification

(3) As to any school district having a negative certification
exercise the authority granted in subdivision (c) of Section 42127.6, in
accordance with the provisions of that section.

(c) Whenever a district governing board transmits to the Controller
and the Superintendent of Public Instruction a qualified or negative
certification as required by subdivision (a), the Superintendent of
Public Instruction, in cooperation with the Controller's office, shal
review the certification and the attached report together with the
comments of the county superintendent of schools and any other pertinent
informati on available to them and shall review the actions proposed or
taken by the county superintendent of schools pursuant to subdivision
(b). After consulting with the county superintendent of schools, the
Superintendent of Public Instruction, in cooperation with the
Controller's office, may take the followi ng actions, or other actions as
appropri ate:

(1) Wth respect to qualified certifications, direct the county
superi ntendent of schools to exercise his or her authority as prescribed
in Section 42637.

(2) Wth respect to negative certifications, conduct an onsite
review, direct the county superintendent of schools to exercise the
authority granted in Section 42637 or in subdivision (c) of Section
42127.6, or direct the district to prepare alternative plans for
resolving the identified fiscal problens.

(d) Wthin 60 days after the close of each reporting period, each
county superintendent of schools shall report to the Controller and the
Superintendent of Public Instruction as to whether the governing board
of each of the school districts under his or her jurisdiction has
subnmitted the certification required by subdivision (a). That report
shall account for all districts under the jurisdiction of the county
of fice of education and indicate the type of certification filed by each
district.

(e) The Controller's office may conduct an audit or review of the
fiscal condition of any district having a negative or qualified
certification.

(f) The governing board of each school district that files a
qual i fied or negative certification for the second report required for
any fiscal year under Section 42130, or for which the second report is
classified as qualified or negative by the county superintendent of
school s, shall provide to the county superintendent of schools, the
Controller, and the Superintendent of Public Instruction no later than
June 1, a financial statement that projects the fund and cash bal ances
of the district as of June 30. The governing boards of all other schoo
districts are encouraged to develop a similar financial statenent for
use in devel opi ng the begi nning fund bal ances of the district for the
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ensui ng fiscal year.

(g) Any school district for which the county board of education
serves as the governing board is not subject to subdivisions (a) to (f),
i nclusive, but is governed instead by the interimreport, nonitoring,
and review procedures set forth in subdivision (j) of Section 1240 and
in Article 2 (commencing with Section 1620) of Chapter 5 of Part 2.

SEC. 5. Section 35015 of the Education Code is repeal ed.
SEC. 6. Section 35035 of the Education Code is amended to read:

35035. The superintendent of each school district shall, in
addition to any other powers and duties granted to or inposed upon him
or her:

(a) Be the chief executive officer of the governing board of the
district.

(b) Except in a district where the governing board has appointed or
desi gnated an enpl oyee other than the superintendent, or a deputy, or
assi stant superintendent, to prepare and subnit a budget, prepare and
subnit to the governing board of the district, at the time it my
direct, the budget of the district for the next ensuing school year, and
revise and take other action in connection with the budget as the board
may desire.

(c) Subject to the approval of the governing board, assign al
enpl oyees of the district enployed in positions requiring certification
qualifications, to the positions in which they are to serve. This power
to assign includes the power to transfer a teacher from one school to
anot her school at which the teacher is certificated to serve within the
di strict when the superintendent concludes that the transfer is in the
best interest of the district.

(d) Upon adoption, by the district board, of a district policy
concerning transfers of teachers fromone school to another schoo
within the district, have authority to transfer teachers consistent with
that policy.

(e) Determne that each enployee of the district in a position
requiring certification qualifications has a valid certificated docunent
regi stered as required by | aw authorizing himor her to serve in the
position to which he or she is assigned.

(f) Enter into contracts for and on behalf of the district pursuant
to Section 39656.

(g) Submit financial and budgetary reports to the governing board as
required by Section 42130.

SEC. 7. Section 39602 of the Education Code is amended to read:

39602. (a) The governing board of any school district, by
resolution, may establish a fund or funds for | osses, and paynents,
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i ncluding, but not limted to, health and welfare benefits for its

enpl oyees as defined by Section 53200 of the Governnent Code, schoo
district property, any liability, and workers' conpensation, in the
county treasury for the purpose of covering the deductible anmount under
deducti bl e types of insurance policies, |osses or paynents arising from
sel f-insurance prograns, or |osses or paynents due to noninsured perils.
In the fund or funds shall be placed those suns, to be provided in the
budget of the school district, that will create an anmpunt that, together
with investments nmade fromthe fund or funds, will be sufficient in the
j udgnment of the governing board to protect the school district from
those losses or to provide for payments on the deducti bl e anpunt under
deducti bl e types of insurance policies, |osses or paynents arising from
sel f-insurance prograns, or |osses or paynents due to noninsured perils.
Not hing in this section shall be construed to prohibit the governing
board from providing protection against those | osses or liability for
the paynment of clains partly by neans of the fund or funds and partly by
means of insurance witten by acceptable insurers as provided in Section
39601.

The fund or funds shall be considered as separate and apart from al
ot her funds of the school district, and the bal ance therein shall not be
considered to be part of the working cash of the school district in
conpi | i ng annual budgets.

Warrants may be drawn on or transfers nade fromthe fund or funds so
created only to reinburse or indemify the school district for |osses as
herein specified, and for the paynment of clainms, admnistrative costs,
and related services, and to provide for deductible insurance anounts
and purchase of excess insurance. The warrants or transfers shall be
wi thin the purpose of the fund or funds as established by resol ution of
t he governi ng board.

The cash placed in the fund or funds may be invested and reinvested
by the county treasurer, with the advice and consent of the governing
board of the school district, in securities that are legal investnents
for surplus county funds in this state. The incone derived fromthe
i nvestnments, together with interest earned on uninvested funds, shall be
consi dered revenue of, and be deposited in, the fund. The cost of
contracts or services authorized by this section are appropriate charges
agai nst the respective fund.

The governing board may contract for investigative, admnistrative,
and cl ai ns adj ustnent services relating to clains. The contract may
provi de that the contracting firmmay reject, settle, conpronise, and
approve cl ainms against the district, or its officers or enployees,
within the linmts and for anmounts that the governing board may specify,
and may provide that the contracting firm may execute and i ssue checks
i n paynent of those clains, which checks shall be payable only froma
trust account that may be established by the governing board. Funds in
the trust account established by the board pursuant to this section
shall not exceed a sumthat is sufficient, as deternined by the
governing board to provide for the settlenent of clains for a 30-day
period. The rejection or settlenment and approval of a claimby the
contracting firmin accordance with the terns of the contract shall have
the same effect as would the rejection or settlenent and approval of

17



such a claimby the governi ng board.

The contract may al so provide that the contracting firmmy enpl oy
| egal counsel, subject to terms and linitations that the board may
prescribe, to advise the contracting firmconcerning the legality and
advisability of rejecting, settling, conpronising, and paying clains
referred to the contracting firmby the board for investigation and
adj ustnment, or to represent the board in litigation concerning the
clai ms. The conpensati on and expenses of the attorney for services
rendered to the board shall be an appropriate charge agai nst the
appropriate fund.

The contract provided for in this section may contain other terns
and conditions that the governing board may consi der necessary or
desirable to effectuate the board's self-insured prograns.

In lieu of, or in addition to, contracting for the services
described in this section, the governing board nay authorize an enpl oyee
or enployees to performany or all of the services and functions for
whi ch the board may contract under the provisions of this section

(b) As used in this section

(1) "Firnm includes a person, corporation, or other legal entity,
i ncluding a county superintendent of schools.

(2) "CGoverning boards" includes governing boards of school districts
and county superintendents of school s.

(3) "School district" includes a county superintendent of schools
who may participate in or adm nister insurance or self-insurance
progranms for the county office of education or for one or nore schoo
districts.

(c) A county superintendent of schools may participate in or
admi ni ster insurance for one or nore school districts pursuant to this
section or for one or nmore conmunity college districts pursuant to
Section 81602, for any conbination of school districts and conmunity
college districts pursuant to this section and Section 81602.

(d) Prior to funding health and welfare benefits pursuant to this
section, the school district shall secure the services of an actuary
enrol |l ed under subtitle Cof Title Ill of the federal Enployee
Retirenment |Inconme Security Act of 1974, to provide actuarial evaluations
of the future annual costs of those benefits. The future annual costs as
determ ned by the actuary shall be nade public at a public neeting at
| east two weeks prior to the comencenent of funding health and welfare
benefits pursuant to this section

(e) Upon comrencing the funding of health and welfare benefits
pursuant to this section, the school district shall secure the services
of an actuary enrolled as described in subdivision (d) to conplete,
every three years, an actuarial evaluation of the annual costs of those
benefits. A copy of the results of that evaluation shall be submitted by
the district to the county superintendent of schools.
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SEC. 8. Section 39603 of the Education Code is amended to read:

39603. Nothing in this code shall be construed to prohibit two or
nore school districts from exercising, through a joint powers agreenent
made pursuant to Article 1 (commencing with Section 6500) of Chapter 5
of Division 7 of Title 1 of the CGovernnent Code, the powers prescribed
in Section 39602 in accordance with the terns and conditions set forth
in that section and in Section 39601

SEC. 9. Section 41320.1 of the Education Code is anended to read:

41320.1. Acceptance by the district of the apporti onments made
pursuant to Section 41320 shall constitute agreenent by the district to
all of the follow ng conditions:

(a) The Superintendent of the Public Instruction shall appoint a
trustee who shall have recogni zed experti se in managenent and fi nance,
and who shall be bonded. The expenses incurred by the trustee and the
costs of the bonding shall be borne by the district. The superintendent
shall establish the ternms and conditions of the enploynment, including
the remuneration of the trustee. The trustee shall serve at the pleasure
of, and report directly to, the superintendent. The trustee shall serve
until the loan called for by this section is repaid, the district has
adequate fiscal systens and controls in place, and the superintendent
has determ ned that the district's future conpliance with the fisca
pl an approved for the district under Section 41320 is probable. Before
the district repays the loan, including interest, the recipient of the
| oan shall select an auditor froma list established by the
superintendent and the Controller to conduct an audit of its fisca
systens. If the fiscal systens are deened to be inadequate, the
superintendent may retain the trustee until the deficiencies are
corrected. The cost of this audit and any additional cost of the trustee
shall be borne by the district.

Not wi t hst andi ng any ot her provision of law, all reports submitted to
the trustee shall be public records.

(b) The trustee appointed by the superintendent shall nonitor and
review the operation of the district. During the period of his or her
service, the trustee may stay or rescind any action of the |oca
di strict governing board that, in the judgnment of the trustee, nay
affect the financial condition of the district. The Superintendent of
Public Instruction may establish tinelines and prescribe formats for
reports and other materials to be used by the trustee to nonitor and
review the operations of the district. The trustee shall approve or
reject all reports and other materials required fromthe district as a
condition of receiving the apportionnment. The superintendent, upon the
reconmendation of the trustee, may reduce any apportionnent to the
district in an amobunt up to two hundred dollars ($200) per day for each
| ate or unacceptable report or other material required under Part 24
(comrenci ng with Section 41000) of the Educati on Code, and shall report
to the Legislature any failure of the district to conply with the
requi rements of this section. If the Superintendent of Public
Instruction determines, at any tinme, that the fiscal plan approved for

19



the district under Section 41320 is unsatisfactory, he or she may nodify
the plan as necessary, and the district shall conply with the plan as
nmodi fi ed.

(c) At the request of the Superintendent of Public Instruction, the
Controller shall transfer to the State Departnent of Education, from any
apportionment to which the district would otherw se have been entitled
pursuant to Section 42238, the anpbunt necessary to pay the expenses
incurred by the trustee, the costs of the trustee's bondi ng, and any
associ ated costs incurred by the county superintendent of schools.

(d) For the fiscal year in which the apportionnents are disbursed
and each year thereafter, the Controller, or his or her designee, shal
cause an audit to be conducted of the books and accounts of the
district, inlieu of the audit required by Section 41020. At the
Controller's discretion, the audit may be conducted by the Controller
his or her designee, or an auditor selected by the district and approved
by the Controller. The costs of these audits shall be borne by the
district. These audits shall be required until the Controller
determ nes, in consultation with the Superintendent of Public
Instruction, that the district is financially solvent, but in no event
earlier than one year following the inplenmentation of the plan or later
than the time the apportionnment nmade is repaid, including interest.

(e) For all purposes of errors and om ssions liability insurance,
the trustee appointed pursuant to this section shall be deemed to be an
enpl oyee of the | ocal education agency to which he or she is assigned.

SEC. 10. Article 2.5 (comencing with Section 41325) is added to
Chapter 3 of Part 24 of the Education Code, to read:

Article 2.5. Conditions on Emergency Apportionnents

41325. (a) The Legislature finds and declares that when a schoo
di strict beconmes insolvent and requires an energency apportionment from
the state in the ampunt designated in this article, it is necessary that
t he Superintendent of Public Instruction assune control of the district
in order to ensure the district's return to fiscal solvency.

(b) It is the intent of the Legislature that the Superintendent of
Public Instruction, operating through an appointed adm ni strator, do al
of the follow ng:

(1) Inplement substantial changes in the district's fiscal policies
and practices, including, if necessary, the filing of a petition under
Chapter 9 of the federal Bankruptcy Act for the adjustnent of
i ndebt edness.

(2) Revise the district's educational programto reflect realistic
i ncome projections, in response to the dramatic effect of the changes in
fiscal policies and practices upon educational programquality and the
potential for the success of all pupils.

(3) Encourage all nenbers of the school comunity to accept a fair
share of the burden of the district's fiscal recovery.

(4) Consult, for the purposes described in this subdivision, with
the school district governing board, the exclusive representatives of
the enpl oyees of the district, parents, and the conmunity.
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(5) Consult with and seek recommendati ons fromthe county
superi ntendent of schools for the purposes described in this
subdi vi si on.

41326. (a) Notwi thstanding any other provision of this code, the
acceptance by a school district of an apportionnent made pursuant to
Section 41320 that exceeds an anpbunt equal to 200 percent of the anount
of the reserve recomended for that district under the standards and
criteria adopted pursuant to Section 33127 shall constitute agreenent by
the district to the conditions set forth in this article. Prior to
appl ying for an energency apportionnent in the anmount identified in this
subdi vi sion, a school district governing board shall discuss the need
for that apportionnment at a regular or special neeting of the governing
board and, at that neeting, shall receive testinony regarding the
apportionnent from parents, exclusive representatives of enployees of
the district, and other nenbers of the community. For purposes of this
article, "qualifying school district" means a school district that
accepts a loan as described in this subdivision

(b) The Superintendent of Public Instruction shall assunme all the
l egal rights, duties, and powers of the governing board of a qualifying
school district. The Superintendent of Public Instruction may appoint an
admi nistrator to act on his or her behalf in exercising the authority
described in this subdivision. The state-appointed adninistrator shal
serve under the direction and supervision of the Superintendent of
+aPublic Instruction until term nated by the Superintendent of Public
Instruction at his or her discretion. The state-appointed adninistrator
shall have recogni zed experti se in managenent and fi nance, and shall be
bonded.

(c) For the period of time during which the Superintendent of Public
I nstruction exercises the authority described in subdivision (b), the
governi ng board of the qualifying school district shall serve as an
advi sory body reporting to the state-appointed adninistrator, in which
capacity no nmenber of the governing board shall be paid or entitled to
any stipend, benefits, or other conpensation

(d) Notwithstandi ng Section 35031 or any other provision of Iaw, the
enpl oyment of any district superintendent of schools, or deputy,
associ ate, or assistant superintendent of schools, or other person
enpl oyed in an equival ent capacity, whose duties include overseeing,
managi ng, or otherwi se directing the fiscal and budgetary operations of
the school district, and who is enployed by a school district under a
contract of enploynment signed or renewed after the effective date of
this article may be ternminated by the state-appointed adm nistrator, in
accordance with appropriate notice and hearing procedures, if the
enpl oyee fails to docunent, to the satisfaction of the state-appointed
admi nistrator, that prior to the date of that acceptance he or she
ei ther advi sed the governing board of the district, or his or her
superior, that actions contenplated or taken by the governing board
could result in the fiscal insolvency of the district, or took other
appropriate action to avert that fiscal insolvency.

(e) The authority of the Superintendent of Public Instruction, and
t he state-appointed adm nistrator, under this section shall continue



until all of the foll owi ng occur

(1) Two conplete fiscal years have el apsed following the district's
acceptance of a |loan as described in subdivision (a), or, at any tine
after one conplete fiscal year has el apsed follow ng that acceptance,
t he state-appointed adm nistrator deternines, and so notifies the
Superintendent of Public Instruction, that future conpliance by the
school district with the recovery plans approved pursuant to paragraph
(2) is probable.

(2) The Superintendent of Public Instruction has approved all of the
recovery plans referred to in subdivision (a) of Section 41327.

(3) The state-appointed adnministrator certifies that all necessary
col | ective bargai ni ng agreenents have been negotiated and ratified, and
that the agreenents are consistent with the ternms of the recovery plans.

(4) The district has conpleted all reports required by the
Superintendent of Public Instruction.

(5) The Superintendent of Public Instruction deternines that future
conpliance by the school district with the recovery plans approved
pursuant to paragraph (2) is probable.

(f) When the conditions stated in subdivision (e) have been net, the
school district governing board shall regain all of its legal rights,
duties, and powers, except for the powers held by the trustee provided
for pursuant to Article 2 (conmencing with Section 41320). The
Superintendent of Public Instruction shall then appoint a trustee under
Section 41320.1 to nonitor and review the operations of the district
until the conditions of subdivision (b) of that section have been net.

(g) Notwithstandi ng subdivision (f), in the event that the district
vi ol ates any provision of the recovery plans approved by the
Superintendent of Public Instruction pursuant to this article, the
superintendent may reassune, either directly or through an adninistrator
appointed in accordance with this section, all of the legal rights,
duties, and powers of the governing board of the district. The
Superintendent of Public Instruction shall return to the school district
governing board all of its legal rights, duties, and powers reassuned
under this subdivision when he or she determnes that future conpliance
with the approved recovery plans is probable, or after a period of one
year, whi chever occurs later

(i) Article 2 (comrencing with Section 41320) shall apply except as
ot herwi se specified in this article.

(j) It is the intent of the Legislature that the |egislative budget
subconmi ttees annually conduct a review of each qualifying schoo
district that includes an evaluation of the financial condition of the
district, the inpact of the recovery plans upon the district's
educational program and the efforts nade by the state-appointed
admi nistrator to obtain input fromthe conmunity and the governing board
of the district.
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41327. (a) In accordance with tinmelines, instructions, and a format
establ i shed by the Superintendent of Public Instruction, the
st at e- appoi nted admi ni strator shall prepare or obtain the foll ow ng
reports and pl ans:

(1) A managenent review and recovery plan

(2) A financial recovery plan. The financial recovery plan shal
include a plan to repay to the state any and all |oans owed by the
district. Pursuant to the financial recovery plan, the repaynment by the
district of any state |loans shall conply with all of the follow ng,
not wi t hst andi ng any provision of Article 2 (commencing with Section
41320):

(A) The loan or | oans shall be repaid over a period of no nore than
10 years following the initial disbursement of nobneys under a | oan as
described in subdivision (a) of Section 41326. The repaynent of the | oan
or |l oans shall conmence not later than the fiscal year follow ng the
year in which the |oan described in that subdivision is nade.

(B) Interest shall accrue on the loan or loans as of the date the
funds are received, at the average annual investnment rate of the pool ed
i nvest ment account.

(3) During the period of service by the state-appointed
admi ni strator, an annual report on the financial condition of the
district, including, but not necessarily linmted to, all of the
foll owi ng i nformation:

(A) Specific actions taken to reduce district expenditures or
i ncrease income to the district, and the amount of the resulting cost
savi ngs and increases in incone.

(B) A copy of the adopted district budget for the current fiscal
year.

(C The amobunt of the district budgetary reserve.
(D) The status of enployee contracts.

(E) Any obstacles to the inplenentation of the recovery plans
descri bed in paragraphs (1) and (2).

(b) Each of the reports or plans required under this section, or
under any other provision of law that requires the district to prepare
reports or plans, shall be subnmitted to the Superintendent of Public
Instruction for approval, after his or her consideration of coments and
reconmendati ons of the county superintendent of schools. The
Superintendent of Public Instruction nay accept and approve, for the
pur poses of this section, any reports or plans that were prepared by or
for the district prior to the district's acceptance of a | oan as
descri bed in subdivision (a) of Section 41326.

(c) Wth the approval of the Superintendent of Public Instruction
t he state-appointed adm nistrator shall have authority to enter into
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agreenents on behalf of the district and, subject to any contractua
obligation of the district, to change any existing district rules,
regul ations, policies, or practices as necessary for the effective
i npl ementation of the recovery plans referred to in subdivision (a).

41328. (a) Al costs associated with inplenmenting the provisions of
this article, including, as to a | oan as described in subdivision (a) of
Section 41326, the provisions of Article 2 (commencing with Section
41320), shall be borne by the district.

(b) The state-appointed adni nistrator shall be deened an enpl oyee of
the qualifying school district for the purposes of all errors and
om ssions policies and workers conpensation benefits.

SEC. 11. Section 42100 of the Education Code is anended to read:

42100. On or before Septenber 15, the governing board of each
school district shall approve, on a form prescribed by the
Superintendent of Public Instruction, an annual statenent of al
recei pts and expenditures of the district for the preceding fiscal year
and shall file the statement with the county superintendent of schools.
On or before Cctober 15, the county superintendent of schools shal
verify the mathematical accuracy of the statenment and shall transmit a
copy to the Superintendent of Public Instruction

SEC. 12. Section 42102 of the Education Code is repeal ed.
SEC. 13. Section 42103 of the Education Code is anended to read:

42103. The governi ng board of each school district shall hold a
public hearing on the proposed budget in a district facility, or sone
ot her place conveniently accessible to the residents of the district.
The public hearing shall be held any day on or before the date specified
for this purpose in subdivision (f) or (h), respectively, of Section
42127, but not | ess than three working days follow ng availability of
the proposed budget for public inspection. At the hearing any resident
in the district may appear and object to the proposed budget or any item
in the budget.

The hearing may be concluded on the proposed budget when there are
no requests for further hearing on file, and shall be concluded no | ater
than the date specified for this purpose in subdivision (f) or (h),
respectively, of Section 42127. The budget shall not be finally adopted
by the governing board of the district until after the public hearing
has been hel d.

The proposed budget shall show expenditures, cash bal ances, and al
revenues as required to be tabulated in Sections 42122 and 42123, and
al so shall include an estimate of those figures, unaudited, for the
preceding fiscal year. In addition, any tax statenent submitted by the
di strict governing board pursuant to subdivision (a) of Section 42127,
any district tax requirement conputed pursuant to subdivision (b) of
Section 42127 for the school year to which the proposed budget is
i ntended to apply, and any recomrendati ons made by the county
superi nt endent pursuant to subdivision (d) of Section 42127 shall be
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made available by the district for public inspection in a facility of
the district or in some other place conveniently accessible to residents
of the district.

Notification of dates and |location or |ocations at which the
proposed budget may be inspected by the public and the date, tinme, and
| ocation of the public hearing on the proposed budget shall be published
by the county superintendent of schools in a newspaper of genera
circulation in the district, or if there is no such newspaper, then in
any newspaper of general circulation in the county, at |east three days
prior to the availability of the proposed budget for public inspection
The publication of the dates and | ocation shall occur no earlier than 45
days prior to the final date for the hearing as specified in subdivision
(f) or (h), respectively, of Section 42127, nor later than 15 days prior
to that date, but not |less than 10 days prior to the date set for
heari ng. The cost of the publication shall be a | egal and proper charge
agai nst the school district for which the publication is nade.

SEC. 14. Section 42120 of the Education Code is repeal ed.
SEC. 15. Section 42127 of the Education Code is anended to read:

42127. (a) On or before July 1 of each year, the governing board of
each school district shall adopt a budget. No later than five days after
that adoption or by July 1, whichever occurs first, the governing board
shall file that budget with the county superintendent of schools. That
budget, and supporting data, shall be nmaintai ned and made avail able for
public review I|f the governing board of the district does not want al
or a portion of the property tax requirement |evied for the purpose of
maki ng paynents for the interest and redenpti on charges on indebt edness
as described in paragraph (1) or (2) of subdivision (b) of Section 1 of
Article XII1 A of the California Constitution, the budget shall include a
statement of the amount or portion for which a Il evy shall not be made.

(b) The county superintendent of schools may accept changes in any
statenment included in the budget, pursuant to subdivision (a), of the
anmount or portion for which a property tax |evy shall not be nade. The
county superintendent or the county auditor shall conpute the actua
anounts to be levied on the property tax rolls of the district for
pur poses that exceed apportionnents to the district pursuant to Sections
95 to 100, inclusive, of the Revenue and Taxati on Code. Each schoo
district shall provide all data needed by the county superintendent or
the county auditor to conpute the anmpunts. On or before August 15, the
county superintendent shall transnit the anmounts so conputed to the
county auditor who shall conpute the tax rates necessary to produce the
anounts. On or before Septenber 1, the county auditor shall subnit the
rate so conputed to the board of supervisors for adoption

(c) The county superintendent of schools shall do all of the
fol | owi ng:

(1) Examine the adopted budget to determ ne whether it conplies with
the standards and criteria adopted by the State Board of Education
pursuant to Section 33127 for application to final |ocal educationa
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agency budgets. The superintendent shall identify, if necessary, any
techni cal corrections that nust be nmade to bring the budget into
conpliance with those standards and criteria.

(2) Determ ne whether the adopted budget will allow the district to
meet its financial obligations during the fiscal year and is consistent
with a financial plan that will enable the district to satisfy its
mul tiyear financial conmtnents.

(d) On or before August 15, the county superintendent of schools
shal | approve or disapprove the adopted budget for each school district.
If, pursuant to the review conducted pursuant to subdivision (c), the
superi ntendent determ nes that the adopted budget for a school district
does not satisfy paragraph (1) or (2) of that subdivision, he or she
shal | di sapprove the budget and, no later than August 15, transnit to
t he governing board of the school district, in witing, his or her
reconmendat i ons regardi ng revision of the budget and the reasons for
those recomendati ons. The county superintendent of schools may assign a
fiscal advisor to assist the district to devel op a budget in conpliance
with those revisions. In addition, the county superintendent of schools
may appoint a conmittee to exanm ne and coment on the superintendent's
review and recomendati ons, subject to the requirenent that the
committee report its findings to the superintendent no | ater than August
20.

(e) No later than August 20, the county superintendent of schools
shall subnmit a report to the Superintendent of Public Instruction
identifying all school districts for which budgets have been
di sapproved, including a copy of the witten response transnitted to
each of those districts pursuant to subdivision (d).

(f) On or before Septenber 1, the governing board of the schoo
district shall revise the adopted budget to reflect changes in projected
i ncome or expenditures subsequent to July 1, and to include any response
to the recomendati ons of the county superintendent of schools, shal
adopt the revised budget, and shall file the revised budget with the
county superintendent of schools. Prior to revising the budget, the
governi ng board shall hold a public hearing regarding the proposed
revisions, to be conducted in accordance with Section 42103. The revised
budget, and supporting data, shall be nmaintai ned and made avail able for
public review

(g) The county superintendent of schools shall exani ne the revised
budget to determ ne whether it conplies with the standards and criteria
adopted by the State Board of Education pursuant to Section 33127 for
application to final |ocal educational agency budgets and, no later than
Sept enber 15, shall approve or di sapprove the revised budget. |If the
county superintendent of schools di sapproves the budget, he or she shal
call for the formation of a budget review committee pursuant to Section
42127. 1.

(h) Notwithstandi ng any other provision of this section, the budget
review for a school district shall be governed by paragraphs (1), (2),
and (3) of this subdivision, rather than by subdivisions (f) and (g), if
t he governing board of the school district so elects, and notifies the
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Superintendent of Public Instruction in witing of that decision, no

| ater than COctober 31 of the inmediately precedi ng cal endar year. On or
before July 1, the governing board of a school district for which the
budget review is governed by this subdivision, rather than by

subdi visions (f) and (g), shall conduct a public hearing regarding its
proposed budget in accordance with Section 42103.

(1) In the event of the disapproval of the adopted budget of a
school district pursuant to subdivision (d), on or before Septenber 1,
t he governing board of the school district, in conjunction with the
county superintendent of schools, shall review the superintendent's
reconmendati ons at a regular neeting of the governing board and respond
to those recommendati ons. The response shall include any revisions to
t he adopted budget and ot her proposed actions to be taken, if any, as a
result of those recommendati ons.

(2) No later than five working days after receiving the response
requi red under paragraph (1), the county superintendent of schools shal
review that response and either approve or disapprove the budget. If the
county superintendent of schools di sapproves the budget, he or she shal
call for the formation of a budget review committee pursuant to Section
42127. 1.

(3) Not later than 45 days after the Governor signs the annua
Budget Act, the school district shall nake available for public review
any revisions in revenues and expenditures that it has nade to its
budget to reflect the funding nmade avail abl e by that Budget Act.

(h) Any school district for which the county board of education
serves as the governing board is not subject to subdivisions (c) to (9g),
i nclusive, but is governed instead by the budget procedures set forth in
Section 1622.

SEC. 16. Section 42127.1 of the Education Code is anended to read:

42127.1. (a) Pursuant to subdivision (f) of Section 42127, upon the
di sapproval of a school district budget by the county superintendent,
the county superintendent shall call for the formati on of a budget
review conmmttee.

(b) The budget review conmittee shall be conposed of three persons
sel ected by the governing board of the school district froma list of
candi dates provided to the governing board by the Superintendent of
Public Instruction. The list of candi dates shall be conposed of persons
who have expertise in the nanagenent of a school district or county
of fice of education. Their experience shall include, but not be linted
to, the fiscal and educational aspects of |ocal educational agency
managenent .

(c) Notwithstandi ng subdivision (b) or any other provision of this
article, with the approval of the Superintendent of Public Instruction
and the governing board of the school district, the county
superi ntendent of schools may sel ect and convene a regional review
committee, consisting of persons having the expertise described in that
subdi vi sion. The regional review conmittee shall operate in place of the
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budget review conmittee, in accordance with the provisions of this
article governing budget review comittees.

(d) Menbers of the comrittee shall be reinbursed by the State
Department of Education for their services and associ at ed expenses while
on official business at rates established by the State Board of
Educati on.

SEC. 17. Section 42127.2 of the Education Code is anended to read:

42127.2. (a) The district governing board shall, no later than five
wor ki ng days after the receipt of a candidate list fromthe
Superintendent of Public Instruction pursuant to Section 42127.1, select
a budget review committee, and the Superintendent of Public Instruction
shall convene the committee no later than five working days foll ow ng
that selection. If the governing board fails to select a conmittee
within the period of time pernmitted by this subdivision, the
Superintendent of Public Instruction instead shall select and convene
the budget review comrittee no later than 10 worki ng days after the
district's receipt of the candidate list.

(b) No later than October 31, the budget review committee shal
review the proposed budget of the district and the underlying fisca
policies of the district and transnit to the Superintendent of Public
Instruction, the county superintendent of schools, and the district
governi ng board either of the follow ng:

(1) The recommendation that the school district budget be approved.

(2) A report disapproving the school district budget and setting
forth recomendati ons for revisions to the school district budget that
woul d enable the district to neet its financial obligations both in the
current fiscal year and with regard to the district's nmultiyear
financial conmtnents.

(c) Upon request of the budget review commttee, the Superintendent
of Public Instruction may extend the deadline set forth in subdivision
(b) for a period of not and nore than 15 worki ng days.

(d) The Superintendent of Public Instruction shall establish
criteria and procedures governing the performance by budget review
conmittees of their duties under this section

(e) Upon request of the county superintendent of schools, the
Controller's office may conduct an audit or review of the fisca
condition of the school district in order to assist a budget review
committee or regional review conmittee for the purposes of this section

SEC. 18. Section 42127.3 of the Education Code is anmended to read:

42127.3. (a) |If the budget review conmittee established pursuant to
Sections 42127.1 and 42127.2 reconmends approval of the school district
budget, the county superintendent of schools shall accept the
reconmendati on of the budget review conmittee and approve the budget.

(b) If the budget review comrittee established pursuant to Sections



42127.1 and 42127.2 di sapproves the school district budget, the schoo

di strict governing board, no later than five working days after receipt
of the report described in paragraph (2) of subdivision (b) of Section
42127.2, may submit a response to the Superintendent of Public
Instruction, including any revisions to the adopted final budget and any
ot her proposed actions to be taken as a result of the recommendati ons of
t he budget review comittee. Based upon the recommendati ons of the
budget review conmittee, and any response to those recomendati ons

provi ded by the school district governing board, the Superintendent of
Public Instruction shall either approve or disapprove the budget. If the
Superintendent of Public Instruction di sapproves the budget, he or she
shall notify the school district governing board in witing of the
reasons for that disapproval and, for the renmainder of the current

fiscal year, the county superintendent of schools shall do all of the
fol | owi ng:

(1) No later than Novenmber 30, develop and adopt, in consultation
wi th the Superintendent of Public Instruction and the school district
governi ng board, a fiscal plan and budget that will govern the district
and will allow the district to neet its financial obligations, both in
the current fiscal year and with regard to the district's nultiyear
financial commtnments. The governing board of the district shall govern
the operation of the district for the current fiscal year in accordance
wi th that adopted budget.

(2) Cancel purchase orders, prohibit the issuance of nonsal ary
warrants, and otherw se stay or rescind any action that is inconsistent
wi th the budget adopted pursuant to paragraph (1). The county
superi ntendent of schools shall informthe school district governing
board in witing of his or her justification for any exercise of
authority under this paragraph.

(3) Monitor and review the operation of the district.

(c) The school district shall pay reasonable fees charged by the
county superintendent of schools for actual admnistrative expenses
i ncurred pursuant to subdivision (b). The Superintendent of Public
Instruction shall develop, and distribute to affected school districts
and county offices of education, advisory guidelines regarding the
appropriate anount of any fees charged pursuant to this subdivision

(d) This section shall not be construed to authorize the county
superi ntendent of schools to abrogate any provision of a collective
bar gai ni ng agreenent that was entered into by a school district prior to
the date upon which the county superintendent of schools disapproved the
budget of the school district pursuant to subdivision (b).

(e) As necessary for the purposes of subdivision (b), the county
superi ntendent of schools may request funding or other assistance from
the Superintendent of Public Instruction as necessary to obtain
addi tional information regarding the district's budget or operations
through a financial or managenent review of the district, a cash-flow
projection for the district, or other appropriate nmeans. Any contract
entered into by a county superintendent of schools for the purposes of
this subdivision is subject to the approval of the Superintendent of

Public | nstruction.
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SEC. 19. Section 42127.4 of the Education Code is anended to read:

42127.4. Until a school district receives approval of its budget
under this article, the school district shall continue to operate on the
basi s of whichever of the follow ng budgets contains a | ower tota
spendi ng aut hority:

(a) The | ast budget adopted or revised by the governing board of the
school district for the prior fiscal year

(b) The unapproved budget for the current fiscal year, as adopted
and revised by the governing board of the school district.

SEC. 20. Section 42127.6 is added to the Education Code, to read:

42127.6. (a) The county superintendent of schools shall nonitor the
operation of each school district pursuant to the budget adopted for
that district. If the county superintendent of schools determ nes that a
school district will be unable to nmeet its financial obligations for the
current or subsequent fiscal year, he or she shall notify the schoo
district governing board in witing of that determi nation, and of the
basis for the determnation. In addition, subsequent to that
determi nation, the county superintendent of schools may do either or
both of the follow ng:

(1) Assign a fiscal adviser to assist the district.

(2) Conduct a study of the district's finances and recommend to the
governi ng board of the school district actions to enable the district to
neet those obligations.

(b) Any contract entered into by a county superintendent of schools
for the purposes of subdivision (a) is subject to the approval of the
Superi ntendent of Public Instruction.

(c) If, subsequent to the receipt of recomrendati ons provided
pursuant to paragraph (2) of subdivision (a), the governing board fails
to take appropriate action to enable the district to nmeet its financial
obligations, the county superintendent shall so notify the
Superintendent of Public Instruction. Subsequent to that notification
the county superintendent of schools, in consultation with the
Superintendent of Public Instruction, may do one or nore of the
following for the remainder of the current fiscal year

(1) Request additional information regarding the district's budget
or operations.

(2) Devel op and inpose, in consultation with the Superintendent of
Public Instruction and the school district governing board, revisions to
the school district budget that will enable the district to neet its
financi al obligations.

(3) Stay or rescind any action that is inconsistent with any
revi sion adopted pursuant to paragraph (2). The county superintendent of




















